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EXECUTIVE SUMMARY

Background and Purpose...

Legislation enacted in 2013 and revised in 2014 directs the Office of Economic and Demographic
Research (EDR) and the Office of Program Policy Analysis and Government Accountability (OPPAGA) to
analyze and evaluate specified state economic development incentive programs on a recurring three-
year schedule.! EDR is required to evaluate the economic benefits of each program, using project data
from the most recent three-year period, and to provide an explanation of the model used in its analysis
and the model’s key assumptions. Economic Benefit is defined as “the direct, indirect, and induced
gains in state revenues as a percentage of the state’s investment” — which includes “state grants, tax
exemptions, tax refunds, tax credits, and other state incentives.”? EDR’s evaluation also requires
identification of jobs created, the increase or decrease in personal income, and the impact on state
Gross Domestic Product (GDP) for each program. EDR specifically calculates the state’s return on
investment (ROI)? in addition to reporting the impact on the key economic variables.

In this report, the following programs are under review:

e The Capital Investment Tax Credit (CITC) established under s. 220.191;

e The Qualified Target Industry Tax Refund (QTI) established under s. 288.106;

e The Brownfield Redevelopment Bonus Refund (BFR) established under s. 288.107;

e High-Impact Business Performance Grants (HIPI) established under s. 288.108;

e The Quick Action Closing Fund (QACF) established under s. 288.1088;

e The Innovation Incentive Program (lIF) established under s. 288.1089;

e Enterprise Zone Program (EZ) incentives established under ss. 212.08(5) and (15); and

o The New Markets Development Program (NMDP) established under ss. 288.991-288.9922.

With the exception of the Florida New Markets Development Program, this is EDR’s third evaluation of
these programs.* This review period (or “window”) covers Fiscal Years 2015-16, 2016-17 and 2017-18.

Overall Results and Conclusions...

As shown in the table below, five of the 6 programs in this review had lower ROIs than in the previous
review. A number of factors contribute to the lower ROls, and they are explained in detail within each
program review section. However, it is worth noting that the now common use of escrow continues to
be a major factor negatively affecting the return on investment for the QACF program. Relative to the
initial analysis, the Department of Economic Opportunity (DEO) has fully implemented its authority to
reserve future grant funds for a project by placing the awarded funds into an escrow account managed
by Enterprise Florida, Inc. The funds remain in the account until such time that the recipient meets
specific contractual milestones such as job creation and capital investment.

In its 2014 report, EDR provided multiple scenarios to calculate the ROls. The ROIs presented in this and
the 2017 report result from just one scenario that uses all of the elements from the first review:

1 Section 288.0001, F.S. Currently, 20 programs are listed.

2 Section 288.005(1), F.S.

3 In this report, the term Return on Investment (ROI) is synonymous with economic benefit, and is used in lieu of the statutory
term.

4 The previous reports and several presentations related to the findings of the first report can be found at EDR’s website:
http://edr.state.fl.us/Content/returnoninvestment
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proportionally allocating the economic activity attributable to the payments (by program) the state
made or put in escrow during the review period. This is similar to the scenario EDR typically reports and
feels is most indicative of the program’s real return in state revenues.

ROI Results by Program 2020 State 2017 State Jo1a | Stte
Payment Payment Payment
Capital Investment Tax Credit 0.27 $79.3m 0.43 $66.7m 2.3 $31.5m
Qualified Target Industry Tax Refund 4.34 $12.7m 4.4 $14.6m 6.4 $28.0m
Brownfield Bonus Redevelopment Tax Refund 1.51 $0.7m 1.7* $0.7m 1.1 $1.5m
High-Impact Sector Performance Grant -0.85 $13.6m 0.05 $2.5m 0.7 $1.0m
Quick Action Closing Fund 0.84 $48.6m 0.6 $78.7m 1.1 $32.2m
Innovation Incentive Program N/A N/A 0.1 $60.0m 0.2 $204.0m
Enterprise Zone Program N/A $26.1m N/A $41.8m -0.05 $115.2m
New Markets Development Program -0.79 $93.9m 0.18 $64.3m N/A N/A

* Revised using current methodology

Innovation Incentive Program...

DEO reports that nine entities were awarded Innovation Incentive Program grants since the inception of
the program. One recipient has completed program obligations, 7 are inactive and 1 is currently active.
There were no state payments to program recipients in this review period. Due to the lack of payments,
an ROI cannot be calculated for this period.

Enterprise Zone Program...

The Enterprise Zone program sunset on December 31, 2015. In 2014, EDR updated an in-depth 2010
property tax analysis of three enterprise zones and concluded the Enterprise Zone Program has a
negative return to the state for a number of reasons:

e Previously taxable activity has been converted to non-taxable activity.

e To the extent the state funds supporting the incentive could have been more productively
spent elsewhere and the business activity would have occurred anyway, the state actually
foregoes revenues beyond the direct cost of the incentives.

e Many of the benefitting businesses are market or resource dependent and these business
activities would have been undertaken somewhere in the state or local area absent the
incentive.

The program was further analyzed in 2015 using property tax data on a statewide basis. The 2015
analysis found that the program primarily captures or shifts existing economic activity, rather than
inducing new economic activity to the state.

For this report, EDR did not revisit the return on investment for this program since it has effectively
expired, and there is no reason to believe the prior conclusions have changed. However, even though
the formal program has ceased to exist, there are certain instances in which credits can still be taken.>

> The Legislature extended eligibility of Enterprise Zone incentives to businesses under contract with the Department of
Economic Opportunity by July 1, 2015, for other state economic development programs. Eligibility for these businesses expired
December 31, 2018. During the 2016 Session, the Legislature clarified that counties and municipalities may grant economic
development property tax exemptions in areas that were previously designated as enterprise zones for projects that were
preapproved before December 31, 2015. In 2017, the Legislature preserved Enterprise Zone boundaries in existence before the
repeal of the program to allow local governments to administer local incentive programs within these boundaries, through
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ECONOMIC EVALUATION OF ECONOMIC DEVELOPMENT INCENTIVES

Statewide Model...

EDR is tasked with evaluating the economic benefits of economic development incentive programs.
Economic Benefit is defined as “the direct, indirect, and induced gains in state revenues as a percentage
of the state’s investment” — which includes “state grants, tax exemptions, tax refunds, tax credits, and
other state incentives.”® This measure does not address issues of overall effectiveness or societal
benefit; instead, it focuses on tangible financial gains or losses to state revenues, and is ultimately
conditioned by the state’s tax policy.

EDR uses the Statewide Model to estimate the ROI for the economic development incentive programs.
The Statewide Model is a dynamic computable general equilibrium (CGE) model that simulates Florida’s
economy and government finances.” The Statewide Model is enhanced and adjusted each year to
reliably and accurately model Florida’s economy. These enhancements include updating the base year
the model uses as well as adjustments to how the model estimates tax collections and distributions.®

Among other things, the Statewide Model captures the indirect and induced economic activity resulting
from the direct program effects. This is accomplished by using large amounts of data specific to the
Florida economy and fiscal structure. Mathematical equations® are used to account for the relationships
(linkages and interactions) between the various economic agents, as well as likely responses by
businesses and households to changes in the economy.® The model also has the ability to estimate the
impact of economic changes on state revenue collections and state expenditures in order to maintain a
balanced budget by fiscal year.

When using the Statewide Model to evaluate economic programs, the model is “shocked”!! using static
analysis to develop the initial or direct effects attributable to the projects funded by the incentives. In
this analysis, direct effects are essentially the changes experienced by the businesses receiving the
grants. Generally, the combined annual direct effects (“shocks”) took the form of:

e Removal of the incentive payments from the state budget, with corresponding awards to
businesses as subsidies to production.

e Inclusion of capital investments or residual capital benefits related to the projects.

e Increased outputs based on retained and created jobs attributed to the projects.

December 31, 2020. This sunset date was extended to December 31, 2025 for “eligible contiguous multi-phase projects in which
at least one certificate of use or occupancy has been issued before December 31, 2020, and which project will then vest the
remaining project phases until completion...” See the Enterprise Zone Program section for cites.

6 Section 288.0001, F.S., as created by s. 1, ch. 2013-39, Laws of Florida, and s. 1, ch. 2013-42, Laws of Florida.

7 The statewide economic model was developed using GEMPACK software with the assistance of the Centre of Policy Studies
(CoPS) at Victoria University (Melbourne, Australia).

8 Reports prior to January 1, 2017 have 2009 as the base year. Reports as of January 1, 2017 have 2015 as the base year.

9 These equations represent the behavioral responses to economic stimuli, as well as changes in economic variables.

10The business reactions simulate the supply-side responses to the new activity (e.g., changes in investment and the demand for
labor).

11 1n economics, a shock typically refers to an unexpected or unpredictable event that affects the economy, either positive or
negative. In this regard, a shock refers to some action that affects the current equilibrium or baseline path of the economy. It can
be something that affects demand, such as a shift in the export demand equation; or, it could be something that affects the price
of a commodity or factor of production, such as a change in tax rates. In the current analyses, a shock is introduced to remove
the impact of the incentives on the economy.
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After the direct effects are developed and estimated, the model is then used to estimate the
additional—indirect and induced—economic effects generated by the programs, as well as the supply-
side responses to the new activity, where the supply-side responses are changes in investment and the
demand for labor arising from the new activity. Indirect effects are the changes in employment, income,
and output by local supplier industries that provide goods and services to support the direct economic
activity. Induced effects are the changes in spending by households whose income is affected by the
direct and indirect activity.

All of these effects can be measured by changes (relative to the baseline) in the following outcomes:

e State government revenues and expenditures
e Jobs

e Personal income

e Florida Gross Domestic Product

e Gross output

e Household consumption

e Investment

e Population

EDR’s calculation of the return on investment uses the model’s estimate of net state revenues and
expenditures. Other required measures for this report include the number of jobs created, the increase
or decrease in personal income, and the impact on gross domestic product, all of which are included in
the model results.

Explanation of Return on Investment...

The ROl is developed by summing state revenues generated by a program less state expenditures
invested in the program, and dividing that calculation by the state’s investment. It is most often used
when a project is to be evaluated strictly on a monetary basis, and externalities and social costs and
benefits—to the extent they exist—are generally excluded from the evaluation. The basic formula is:

(Increase in State Revenue — State Investment)
State Investment

Since EDR’s Statewide Model is used to develop these computations and to model the induced and
indirect effects, EDR is able to simultaneously generate “State Revenue” and “State Investment” from
the model so all feedback effects mirror reality. The result (a net number) is used in the final ROI
calculation.

As used by EDR for this analysis, the returns can be categorized as follows:

e Greater Than One (>1.0)...the program more than breaks even; the return to the state produces
more revenues than the total cost of the investment.

e Equal To One (=1.0)...the program breaks even; the return to the state in additional revenues
equals the total cost of the investment.

e Less Than One, But Positive (+, <1)...the program does not break even; however, the state
generates enough revenues to recover a portion of its cost of the investment.
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e Less Than Zero (-, <0)...the program does not recover any portion of the investment cost, and
state revenues are less than they would have been in the absence of the program, typically
because previously taxable activity is shifted to non-taxable activity.

The numerical ROI can be interpreted as return in tax revenues for each dollar spent by the state. For
example, a ROl of 2.5 means that $2.50 in tax revenues is received back from each dollar spent by the
state.

The basic formula for ROl is always calculated in the same manner, but the inputs used in the calculation
can differ depending on the needs of the investor. Florida law requires the return to be measured from
the state’s perspective as the investor, in the form of state tax revenues. In this regard, the ROl is
ultimately shaped by the state’s tax code.

Data and Methodology...

With the exception of projects receiving Capital Investment Tax Credits, New Markets Tax Credits or
Enterprise Zone tax incentives, the Florida Department of Economic Opportunity (DEO) is the primary
source of program project information. For those three programs, internal files from the Department of
Revenue (DOR) provide an additional source of information.

For the New Markets Development Program (NMDP), EDR relied on data from three sources: DEO, DOR
and Community Development Entities (CDEs), who have the primary role in the implementing the
NMDP. In this regard, DEO provided project information and DOR provided tax credit data. To
supplement the DEO and DOR data, EDR relied on capital investment data from 2016 surveys of CDEs
participating in the Florida NMDP.

As with previous evaluations, EDR’s ROI calculation is based on the net economic impact rather than the
gross economic activity generated by or attributed to program projects. The impact is due to new
economic activity induced by the state subsidy after taking account of what would have occurred in the
absence of that particular investment. EDR employs a number of approaches to isolate the new
economic activity, including an assessment of the “but-for” assertion and culling*? Florida market or
resource dependent projects. The resultant net economic benefit is then proportionately attributed to
all contributors or contributing public programs. Culling market or resource dependent projects and
proportionally attributing the economic benefit are strategies to derive a credible estimate of the
program’s real return to the state.

Excluding projects from the New Markets Development and Enterprise Zone programs, DEO provided
data for 149 unique projects with payments or credits taken in the review period. Fifty-seven of the 149
projects were combined or “bundled” with other incentives (38.2%).'* The total value of payments
made and credits taken in these programs was $155 million. The table below shows the number and
value of payments by incentive for the review period.

BFR | CITC | HIPI IIF | QACF | QTl |Grand Total
Payments or Credits Taken Nominal $(M) | 0.71 | 79.29 | 13.62 - 48.64 | 12.74 155.00
Count of Payments or Credits Taken by Incentive 9 10 6 - 30 94 149

12 Culling refers to removing the economic benefit of a particular project if it is determined to rely on Florida’s markets or
resources and/or would have existed in Florida in the absence of the incentive. See Appendix One for further details.

13 While DEO did provide New Markets project data, DEO administers the New Markets program differently, so these projects
were not included in the aggregate totals discussed in this paragraph.

7|Page



For the purpose of calculating a true ROI for each program, the distinction between the bundled and
unbundled projects is important. The state incentive payments for a bundled project are identified
separately by program and limited to the review period. However, the benefits such as capital
expenditures, jobs, and wages for a bundled project are attributable to all of the investments made in
the project, regardless of when the state payments were made or from which program. In effect, each
program is assumed to have contributed to the business’s decision to locate or expand in Florida. The
jobs and capital expenditures for a bundled project are apportioned across the programs based on the
percentages each program award represents of the total awards for the project. To be included in the
universe, the project must have received state dollars from at least one of the programs during the
review period. Funds from the other programs that have not been received during the period are only
used to allocate the benefits.

Key Terms...

In the pages that follow, the analysis for each program includes diagnostic tables describing the
composition and statistics of the projects under review. Key terms used in the tables are described
below:

State Payments in the Window $(M) — Represents the amount of state payments made to the program
in each fiscal year.

Total Net State Revenues $(M) — Represents the amount of new state revenue generated by the
program in each fiscal year.

Personal Income (Nominal $(M)) — Reflects income received by persons from all sources. It includes
income received from participation in production as well as from government and business transfer
payments. It is the sum of compensation of employees (received), supplements to wages and salaries,
proprietors' income with inventory valuation adjustment (IVA) and capital consumption adjustment
(CCAdj), rental income of persons with CCAdj, personal income receipts on assets, and personal current
transfer receipts, less contributions for government social insurance.

Real Disposable Personal Income (Fixed 2019-20 S(M)) — Reflects total after-tax income received by
persons; it is the income available to persons for spending or saving.

Real Gross Domestic Product (Fixed 2019-20 S(M)) — Measures the state's output; it is the sum of value
added from all industries in the state. GDP by state is the state counterpart to the Nation's gross
domestic product.

Consumption by Households and Government (Fixed 2019-20 $(M)) — Reflects the goods and services
purchased by persons plus expenditures by governments consisting of compensation of general
government employees, consumption of fixed capital (CFC), and intermediate purchases of goods and
services less sales to other sectors and own-account production of structures and software. It excludes
current transactions of government enterprises, interest paid or received by government, and subsidies.

Real Output (Fixed 2019-20 S(M)) — Consists of sales, or receipts, and other operating income, plus
commodity taxes and changes in inventories.
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Total Employment (Jobs) — Provides estimates of the number of jobs, full time plus part time, by place of
work. Full time and part time jobs are counted at equal weight. Employees, sole proprietors, and active
partners are included, but unpaid family workers and volunteers are not included.

Population (Persons) — Reflects first of year estimates of people, including survivors from the previous
year, births, special populations, and three types of migrants (economic, international, and retired).

Key Assumptions...

The following key assumptions are used in the Statewide Model to determine the economic benefits of
the economic development incentive programs. Some of the assumptions are used to resolve
ambiguities in the literature, while others conform to the protocols and procedures adopted for the
Statewide Model.

1. The analysis assumes that state incentives were the determining factor in business retention,
expansion, or location decisions, provided the program was created and designed to attract new
business activity to the state. The analysis further assumes that for bundled projects, the total value of
the incentive package was the deciding factor for the business, not the individual components of the
package.

2. The analysis assumes that the influence of any federal incentives awarded to state-funded projects is
immaterial to the size and location of the project. This is also true for local incentives; however, this
assumption was relaxed for required local matches.

3. The analysis assumes all data provided by DEO, DOR, and CDEs related to projects was complete and
accurate. The data was not independently audited or verified by EDR; however, data discrepancies
between agencies were addressed.

4. The analysis assumes businesses received the full value of the state incentives and that related costs
due to federal taxes or consultant fees are immaterial to the decision making process.

5. The analysis assumes that given the time span under review, applying discount rates would not prove
material to the outcome.

6. The analysis assumes that any expenditure made for incentives is a redirection from the general
market basket of goods and services purchased by the state. Similarly, any revenue gains from increased
business activities are fully spent by the state.

7. The analysis assumes the relevant geographic region is the whole state, not individual counties or
regions. The Statewide Model does not recognize that any economic benefit arises from intrastate
relocation. However, the model accounts and makes adjustments for the fact that industries within the
state cannot supply all of the goods, services, capital, and labor needed to produce the state’s output.

8. The analysis assumes that businesses treated the incentives as subsidies. The subsidies lowered the
cost of production for each individual firm.

9. The analysis assumes that the distribution of capital purchases by each business was the same as the

industry in which it operates. This assumption was made because data was not available regarding the
specific capital purchases associated with each project. It is also assumed that the businesses within a
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program were not large enough to affect the rate of return on capital within the industries in which the
businesses operated.

10. The analysis assumes that the output from projects did not displace the market for goods and
services of existing Florida businesses. To do this, output associated with the businesses was assumed to
be exported to the rest of the world. The rest of the world is defined as other states or the international
market.

11. The analysis assumes that businesses are indifferent between tax credits and cash awards and will
not change their behavior based on the type of incentive award given.
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CAPITAL INVESTMENT TAX CREDIT

Project Summary Statistics

Total Number of CITC Projects 10 100.0%
Industry Composition
Manufacturing 4 40.0%
Information 1 10.0%
Finance and Insurance 3 30.0%
Professional, Scientific, and Technical Services 2 20.0%
Number of Bundled CITC Projects 9 90.0%
Bundled Composition
CITC, HIPI 30.0%
CITC, QTI 30.0%
CITC, QACF, QTI 3 30.0%
Industry Composition
Manufacturing 3 30.0%
Information 1 10.0%
Finance and Insurance 3 30.0%
Professional, Scientific, and Technical Services 2 20.0%
Number of Single CITC Projects 1 10.0%
Industry Composition
Manufacturing 1 10.0%
Economic and Fiscal Impacts
FY2016 FY2017 | FY2018 Total
State Payments in the Window Nominal $ (M) 30.67 31.56 17.06 79.29
Total Net State Revenues Nominal $ (M) 6.74 7.20 7.13 21.06
Return-on-Investment by Year 0.22 0.23 0.42
Return-on-Investment for the 3 year period 0.27|
FY2016 | Fv2017 | Fy2018 | Total Average
per Year
Personal Income Nominal $ (M) 253.6 274.4 270.5 798.5 266.2
Real Disposable Personal Income Fixed 2019-20$ (M) 224.8 238.7 230.4 693.9 231.3
Real Gross Domestic Product [Fixed 2019-20$(M) | 424.4]  415.0] 385.9] 11,2253 408.4
Consumption by Households and Government _[Fixed 2019-20$(M) | 3059 3224 [ 2875 | 915.7 | 305.2
Real Output [Fixed2019-206(M)|  755.7]  7385] 7041] 2,1983] 732.8
FY2016 | FY2017 | FY2018 | Minimum |Maximum /;Zf;aeg;
Total Employment Jobs 744 294 (20) (20) 744 339
Population Persons 12 500 | 1,004 | 2] 1,004 505
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Program Description...

Florida created the Capital Investment Tax Credit (CITC) program in 1998 to encourage businesses in
high-impact sectors to build or expand facilities within Florida. These sectors are designated by the
Department of Employment Opportunity (DEO) and currently are comprised of the following:

e Aviation/aerospace transportation equipment;
e Information technology;

e Life sciences;

e Financial services;

e Corporate headquarters; and

e C(Clean energy.

To participate in the program a business must meet several criteria:

e Bein a designated high-impact sector;

e Build or expand a facility within Florida;

e Incur construction or expansion costs of at least $25 million; and
e Create and maintain at least 100 new jobs within Florida.

A qualifying business receives authority to take annual credits for the 20-year period immediately
following the date it commences operations at the new or expanded facility.'* The business can
use the credits to reduce its corporate income or insurance premium tax liability; however, no
credits have been taken against the insurance premium tax.'® The tax liability must arise out of the
project. The CITC program is designed as a three-tier program with the level of eligible capital costs
determining the tier that applies to a project and the maximum percentage of the project’s tax
liability that can be reduced by the credit in any year.

e Tier 1: $25 million (50 percent)
e Tier 2: $50 million (75 percent)
e Tier 3: $100 million (100 percent)

The following graph shows all confirmed capital investments for all projects since inception of the
program.®

14 The unused credits can be carried forward, and under certain conditions established by the Florida Department of Revenue in
an administrative rule published in January, 2019, the unused credits can be used in the ten years following the end of the
twenty year period. For further information on the conditions see
https.//www.flrules.org/qateway/readFile.asp?sid=0&tid=21293263&type=1&file=12C-1.0191.doc .

15 For a more complete history of the program see The Florida Senate, “Review of the Capital Investment Tax Credit,” Issue Brief
2012-204, September 2011, http://www.flsenate.qgov/PublishedContent/Session/2012/InterimReports/2012-204ft.pdf .

16 This graph is different from the Confirmed Capital Investment graph in the 2017 report in two ways: it displays the capital
investments for all CITC projects whereas the graph in the 2017 report displayed the capital investments for all CITC projects up
to the review period, and, beyond that, displayed the capital investments only for the nine projects under review; and it
displays fiscal-year values whereas the graph in the 2017 displayed calendar-year values.
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CAPITAL INVESTMENT FOR ALL CITC PROJECTS

Project Review

Period
679,500,000

421,751,605
399,985,235

257,572,325
241,378,415

241,500,000 — 232,622,908,

178,000,000

143,516,639

20,346,249 - 16,672,734

00-01 02-03 04-05 06-07 08-09 10=11 1 14-15 16-17

Analysis and Findings...

The benefits arising out of this program flow from two sources: the activity generated by the capital
investment undertaken by the businesses, and the presumed enhanced activity associated with the
ongoing operations of the firm, both during and after the completion of the capital investment. The
ability to measure these benefits is partially limited by the structure of the program. DEO is only
required to certify the level of capital investment and new jobs created in the year that the business
requests a CITC credit. If the business has no liability against which to take a credit, there is no
certification of activity in the period — meaning any benefits generated by that activity are left out of
the analysis. However, if credits were claimed in an earlier period, the analysis assumes that the
earlier level of activity persists through future periods. These and other caveats discussed later
should be taken into account when looking at the measured ROI figures for this program.

There are currently twenty active projects that applied for, were approved, and met the
requirement of a twenty-five million dollar investment for the CITC program. Of those twenty, 16
projects were eligible to claim CITC credits within the review period. Of those 16, 10 actually
claimed a CITC credit within the review period. These are the 10 projects considered in EDR’s
analysis of ROI for this report.

The industrial classification of these ten projects are as follows: 4 were in manufacturing; 1 was in
information services (NAICS 51); 3 were in finance and insurance (NAICS 52); and 2 were in
professional, scientific, and technical services (NAICS 54). Also, 9 of these projects were bundled
with other incentive awards: 3 received HIPI incentives; and 6 received QTI incentives, with 3 of
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these 6 also receiving QACF incentives.

To estimate the ROl of the CITC program, EDR compared the total value of the CITC credits claimed
by these ten projects within the three-year review period (the state “costs”) to the economic
benefits that those costs brought about. The direct benefits (the benefits input into the statewide
model) are the projects’ capital investment and wages paid, for each fiscal year within the review
period. Specifically, for each of the projects and for each fiscal year, its capital investment and its
wages paid is first apportioned between the CITC program and all other incentive programs that
the project received based on the relative values of the incentives, and then apportioned between
the CITC credits that were claimed within the three-year review period and the remainder of the
CITC credits initially available to the project. The rationale for the apportionments is that the
project’s capital investment and wages paid were generated by the total value of the bundled
incentives, so the CITC credits claimed within the three-year review period only resulted in a
portion of the total economic benefits.

The explanation of the costs is simple: the ten projects claimed a total of $79.3 million in CITC
credits within the three-year review period.

The explanation of the benefits that the costs brought about is more complicated because of the
two apportionments. Consider, for now, just the capital investment part of the benefits. First, the
ten projects had a total of $292.0 million in confirmed capital investment over the three-year
window. Second, by applying the first apportionment, the value is reduced to $289.5 million. Third,
by applying the second apportionment, the value is reduced to $15.7 million. The same process is
applied to the 7,727 jobs attributable to the projects, resulting in an average value of 772 jobs per
year (with an average wage of $88,039). These jobs are used as an input prior to initiating the
model run.

While the average number of jobs within the three-year review period was high, the job growth
was low—there were only 36 more jobs at the end of the last year in the review period than there
were at the beginning of the first year.’” As mentioned, the average annual wage for the jobs
created was $88,039, which was about 180 percent of the statewide average. In the 2017 report,
the values were similar — $87,956 and 192 percent, respectively.

The economic activity associated with the capital investment and wages paid generated a net
increase in state revenues of $21.06 million over the entire review period. This results in an ROI for
these projects of 0.27. The ROI for the program was 0.43 in 2017 and 2.3 in 2014.

In addition to the net new revenues to the state, Florida’s economy also benefited. These projects
generated an average of $231 million a year in inflation-adjusted disposable personal income and $408
million a year in real gross domestic product.!® On average there were 339 more jobs economy-wide
each year. Notice that the economy-wide increase of 339 jobs (which accounts for the direct, indirect,
and induced effects) is less than the direct increase of 772 jobs. In other words, while CITC led to these
projects creating 772 jobs, it also led to an estimated loss of 433 jobs in the rest of the economy.
However, as was mentioned earlier, the 772 jobs created directly have an average wage of roughly 180
percent of the statewide average wage. Therefore, on average, the wage of a job directly created by
the project is much higher than the wage of a job lost in the rest of the economy.

17 This reflects the maturity of the ten projects: the activity has been ongoing for on average 7.5 years.
18 These inflation-adjusted figures are in FY 2019-20 dollars.
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There are a number of factors that could affect the ROI for these projects, and they can move the
ROl in either direction. First, since the CITC projects were bundled with other incentive programs, it
is assumed that some of the capital investment is attributable to the other incentives. If all of the
capital investment were credited to the CITC program, the ROl would have been slightly higher;
however, there is no guarantee that the same level of investment, or even the projects themselves,
would have taken place without the additional incentives.

Another consideration that affects the ROl is the timing of the capital investment and whether it
occurred prior to or during the review period. For the projects in this analysis, there was an
additional $16 million in capital investment that took place five years prior to the review period.
While the state benefited from this activity in those earlier years, there were only residual benefits
that accrued to the state within the review period.

The primary benefit arising from these projects is generated by the ongoing operations of the
businesses. However, even here some of the activity generated by the ongoing operations is credited
to the other incentive programs with which the projects were bundled. If all activity were attributed
to the CITC program, the ROl would have been higher; however, as in the investment case, there is
no guarantee that the same level of activity would have taken place without the additional
incentives.

A factor that acts to substantially boost the measured ROl is the level of credits taken. The level
is limited by the tax liability arising out of the projects. For the ten projects analyzed in this
report, there were $229.2 million in credits that could have been taken within the three-year
window as well as unused credits from earlier years.? The state clearly benefits from the
potential credits not taken. Had these additional available credits been fully taken, it would
have reduced the ROl to 0.11.

Overall, the 2020 results are not significantly different from those reported in 2017 in terms of the ROI.
At that time, the nine projects in the CITC program generated an ROI of 0.43, based on the actual
credits taken. The current analysis contains the same eight projects, plus an additional two.? The
following points help to explain why the results are different:

e The credits originally reported by the Florida Department of Revenue (DOR) were based on
final corporate tax returns. This data has been supplemented in the current analysis with
audit findings. The CITC credits for the 2014 projects are now $30.57 million higher. This
alone would have reduced the original ROI. The CITC credits for the 2017 projects are now
$6.55 million lower.

e New projects in the current analysis made greater use of the credits available to them.
They had sufficient corporate tax liability to claim 34.6 percent of their available credits
(579.3 million outof $229.2 million). This is higher than the prior two review periods. This is
likely due to where the state is in the business cycle relative to the prior review periods. It
is unclear how the 2017 federal tax law changes will affect future utilization of credits.

19 EDR estimates that there were potentially up to an additional $319.1 million of unused credits from earlier years associated
with the ten projects within the review period. Thus, the potential existed for $548 million in credits to be taken within the
review period if there had been sufficient tax liability ($319.1 million in unused credits from prior years plus $229.2 million in
potential credits allowed within the three year review period).

20 The 2020 analysis also contains three of the projects included in the 2014 review period.
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e There was a lower level of capital investment in the review period for the current analysis. In
the 2017 analysis, there was $70.2 million in capital investment compared to just $15.7
million in the current analysis.

e There was also a lower level of capital investment in the five years prior to the review
period in the current analysis than in the 2017 analysis. In the 2017 analysis, $518 million
was reported compared to $299 million in the current review.

Conclusion...

The structure of the CITC program makes it unique among the programs analyzed in this report.
Most important are the limitations on the annual credit authorizations. First, the credits must be
taken over a 20-year period. This limits the maximum potential credit in any year to five percent of
the “qualifying expenditures.”

There are two other potential limiting factors. As mentioned above, the credit can only be used to
offset tax liability arising out of the new or expanded facility. Second, only a percentage of the
liability can be offset (as determined by the tier the business falls under).

Since the CITC program’s inception, fifty-three projects have applied, been approved, and are active
CITC projects. Of the 53 projects, 20 have confirmed capital investment of at least the $25 million
threshold, with a total confirmed capital investment over the life of the program of over $3.7 billion.
There were 16 projects expected to have been able to utilize the credit within the review period
based on potential job and capital investment milestones. Only twelve of the sixteen businesses have
taken the credit since its inception. Of the over $1.84 billion in potential credits?! that could have
been taken by qualifying businesses to date, only $269,074,090 has been taken, or 14.6 percent of
the total potential. That is, there are still approximately $1.57 billion in outstanding credits that could
be claimed in future years.

21 The $1.84 billion reflects the projects authorized to take credits since the inception of the program.
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QUALIFIED TARGET INDUSTRY TAX REFUND
Project Summary Statistics

Total Number of QTI Projects 94 100%
Industry Composition
Administrative Management and General Management Consulting Services 2 2.13%
Aircraft Manufacturing 4 4.26%
All Other Miscellaneous General Purpose Machinery Manufacturing 1 1.06%
All Other Professional, Scientific, and Technical Services 1 1.06%
All Other Transportation Equipment Manufacturing 1 1.06%
Biological Product (except Diagnostic) Manufacturing 1 1.06%
Boat Building 1 1.06%
Bottled Water Manufacturing 1 1.06%
Breweries 1 1.06%
Cable and Other Subscription Programming 2 2.13%
Computer Systems Design Services 1 1.06%
Corporate, Subsidiary, and Regional Managing Offices 5 5.32%
Custom Computer Programming Services 5 5.32%
Direct Property and Casualty Insurance Carriers 1 1.06%
Drugs and Druggists; Sundries Merchant Wholesalers 1 1.06%
Engineering Services 4 4.26%
Research and Development in the Physical, Engineering, and Life Sciences 1 1.06%
Fabricated Pipe and Pipe Fitting Manufacturing 1 1.06%
Fabricated Structural Metal Manufacturing 1 1.06%
Financial Transactions Processing, Reserve, and Clearinghouse Activities 1 1.06%
Freight Transportation Arrangement 1 1.06%
Hardwood Veneer and Plywood Manufacturing 1 1.06%
Household Furniture (except Wood and Metal) Manufacturing 1 1.06%
Investment Advice 2 2.13%
Marketing Research and Public Opinion Polling 1 1.06%
Meat Processed from Carcasses 1 1.06%
Medicinal and Botanical Manufacturing 1 1.06%
Metal Tank (Heavy Gauge) Manufacturing 1 1.06%
Motor Vehicle Body Manufacturing 2 2.13%
Motorcycle, Bicycle, and Parts Manufacturing 1 1.06%
Offices of Certified Public Accountants 1 1.06%
Offices of Lawyers 1 1.06%
Other Accounting Services 1 1.06%
Other Aircraft Part and Auxiliary Equipment Manufacturing 2 2.13%
Other Construction Material Merchant Wholesalers 1 1.06%
Other Measuring and Controlling Device Manufacturing 1 1.06%
Plastics Bottle Manufacturing 1 1.06%
Plastics Material and Resin Manufacturing 1 1.06%
Precision Turned Product Manufacturing 1 1.06%
Process, Physical Distribution, and Logistics Consulting Services 20 21.28%
Real Estate Credit 3 3.19%
Research and Development in Biotechnology 1 1.06%
Research and Development in the Physical, Engineering, and Life Science 1 1.06%
Research and Development in the Social Sciences and Humanities 1 1.06%
Search, Detection, Navigation, Guidance, Aeronautical, and Nautical Sys 1 1.06%
Software Publishers 1 1.06%
Storage Battery Manufacturing 1 1.06%
Surgical and Medical Instrument Manufacturing 2 2.13%
Surgical Appliance and Supplies Manufacturing 2 2.13%
Telemarketing Bureaus 1 1.06%
Testing Laboratories 1 1.06%
Wired Telecommunications Carriers 1 1.06%
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Bundled Project Summary Statistics

Number of Bundled QTI Projects 28 29.79%
Bundled Composition
QTi/CITC 2 7.14%
QTI/LGDAMG 1 3.57%
QTI/QACF 17 60.71%
QTI/QACF/CITC 1 3.57%
QTI/QACF/CITC/BFB 2 7.14%
QTI/QACF/BFB 1 3.57%
QTI/BFB 3 10.71%
QTI/QACF/SCDSTTE/BFB 1 3.57%
Industry Composition
Aircraft Manufacturing 3 10.70%
All Other Miscellaneous General Purpose Machinery Manufacturing 1 3.57%
All Other Transportation Equipment Manufacturing 1 3.57%
Boat Building 1 3.57%
Cable and Other Subscription Programming 2 7.14%
Custom Computer Programming Services 1 3.57%
Financial Transactions Processing, Reserve, and Clearinghouse Activities 1 3.57%
Meat Processed from Carcasses 1 3.57%
Medicinal and Botanical Manufacturing 1 3.57%
Metal Tank (Heavy Gauge) Manufacturing 1 3.57%
Offices of Certified Public Accountants 1 3.57%
Plastics Material and Resin Manufacturing 1 3.57%
Process, Physical Distribution, and Logistics Consulting Services 6 21.43%
Real Estate Credit 2 7.14%
Research and Development in the Physical, Engineering, and Life Science 1 3.57%
Storage Battery Manufacturing 1 3.57%
Surgical and Medical Instrument Manufacturing 2 7.14%
Telemarketing Bureaus 1 3.57%
Economic and Fiscal Impacts
FY2016 FY2017 FY2018 Total
State Payments in the Window Nominal $ (M) 5.35 3.13 4.26 12.74
Total Net State Revenues Nominal $ (M) 13.22 22.43 19.65 55.30
Return-on-Investment by Year 2.47 7.16 4.62
Return-on-Investment for the 3 year period 4.34)
FY2016 FY2017 FY2018 Total Average per
Year
Personal Income Nominal $ (M) 410.5 581.4 570.8 1,562.6 520.9
Real Disposable Personal Income Fixed 2019-20 $ (M) 332.3 461.1 442.1 1,235.5 411.8
Real Gross Domestic Product [Fixed 2019-20$ (M) | 565.6 | 720.6 | 699.1]  1,985.2 ] | 661.7
Consumption by Households and Government _[Fixed 2019-20$ (M) | 410.2 | 561.1 | 5261  1,497.4] | 499.1
Real Output [Fixed 2019-208(M)|  1,061.1]  1,3548] 1,3532] 3,769.1] | 1,256.4
FY2016 | FY2017 | FY2018 | Minimum | Maximum Ave;iii i
Total Employment Jobs 2,112 1,760 1,175 1,175 2,112 1,682
Population Persons 22 930 2,150 22 2,150 1,034
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Program Description...

The Qualified Target Industry Tax Refund Program (QTI), established in 1995, is intended to encourage
the creation of high-wage jobs (115 percent or more of the area or statewide annual wage) in targeted
industries, with awards ranging from $3,000 to $13,500 per job. Unless waived by the Department of
Economic Opportunity (DEO), the city or county government in which the project is located must
provide 20 percent of the award.

QTl is a grant program, subject to annual appropriation, with the grant award determined by the
interaction between the number of qualifying employees and certain taxes paid to both state and local
government. Each QTI project has a performance-based contract, which outlines specific milestones
that must be achieved and verified by the state prior to payment of funds.

Analysis and Findings...

During the review period, 94 projects received a payment from the Qualified Target Industry Tax Refund
Program. Two projects were culled from the analysis as Florida market or resource dependent. For
culled projects, the cost to the state was included in the analysis but the associated economic benefits
(jobs, wages, and output) are removed.

Of the 94 projects, 28 projects also received payments from other incentive programs. These “bundled”
projects are treated uniquely in the model. The jobs, wages and investments are allocated among all of
contributing programs, based on the share of QTl incentive payments to all incentive program payments
received during the review period.

The 94 projects received state payments totaling $12.7 million from QTI during the review period. DEO
reports there was an estimated 12,156 new project jobs created with an average annual wage of
$79,020. The average wage level is higher than reported in 2014 and 2017. The economic activity
associated with the capital investment and jobs generated an increase in state revenues of $55.30
million.

The return on investment for these projects is 4.34. The ROI for the program was 4.4 in 2017 and 6.4 in
2014. This decrease in ROl from 2014 is due, in part, to a greater number and concentration of awards in
industries with lower multipliers (i.e. Professional, Scientific and Technological Services compared to
Manufacturing).?? There were 36 industries represented in this review, as compared to 11 in 2014.

In addition, more projects were bundled with other programs — 28 in this review period, as compared to
20 in 2014 — which meant more of the output was allocated and shared. However, this factor may be
offset when projects are combined with incentive programs that have capital investment requirements.
The allocated capital investment associated with these projects is added to the total output for the QTI
projects.

Conclusion...
The return on investment for the QTI program is robust and stable between 2017 and 2020. The
program design is the primary factor contributing the relatively high ROI.

22 The first multiplier translates wages into compensation. The second translates compensation into output.
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Section 288.106, F.S., requires the QTI program be designed to attract business in high growth, recession
resistant, market independent and high wage industries such as manufacturing and professional
services. Enterprise Florida, Inc., and the Department of Economic Opportunity designate these
industries as Target Industries. Generally, the target industries more strongly influence the economy
than the class of all industries because they tend to have the highest multipliers. The chart below
illustrates the difference in output from the same number of jobs in two different industries, specifically
manufacturing and professional, scientific, and technical services.

Ratio of Output per Dollar .
Average Wage of ) Estimated Total
Industry Number of Jobs Compensation-to- of Employee
Jobs i Output
Wages Compensation
Manufacturing 10 $60,063 1.28 5.70 $4,382,196
Professional, Scientific, & Technical Services 10 $75,514 1.17 3.99 $3,525,220

The concentration of awards to professional, scientific, and technical services industries has increased in
this review period, and this factor is reflected in the ROL.

The QTI program is also designed to attract high wage jobs. The statute requires that the average
annual wage commitment of businesses participating in the program be at least 115 percent of the
average annual wage in the state, county, or Metropolitan Statistical Area in which the business locates.
This wage commitment is exclusive of any benefits such as health insurance or 401K contributions. The
average annual wage for Florida was an estimated $49,000 in Fiscal Years 2015-16 through 2017-18.
Wages associated with the QTI projects included in this review exceeded the required 115 percent
threshold. In most years, wages were greater than 140 percent of the statewide average annual wage.
Higher than average wages generate higher project outputs, which results in more revenue for the state.
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BROWNFIELD REDEVELOPMENT BONUS TAX REFUND

Economic and Fiscal Impacts

FY2016 FY2017 FY2018 Total
State Payments in the Window Nominal $ (M) 0.37 0.10 0.24 0.71
Total Net State Revenues Nominal $ (M) 0.05 0.45 0.57 1.07
Return-on-Investment by Year 0.13 4.31 2.39
Return-on-Investment for the 3 year period 1.51
Al
FY2016 FY2017 FY2018 Total HEEIHS [
Year
Personal Income Nominal $ (M) 13.9 18.9 27.6 60.4 20.1
Real Disposable Personal Income Fixed 2019-20 $ (M) 11.7 15.5 21.8 49.0 16.3
Real Gross Domestic Product [Fixed 2019-20$ (M) | 18.6 | 23] 32.9 ] 73.8 | | 24.6
Consumption by Households and Government |Fixed 2019-20$ (M) | 13.7 | 17.8 | 25.5 | 56.9 | | 19.0
Real Output [Fixed 2019-20$ (M) | 29.2 | 35.7 | 52.6 | 117.5 | | 39.2
Al
FY2016 | FY2017 FY2018 | Minimum | Maximum Vezg:r i
Total Net Employment Jobs 137 146 203 137 203 162
Population Persons 4 40 96 4 96 47

Program Description...

The Brownfield Redevelopment Bonus Tax Refund Program, contains two distinct incentives designed to
encourage economic expansion within Florida’s Brownfield areas. These are geographic locations
designated by local communities for the presence of environmental contamination or blight.?®> These
incentives are grant programs, subject to annual appropriations. The grant award is determined by the
interaction between the number of qualifying employees and certain taxes paid to both state and local
government.

Enacted in 1997, the first incentive — QT with Brownfield Bonus— provides a bonus grant of $2,500 per
job created for approved QTI projects located in Brownfield areas.?* Because it is an added amount to
the QTI award, projects receiving this bonus incentive are subject to the same qualification and
performance criteria as QTI projects. Since it is a feature contributing to the QTl award, the Brownfield
Bonus is included in the analysis of QTI projects and excluded from the Brownfield ROI review.

Enacted in 2000, a separate stand-alone incentive? provides a grant of up to $2,500 per job created to
businesses:

“...that can demonstrate a fixed capital investment of at least $S2 million in mixed-use business
activities, including multiunit housing, commercial, retail, and industrial in brownfield areas
eligible for bonus refunds, and that provides benefits to its employees.”?®

23 Section 17, Ch. 2013-29 and s. 18 Ch. 2013-42, Laws of Florida
24 Section 288.107(2)(a), F.S.

25 Section 288.107(2)(b), F.S.

26 Section 288.107(1)(d)2., F.S.
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The per-job award is limited to 20 percent of the average annual wage for the jobs created.

Legislation enacted in 2013 changed the Brownfield Redevelopment Bonus Tax Refund Program (BFRD)
requirements. Projects only qualify if the project is either on a parcel designated as a Brownfield site or
on any real property parcel abutting the Brownfield site within a Brownfield area.?” Prior to 2013,
projects qualified if the development occurred anywhere within a Brownfield area.

Analysis and Findings...

The 1997 Brownfields Redevelopment Act provided incentives for the private sector to redevelop
abandoned, idled, or under-used industrial and commercial properties where expansion or
redevelopment is complicated by real or perceived environmental contamination. As stated in the act,
the Legislature found that:

“The reduction of public health and environmental hazards on existing commercial and
industrial sites is vital to their use and reuse as sources of employment, housing, recreation, and
open space areas. The reuse of industrial land is an important component of sound land use
policy for productive urban purposes which will help prevent the premature development of
farmland, open-space areas, and natural areas, and reduce public costs for installing new water,
sewer, and highway infrastructure.”?®

This intent provision also addressed environmental justice, community blight and environmental equity
issues. EDR’s analysis of ROl does not account for these non-economic features.

In this review period, nine projects received state incentives related to BFRD projects. Of the nine
projects, seven projects were culled from the analysis, as they were Florida market or resource
dependent industries. Four were full-service restaurants and 3 were retail trade businesses. For these
projects, the cost to the state was included in the analysis but the associated economic benefits (jobs,
wages, and output) are removed.

The remaining two projects were in the Administrative Support and Aquaculture industries. Capital
investment for these projects was $0.6 million in FY 2015-16 and FY 2016-17. Residual output from
capital investments in projects prior to the period of review were also included in the analysis.

The analysis shows a return on investment of 1.51 for the Brownfield Redevelopment Bonus Tax Refund
Program, which is similar to the previous review in 2017 (1.7) and 2014 (1.1).2° The ROl was calculated
based on an increase of $1.07 million in tax revenue from the Brownfield projects during the review
period. The Gross Domestic Product increased by an annual average of $24.6 million.

2/Brownfield site is defined as any property where the expansion, redevelopment or reuse of which may be complicated by
actual or perceived environmental contamination. The Florida Department of Environmental Protection designates these sites.
In contrast, a Brownfield area includes any property designated by resolution of a local government, as well as the areas
contiguous to one or more Brownfield sites, some of which may not be contaminated. There are more properties designated as
Brownfield areas than designated as Brownfield sites.

28Section 2, ch. 97-277, L.O.F., codified in s. 376.78(1), F.S.

29 The 2017 review was rerun using the current methodology.
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Conclusion...

The purpose of the Brownfields Redevelopment Act is to facilitate the redevelopment of areas with
contamination or blight. The ROI of the state’s investment is not a stated goal of the program.

The ROI for the program is based on a very limited number of projects and has been stable through the
different periods of analysis. It is unclear if the ROl would be materially different if the program
involved a larger number of projects. Further, compared to other economic incentive programs, the
capital investment is low, and there is no minimum wage requirement. Both of these factors lower the
ROI.
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HIGH-IMPACT SECTOR PERFORMANCE GRANT

Project Summary Statistics

Total Number of HIPI Projects 6 100.0%
Industry Composition
All Other Transportation Equipment 1 16.67%
Computer Systems Design Services 1 16.67%
Corporate, Subsidiary, and Regional 1 16.67%
Ophthalmic Goods Manufacturing 1 16.67%
Television Broadcasting 2 33.33%
Bundled Project Summary Statistics
Number of Bundled HIPI Projects 6 100.00%
Bundled Composition
HIPI, CITC 4 66.67%
HIPI, CITC, QACF 1 16.67%
HIPI, CITC, QTI 1 16.67%
Economic and Fiscal Impacts
FY2016 FY2017 FY2018 Total
State Payments in the Window Nominal $ (M) 2.50 4.12 7.00 13.62
Total Net State Revenues Nominal $ (M) (2.38) (3.33) (5.86) (11.57)
Return-on-Investment by Year (0.95) (0.81) (0.84)
Return-on-Investment for the 3 year period (0.85)
FY2016 | FY2017 | FY2018 Total Average per
Year
Personal Income Nominal $ (M) 4.3 21.3 37.6 63.1 21.0
Real Disposable Personal Income Fixed 2019-20 $ (M) 3.4 17.5 30.4 51.3 17.1
Real Gross Domestic Product [Fixed 2019-20$ (M) | 8.6 | 33.5 | 55.8 | 97.9 | 32.6
Consumption by Households and Government IFixed 2019-20$ (M) | 7.3 | 25.2 | 43.2 | 75.7 | 25.2
Real Output [Fixed 2019-20$ (M) | 18.5 | 52.0 | 101.2 | 171.6 | 57.2
FY2016 | FY2017 | FY2018 | Minimum | Maximum Ave;iii i
Total Net Employment Jobs 16 94 132 16 132 81
Population Persons ()] (8)] 3 (8)] 3 (3)

Program Description...

Enacted in 1997, the High-Impact Sector Performance Grant® (HIPI) is designed to encourage the
growth of high-impact sector facilities. The program awards grants of at least $500,000 for businesses
that create jobs and provide a cumulative capital investment of at least $25 million in facilities operating

30 Section 288.108, F.S.
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in high-impact sectors, as designated by the Department of Economic Opportunity (DEO). This
performance-based grant is paid in two equal installments: upon commencement of operations and
upon commencement of full operations (project is fully constructed and all jobs are in place).

Analysis and Findings...

During the review period, six projects received payments totaling $13.62 million. Each of the six projects
also received a Capital Investment Tax Credit (CITC) award, and two were further bundled with other
incentives: one with the Quick Action Closing Fund (QACF) incentive and the other with a Qualified
Target Industry Tax Refund (QTI).

The return on investment for the HIPI Program is -0.85. This means the program does not recover any
portion of the state’s investment, and state revenues are less than they would have been in the absence
of the program. The previously reported ROI’s in 2014 and 2017 were 0.70 and 0.05, respectively, but
they only had a total of 3 projects between the two reports. The bundling of HIPI with CITC further
undermines HIPI’s ROl since the relative size of the CITC awards swamps the contributions from HIPI.
The low number of projects in all of the reviews makes the results unstable; however, the larger number
of projects in this particular report is suggestive that the program’s ROl is negative — especially given the
current bundling practice with CITC.

For this review period, DEO reported that HIPI produced 1,360 jobs, with an average confirmed wage of
$104,077. DEO also reported that the confirmed capital investment for these projects was $234 million.
However, all of the projects are bundled with other state incentives. The HIPI portion of the projects
accounts for only a weighted average of 7.93 percent of the total incentive packages, and as a result,
only 7.93 percent of the total output and capital investment is apportioned to HIPI. After the data is run
through the model, HIPI is responsible for total output of $171.6 million over the review period.

Conclusion...

Though the ROI for the HIPI Program is negative, it is important to note the limited number of projects
associated with the program. This year’s report had only six projects in the review period, but the prior
reports had only one and two. However, due to the consistency of bundling HIPI with other incentive
programes, it is unlikely that the ROl would be materially different if the program involved a larger
number of projects. Further, the cost of the grants in this report is significantly higher than in either of
the two prior reports.
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QUICK ACTION CLOSING FUND

Project Summary Statistics

Total Number of QAC Projects 30 100.00%
Bundled Projects (w/QTl) 23 76.67%
Single Projects 7 23.33%

Industry Composition

Accounting, Tax Preparation, Bookkeeping, & Payroll Services 1 3.33%
Aerospace Product & Parts Manufacturing 6 20.00%
Boiler, Tank, & Shipping Container Manufacturing 1 3.33%
Computer Systems Design & Related Services 1 3.33%
Management of Companies & Enterprises 5 16.67%
Management, Scientific, & Technical Consulting Services 1 3.33%
Medical Equipment & Supplies Manufacturing 1 3.33%
Monetary Authorities & Depository Credit Intermediation 1 3.33%
Motor Vehicle Parts Manufacturing 1 3.33%
Non-depository Credit Intermediation & Related Activities 1 3.33%
Other Fabricated Metal Product Manufacturing 2 6.67%
Pharmaceutical & Medicine Manufacturing 3 10.00%
Sawmills & Wood Preservation 1 3.33%
Scientific Research & Development Services 1 3.33%
Securities & Commodity Contracts Intermediation & Brokerage 1 3.33%
Ship & Boat Building 1 3.33%
Software Publishers 1 3.33%
Wholesale Trade 1 3.33%
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Economic and Fiscal Impacts

FY2016 FY2017 FY2018 Total
State Payments in the Window Nominal $ (M) 33.87 17.71 -2.94* 48.64
Total Net State Revenues Nominal $ (M) (4.99) 11.49 34.47 40.97
Return-on-Investment by Year (0.15) 0.65 N/A*
Return-on-Investment for the 3 year period 0.84
Average per
FY2016 | FY2017 FY2018 Total S
Year
Personal Income Nominal $ (M) 980.4 1,070.0 1,152.8 3,203.1 1,067.7
Real Disposable Personal Income Fixed 2019-20 $ (M) 795.1 844.7 892.4 2,532.3 844.1
Real Gross Domestic Product [Fixed2019-208 (M) | 1,380.7]  1,337.0] 1,4194] 41381] [ 13794
Consumption by Households and Government _[Fixed 2019-20$ (M) | 915.4 | 9787  1,037.2]  2,9313] | 977.1
Real Output [Fixed 2019-208 (M) | 22561  2,2197]  2,3194]  6795.1] [ 2,265.0
Average per
FY2016 | FY2017 FY2018 | Minimum | Maximum Yegar =
Total Net Employment Jobs 3,066 1,162 338 338 3,066 1,522
Population Persons | 168 2,336 4,592 | 168 4,592 2,365

* This reflects clawbacks of incentives paid in earlier periods (businesses not meeting contractual benchmarks).

Program Description...
Enacted in 1999, the Quick Action Closing Fund3! (QACF) is a grant program used to “respond to
extraordinary economic opportunities” for:

“...high-impact business facilities, critical private infrastructure in rural areas, and key
businesses in economically distressed urban or rural communities...and...projects to retain or
create high-technology jobs that are directly associated with developing a more diverse
aerospace economy.”

Awards are limited to target industry jobs that pay an average annual wage of at least 125 percent of
the area-wide or statewide private sector average annual wage, and projects that have a positive
economic benefit ratio of at least five to one. The Department of Economic Opportunity (DEO) may
waive these requirements under specified circumstances. DEO reports that QACF awards are generally
paid out after the business has made a substantial capital investment toward tangible personal property
tied to the project and met other contractual obligations.3?

Analysis and Findings...

During the review period, thirty projects received at least one payment from the Quick Action Closing
Fund program, which is significantly less than the project number reported in 2017 (84) and near the
reported number in 2014 (28). Twenty-three of the total projects were bundled with Qualified Target
Industry tax refunds.

31 Section 288.1088, F.S. It is important to note that of all state incentive programs, only QACF, the Economic Development
Transportation Fund (commonly referred to as the "Road Fund," s. 239.2821, F.S.), and the Qualified Defense & Space Flight
Business Tax Refund (QDS, s. 288.1045(3)(f)7., F.S.) programs may be used for “retention” projects. However, other state
incentives may be awarded for new jobs created in conjunction with retention projects.

32 Enterprise Florida, Inc., 2012 Annual Incentives Report. Tallahassee, Florida: 11.
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During the review period, total QACF payments for projects were $48.64 million. These include funds
DEO reserved for projects and put in escrow in this review period, as well as payments made directly
from DEO to businesses for projects. Payments to businesses made directly by DEO includes payments
returned to the state of $7 million, which reduced the program’s cost.3? Confirmed capital investment
attributable to the QACF projects totaled $535.4 million, with $513.1 million occurring within the
window and the remaining amount in the years preceding the review period.

The economic activity associated with the capital investment and jobs generated an increase in state
revenues of $40.97 million. This results in a return on investment for the QACF programs of 0.84. The
ROI for the program was 0.6 in 2017 and 1.1 in 2014.

This increase in ROl from 2017 may be due to a number of factors, including a decrease in the amount
of newly escrowed funds. Other factors come into play, as well. Of the funds remaining in escrow at
the end of the review period, the amount was $74.7 million in 2017. In the current review period, the
amount had increased to $92.3 million.

The now common use of escrow was the major factor negatively affecting the return on investment
for the QACF program in 2017. The DEO had fully implemented its authority to reserve future grant
funds for a project by placing the awarded funds into an escrow account managed by Enterprise
Florida, Inc. The funds remain in the account until such time that the project recipient meets specific
contractual milestones such as job creation or capital investment. While it is appropriate to count the
escrowed dollars as a state expenditure when the action first occurs, their release back into the
economy is a positive event. Nevertheless, in this review period, the bottom-line total in escrow grew
and swamped the positive effect.

For modeling purposes, funds placed in escrow decrease the return on investment for the QACF
program because the state has lost the ability to spend the escrowed dollars, yet the benefit (e.g., job
creation and increased output) of this spending is not realized until some point in the future.
Effectively, the use of escrow temporarily removes those dollars from circulation in the economy, thus
negating the multiplier effect of spending. The escrowed dollars are idle from the moment they hit the
reserve until they are released back into the economy.

Conclusion...

While the net new state revenues fell short of fully recovering the program’s cost, Florida’s economy
benefited. These projects generated an average of $1,067 million a year in personal income and
slightly over $1,379 million a year in gross domestic product. On average, there were nearly 1,522
more jobs in the economy each year due to the awarded incentives.

Several factors affect return on investment for the Quick Action Closing Fund Program. Most

importantly, DEQ’s escrowing practice has permanently altered the timing of the expected returns to
the state.
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INNOVATION INCENTIVE PROGRAM

Program Description...

Enacted in 2006, the Innovation Incentive Program (lIP) encourages high-value research and
development, innovation business, and alternative and renewable energy projects.3* Jobs created must
pay 130 percent of the average private sector wage, and state awards must be matched by local
sources.®* IIP performance contracts also include a reinvestment requirement, obliging recipients to
remit a portion of their royalty revenues back to the state for reinvestment. Upon completion of project
milestones, payments can be requested at will and do not follow a predetermined schedule.

Analysis and Findings...

DEO reports that nine entities were awarded IIP grants since the inception of the program. One recipient
has completed program obligations, 7 are inactive and 1 is currently active.® There were no state
payments to program recipients in this review period. Due to the lack of payments, an ROl cannot be
calculated for this period.

The ROl was 0.1 in the 2017 review, and 0.2 in the 2014 review, which are among the lowest ROIs of the
state’s incentive programs. From 2007 through 2015, state payments totaled $419.4 million, resulting in
an economic output of $1,265 million from the jobs created. Capital investments by program recipients
totaled $76.8 million.3® Because the awards are high relative to this output, the ROI from these previous
reviews is low, especially when compared to other state incentive programs.

Another contributing factor to the low ROl in prior review periods is the industry composition of the
projects in the analysis. Unlike other target industries receiving state incentives, the research and
development industry has relatively low multiplier effects. To a large degree, this measure fails to
capture its true benefit to the broader economy, in part because it has aspects of being a public good
with significant positive externalities over the long-term. The entities that receive program incentives
are required to produce a break-even economic benefit to the state within 20 years (an ROI of 1.0).
Because EDR’s two prior analyses measured activity for periods in the early years of the program, the
calculated ROl may not be representative of this program’s future benefits to the state. These projects
would be expected to take a substantial amount of time, effort, and investment to come to fruition.

Conclusion...
The unique structure and purpose of the Innovation Incentive Program contributes to the low ROI. The
failure of most projects to remain viable further diminishes the effectiveness and value of the program.

33 Section 288.1089, F.S. The program is similar to the Scripps Florida project approved in 2003.

34 No adjustments were made in the model for local matches associated with the IIP since this information was not contained in
the data provided by DEO. Furthermore, local match for this program can take forms other than cash.

35 See http://www.floridajobs.org/business/DEQO_EDP_PROD.htm Embraer Engineering and Technology Center USA, Inc. is the
lone active program recipient.

36 The residual output from capital investments made in the early years of the program are minimal.
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ENTERPRISE ZONE PROGRAM

Program Description...
First enacted in 1982, the Florida Enterprise Zone Program was created:

“... to provide the necessary means to assist local communities, their residents, and the private
sector in creating the proper economic and social environment to induce the investment of

private resources in productive business enterprises located in severely distressed areas and to
provide jobs for residents of such areas.” ¥’

Under the Enterprise Zone Act, areas of the state meeting specified criteria, including suffering from
pervasive poverty, unemployment, and general distress were designated as enterprise zones. In 2015,
Florida had 65 enterprise zones.3® Florida also had three Federal Enterprise Communities and two
Federal Empowerment Zones.?® Certain federal, state, and local incentives were authorized to induce
private businesses to invest in these enterprise zones. The program’s state incentives included:

e Jobs credit against corporate income and state sales taxes for wages paid to new employees
who are either residents of an enterprise zone or participants in a welfare transition program,
up to 45 percent of wages paid for two years.

Corporate income tax credit on ad valorem (property) taxes paid on new, expanded, or rebuilt
businesses, up to $50,000 annually for five years.

Sales tax refund on the purchase of building materials and business equipment. The amount of
the refund is the lesser of 97 percent of the sales taxes paid or $5,000, or, if 20 percent or more
of the business’s employees reside in an enterprise zone, the lesser of 97 percent of the taxes
paid or $10,000.

Sales tax exemption of 50 percent for electrical energy used in an enterprise zone, if the

municipality in which the business is located has passed an ordinance to exempt the municipal
utility taxes on such business.

In January 2014, EDR released a report entitled Return on Investment for Select State Economic
Development Incentive Programs.*® The report found that:

For a number of reasons, the Enterprise Zone Program produces a negative return on
investment to the state. Most importantly, previously taxable activity has been converted to
non-taxable activity. Further, to the extent the state funds supporting the incentive could have
been more productively spent elsewhere and the business activity would have occurred anyway,
the state actually foregoes revenues beyond the direct cost of the incentives.

These conclusions were based on a number of factors, which included the program purpose and design:

Whereas most of the other programs were developed to induce business expansion or location
to the state, the Enterprise Zone program has a more narrow purpose: to induce investment in

37 Sections 290.001 — 290.016, F.S.

38 See Department of Economic Opportunity, Bureau of Economic Development, Division of Community Development. Enterprise
Zone Program Annual Report, 2015. Tallahassee, Florida.

39 The federal Empowerment Zones ultimately expired in 2014.

40 http://edr.state.fl.us/Content/returnoninvestment/EDR _ROl.pdf (pp. 59-64)
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designated “severely distressed” areas within the state and provide jobs to area residents. The
program primarily captures or shifts existing economic activity from other in-state locations to
the zone rather than inducing new economic activity.*

Additionally, the report found that:

e Unless bundled with other incentives, enterprise zone incentives were an insufficient
inducement to relocate to Florida.

e Many of the recipients were Florida market or resource dependent, which results in no return to
the state. The remaining recipients were either previously in the state or indifferent to their
location.

e While the EDR review of property value gains in representative enterprise zones was positive for
the hosting local governments, the local gains were insufficient to overcome the overall negative
to the state as a whole.

e EDR’s conclusions were consistent with recent evaluations of similar programs in other states.

EDR’s 2017 report did not revisit the prior return on investment since the Enterprise Zone Program was
repealed by operation of law on December 31, 2015, and there is no reason to believe that the prior
conclusions have changed. However, the Legislature has extended the incentives for certain recipients
of other state economic development programs who were under contract with the Department of
Economic Opportunity (DEO) by July 1, 2015.#? Eligibility for this special treatment expired on December
31, 2018. In addition, during the 2016 Session, the Legislature clarified that counties and municipalities
may grant economic development property tax exemptions in areas that were previously designated as
enterprise zones, so long as the projects were approved prior to December 31, 2015.%% In 2017, the
Legislature preserved Enterprise Zone boundaries in existence before the repeal of the program to allow
local governments to administer local incentive programs within these boundaries, through December
31, 2020. This sunset date is extended to December 31, 2025 for “eligible contiguous multi-phase
projects in which at least one certificate of use or occupancy has been issued before December 31,
2020, and which project will then vest the remaining project phases until completion...”**

For the same reasons given in the 2017 report, EDR did not evaluate the return on investment for the
Enterprise Zone Program for Fiscal Years 2015-16, 2016-17 and 2017-18. For total state distributions for
this review period, see the following table.

41 Section 290.003, F.S.  Policy and purpose.—It is the policy of this state to provide the necessary means to assist local
communities, their residents, and the private sector in creating the proper economic and social environment to induce the
investment of private resources in productive business enterprises located in severely distressed areas and to provide jobs for
residents of such areas. In achieving this objective, the state will seek to provide appropriate investments, tax benefits, and
regulatory relief of sufficient importance to encourage the business community to commit its financial participation. The purpose
of ss. 290.001-290.016 is to establish a process that clearly identifies such severely distressed areas and provides incentives by
both the state and local government to induce private investment in such areas. The Legislature, therefore, declares the
revitalization of enterprise zones, through the concerted efforts of government and the private sector, to be a public purpose.
42 Section 30, ch. 2015-221, Laws of Florida.

43 Sections 2-4, ch. 2016-220, Laws of Florida. The law also expanded from 10 to 20 years an exemption for data center
equipment.

44 Sections 56, ch. 2017-36, Laws of Florida.
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Enterprise Zone Benefits

Building Materials Refund
Business Equipment Refund
Electrical Energy Exemption (est.)
Sales and Use TaxJobs Credit
Corporate Income TaxJobs Credit
Corporate Income Tax Credit

for Paid Ad Valorem Taxes

TOTAL

wv n n n n

FY 15-16

1,466,220
1,466,305

10,000
8,340,965
2,312,484

581,966

14,177,940

FY 16-17

30,687
1,471,696

4,547,711
1,794,898

580,531

8,425,523

FY 17-18

209,795
35,239

840,038
839,818

393,730

2,318,620

TOTALS

S 1,706,702
S 2,973,240
S 10,000
S 13,728,714
$ 4,947,200

$ 1,556,227

$ 24,922,083
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NEW MARKETS DEVELOPMENT PROGRAM

Project Summary Statistics...

FY2016 FY2017 FY2018 Total
State Payments in the Window Nominal $ (M) 31.38 36.60 25.94 93.91
Total Net State Revenues Nominal $ (M) (25.88) (29.84) (18.77) (74.49)
Return-on-Investment by Year (1.82) (1.82) (1.72)
Return-on-Investment for the 3 year period (0.79)
Al
FY2016 FY2017 FY2018 Total MBS [
Year
Personal Income Nominal $ (M) 157.8 190.8 211.4 559.9 186.6
Real Disposable Personal Income Fixed 2019-20 $ (M) 127.6 150.7 163.4 441.7 147.2
Real Gross Domestic Product [Fixed 2019-20$ (M) | 191.3 | 208.2 | 234.0 | 633.5 | | 211.2
Consumption by Households and Government _[Fixed 2019-20$ (M) | 121.7 | 144.3 | 167.4 | 4335 | | 144.5
Real Output [Fixed 2019-20 $ (M) | 289.4 | 305.3 | 339.7 | 934.3 | | 311.4
A
FY2016 | FY2017 FY2018 | Minimum | Maximum Vezg:r el
Total Net Employment Jobs 999 846 596 596 999 814
Population Persons (4)| 420 888 (4)| 888 435

Program Description...

Using the existing federal New Markets Tax Credit Program as a framework, the Florida Legislature
enacted the New Markets Development Program Act in 2009 to “encourage capital investment in rural
and urban low-income communities ... to create and retain jobs.”#

Like the federal program, Florida’s New Markets Development Program (Florida NMDP) is based on the
use of tax credits, rather than appropriations. It allows Florida Corporate and Insurance Premium
taxpayers to earn tax credits by investing in Qualified Community Development Entities (CDEs) that use
the proceeds from leveraged Qualified Investments (Qls) to make Qualified Low-Income Community
Investments (QLICls) in Qualified Active Low-Income Community Businesses (QALICBs) in low-income
communities (LICs). Florida’s program aligns with the Federal New Markets Tax Credit (Federal NMTC)
program, largely relying on federal agency policies and administration.

The Department of Economic Opportunity (DEQO) administers the Florida NMDP, and the Florida
Department of Revenue (DOR) issues tax credits to investors pursuant to a DEO-certified schedule. DEO
does not evaluate program-funded projects to determine the state’s projected return on investment as
it does for many other state economic development incentives; rather, DEO approves Ql allocations to
any federally certified CDE authorized to service businesses in Florida,*” provided general statutory

45 Section 288.9912, F.S. The act was created in ss. 4-15, ch. 2009-50, L.O.F., which is codified as PART XIlI, ss. 288.991 - .9922,
F.S. The program was implemented in 2010 and expires in 2022.

46 For a comprehensive overview of the Florida and federal programs, see Appendix Two of EDR’s 2017 report: Economic
Evaluation of Select Economic Development Incentive Programs at
http://edr.state.fl.us/Content/returnoninvestment/ROISELECTPROGRAMS201 7final.pdf

47 Section 288.9913(6), F.S. While Enterprise Florida, Inc. or an entity created by EFl may also qualify as a CDE, DEO and DOR
records show that this has not occured. The Community Development Financial Institutions (CDFI) Fund, an agency within the
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criteria are met in the application.*® While capital investment, job retention and creation are expressed
purposes of the program, they are not conditions for receipt of program funding.

CDEs are domestic corporations or partnerships with a primary role in administering the state and
federal tax credit programs.* In this regard, they function as intermediaries between the investors,
financiers, and low-income community businesses. CDEs compete for Ql allocations, recruit investors
and lenders, select and manage investments and ensure compliance with state and federal laws for the
term of the investment.>® CDEs form multiple special purpose entities (affiliate or subsidiary-CDEs) to
facilitate and administer Qls, which may be used for one or multiple QLICls.

The cost of administering both the Florida and federal programs are largely borne by the CDEs. The
complex inter-related, multiple-step transaction structures used by CDEs require “specialized legal and
accounting skills” which generate “steep transaction costs.”>! These costs are recovered through
deductions from the Ql,>? through transaction fees and recurring asset management fees assessed
against the QALICBs, or by retaining some or all of the principal from the tax credit investor’s portion of
the Ql at the end of the investment term. DEO does not require program administrative costs and
associated charges or retentions for Florida NMDP projects to be reported.>3

As investors in the Florida NMDP, Florida Corporate Income and Insurance Premium Tax taxpayers
receive thirty-nine percent of the total leveraged Ql in tax credits, prorated over the last five years of the
investment period.>* Leveraged Qls include equity generated from the sale of discounted tax credits
and additional funding from participating lenders (banks and other financial institutions, including CDE
affiliates), QALICB business affiliates, and equity generated by federal NMTCs and other federal

Department of the Treasury, allocates Federal NMTC authority to CDEs through a competitive application process. The CDFI
Fund scores applications for allocation in four areas: community impact, business strategy, capitalization strategy, and
management capacity. (NMTCC 2016, 8)

48 Section 288.9914(2) & (4), F.S. The application requires proof of federal certification, identification of investors, an explanation
as to how the investment will be used, and a commitment that statutory project criteria will be met. The available annual
allocation of Qls is prorated (as calculated from the annual cap on tax credits), if necessary, among all approved applicants.
Specific projects (QLICIs) are required to be identified in the first Annual Report, due in year two of the investment term.

49 There are two broad categories of CDEs: U.S. Department of the Treasury’s Community Development Financial Institutions
Fund (CDFI Fund) CDEs which are primarily mission-driven institutions, and non-CDFI CDEs typically affiliated with for-profit
parent organizations such as banks, private equity firms, venture capital firms, and Small Business Investment Companies. See
Appendix Two of EDR’s 2017 report; Summit Consulting (2017); Hula & Jordan (2018); Armistead (2005a 14), and NMTCC Reports
(2015-2019).

50 Hula & Jordan (2018, 27-29) submit that “in many ways, the formal structure” of the program “exemplifies a principal-agent
relationship” in which one entity legally appoints another to act on its behalf. Theoretically, it is a mutually benefiting structure,
in that there is a delegation of tasks to those with “the talent, training and inclination to do them.” [quoting Kiewiet & McCubbins
(1991, 22, 24-7)] This relationship may provide cost advantages, economies of scale and perhaps economies of scope to meet the
preferences and needs of QALICBs and CDEs, as well as the principal (state or federal government). There are also inherent
conflicts of interest or competing objectives in this structure. Kiewiet & McCubbins (1991, 25) warn that “certain conditions that
are generally present in principal/agent relationships ... make it a particularly congenial environment of opportunism.”
Conceivably, these competing objectives may be addressed in the program design, oversight and evaluation. Also see Murray
and Bruce (2017), Cromwell and Schmisseur (2016), and Hula & Jordan (2018, 32).

51 0CC (2013, 19) and Deluca (2011, 9). Abravanel, et. al. (2013, 73) note that “Administrative costs have been a long-standing
matter of concern for the federal NMTC program.”

52 Such deductions are limited to fifteen percent by Florida Law and federal policies. There are indications that deductions from
the Federal Qualified Equity Investment (QEI) are now limited to less than three percent, per CDFI Fund policy.

53 Since 2012, the CDFI Fund requires CDEs to provide QALICBs a “disclosure statement” of fees and interest for Federal NMTC
projects. The CDFI Fund is not required to collect these disclosure statements for their own oversight purposes.

4 Like the Florida NMDP, the federal tax credit equals 39 percent of the total leveraged investment, but unlike Florida, prorated
credits are claimed annually over the entire seven-year investment term.
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programs. The investor’s contribution to the total leveraged investment for the Florida or federal
program varies by Ql, depending on the combination of leveraged contributions to the Ql and the
discount price of the credit to the investor. Typically, the QALICB or the CDE retains most or all of the
principal from the investor’s portion of the Ql at the end of the investment term. The participating
lender receives interest on their portion of the Ql, and recovers (or refinances) the principal at the end
of the loan term.

EDR’s 2016 survey of CDEs shows that an estimated sixty-four percent of Florida NMDP projects are
combined with federal NMTCs.* This “stacking” of credits enables both Florida and federal tax credits to
be generated from the same Florida-based QLICI. For the investor seeking tax credits, this provides
additional investment opportunities and increases the public subsidy to the funded projects.

Since its implementation in 2010, the Florida NMDP has provided funding for ninety-two QALICBs in 24
counties located throughout the state. Thirty-one of these projects are in the manufacturing sector, 15
are in health care and social assistance, and 10 are in wholesale trade. The program also funded
projects in the arts, entertainment and recreation industries,>® hospitality,> office administration,
education and communications industries.>® Florida NMDP QLICls are limited to $10 million per QALICB.
These loans or equity investments were used to fund the acquisition, construction, and renovation of
facilities; purchase new equipment and inventory; refinance debt; reimburse parent companies; and
provide operating capital for QALICBs.

Analysis and Findings...

Florida NMDP tax credits are capped at $216.34 million, with no more than $36.6 million available for
allocation in any single year.>® Credits are available to eligible investors over the last five years of the
investment period. The credits can be carried forward for up to five years, and they may be transferred
to other eligible owners. DOR reports that $213.8 million of the authorized tax credits are allocated to
investors and $183 million in credits have been redeemed as of July, 2019. The Florida NMDP sunsets in
2022. DOR tracks the assignment and redemption of credits to investors while the DEO tracks Ql
allocations to CDEs, from which tax credits are calculated.

EDR requested DEO provide cumulative Ql allocations for all CDEs; recipient QALICBs and associated
QLICIs, and the duration and status of the QLICls; cumulative job creation, job retention and wage data;
and the amount of capital investments associated with QLICls. DEO compiles much of this information in
a tracking system from statutorily required annual reports and financial statements submitted by

55 This estimate is based on survey responses from 12 of 18 CDEs, representing 74 of the 86 projects (QALICBs) funded to date.
The survey also showed that 2 CDEs use 16 Qls to fund multiple QALICBs — both initial and subsequent investments — while the
other 10 responding CDEs use single Qls for individual projects.

56 Toinclude: the Cade Museum in Gainesville; Glazer Children’s Museum in Tampa; Tampa Bay History Center; Cocoa Expo
Sports Center; The Florida Aquarium in Tampa; The Tampa Museum of Art; Community Maritime Park in Pensacola (Blue Wahoos
minor-league baseball stadium); and The Amalie Arena in Tampa.

57 To include: the Holiday Inn Hotel in Miami, Le Meridian Hotel in Tampa, the Orlando Historic Aloft Hotel, Aracle Foods
(caterers), and a Sonic Restaurant, which was also intended to be used as a regional training center.

58 To include: the Orlando Telephone Company and CA Daytona Holdings (Daytona Beach News-Journal and other regional
media).

59 Section 288.9914(3)(c), F.S.
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CDEs.%° However, the unverified job and wage data in the tracking spreadsheet provided by DEO is
incomplete, and some reported data is overstated.®!

Using available jobs and wage data,®? EDR calculated the output from active QLICIs, limited to the
activity occurring in the review period. EDR also included any residual output from capital investments
made prior to the review period, as well as the amount of Federal New Markets Tax Credit equity, if any.
The output was then apportioned over the life of the program (10 years). The state investment is
calculated as the credits redeemed within the review period, which was $93.9 million.

DEO records show that, to date, eighteen CDEs had qualified investments (Qls) in 92 Florida QALICBs.
Of these projects, 33 were determined to be Florida market or resource dependent.®®* Consequently,
the economic benefits from these investments were excluded from the analysis. Forty-four of the
remaining projects were active during the current review period.

The return on investment for the NMDP program is -0.79, which means the program does not recover
any portion of the state’s investment, and state revenues are less than they would have been in the
absence of the program. In the previous analysis, the ROl was 0.18. This decrease in ROl is likely due to
the diminished economic impact of initial capital investments in construction and equipment by
QALICBs. The residual impact of these mature capital investments decreases over time. In addition,
subsequent capital investments, if any, are unknown as this information is not required to be reported
to DEO and, consequently, is not included in the analysis.®*

It is important to note that several general factors contribute to the relatively low ROI of the Florida
NMDP:

e While capital investment, job retention and creation are program goals, they are not conditions
for receipt of program funding.

e DEO does not evaluate projects for their potential return to the state as it does for many other
state economic development incentives; rather, DEO allocates tax credits to any federally

60 The required annual reports and financial statements are the means for DEO to provide oversite and ensure compliance with
program requirements — the continued maintenance of Qls in QALICBs and profiles of active QLICls. Section 288.9920 (1)(d), F.S.,
requires DEO to recapture tax credits if the CDE “fails to provide the department with information, reports, or documentation
required by the New Markets Development Program Act.” The DOR tax credit tracking system shows that only one CDE has had
tax credits recaptured, and this was due to an inability to find investments — not because the CDE was unable to comply with
program reporting requirements.

61 As of the date of EDR’s analysis, DEO was continuing to resolve this deficiency in their tracking spreadsheet. Overstated jobs
data is the result of repeating jobs data for subsequent (and much smaller) investments in specific QALICBs. The overstated jobs
were removed from the data set used in the analysis.

62 |f the tracking spreadsheet included reported jobs for any QALICB for any year, those jobs and wage data were used in the
analysis for the review period.

63 Because of the nature of the program, some projects that would have been culled under the other economic incentive
programs being reviewed were not culled. In this regard, exceptions were made for projects where an underserved societal
resource was being provided by a non-profit entity because these projects provided or consolidated local social services to
underserved populations. In many cases, the services were unavailable or fragmented, so there was little or no displacement of
existing related economic activity. It was assumed that “but-for” the New Markets Development Program, these non-profit
organizations would not receive the funding for these types of projects.

64t is unclear whether the number of projects in this review period (44 versus 25 in 2017) impacted the ROI. Also, the rate of
projects culled as Florida market or resource dependent remained relatively constant: 35.4 percent in this review period and 37
percent in 2017. While the state payments (redeemed tax credits) increased in the current review, the reported jobs also
increased.
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certified CDE authorized to service businesses in Florida, who then determines which projects
are funded.

e Many investments are in Florida market or resource dependent businesses.

e  Program complexity and attendant administrative costs reduce the funds available for
investment in QALICBs, adversely affecting the output which determines the ROl of the state’s
investment.®

e Many projects used program funds for working capital, repaying debt or for real estate
purchases.®® Investments in construction or equipment purchases contribute more strongly to a
higher ROI.

e Many projects also received federal NMTCs. The state’s output was reduced proportionally to
reflect the state’s portion of the total federal and state tax credits.

e The CDEs do not recycle equity generated from the sale of tax credits into new program
projects. The QALICBs typically receive tax credit equity in the form of a loan and, after seven
years, the QALICB is forgiven the loan or the CDE retains the loan repayment. As this tax credit
equity could be used at no additional cost to the state to finance further projects, this is a
potential loss.

e Incentivizing economic activity with tax credits that are purchased at a discount diminishes the
value of the state’s intended investment. To the extent that the transfer of credits takes place
at a discount, the program could be directly funded with grants equal to the discounted value of
the credits while supporting the same level of activity. In effect, the state may be paying more
than it has to for its intended result.

Comments...

The return associated with the Florida New Markets Development Program is negative, indicating the
program does not recover any portion of the state’s investment, and state revenues are less than they
would have been in the absence of the program. This program is the most costly of all of the economic
incentive programs reviewed in this report.

However, it is worth reiterating that the ROl does not address any social benefits of the program. The
program goal of providing financing to businesses in low-income areas is unique to this program and
could enhance the state’s ability to improve these areas.®’

65 See the related discussion on pages 54 — 56 in Appendix Two of EDR’s 2017 report: Economic Evaluation of Select Economic
Development Incentive Programs at http://edr.state.fl.us/Content/returnoninvestment/ROISELECTPROGRAMS201 7final.pdf

As to the cost-effectiveness of the program, the GAO concluded that “...according to our analysis, replacing the tax credit with a
grant likely would increase the equity that could be placed in low-income businesses and make the federal subsidy more cost-
effective.” (GAO 10-334, 28. Also see GAO 14-500, 24). Marples (2019, 7) notes that a replacement grant program “may be able
to deliver the same level of incentive with lower cost to the government, as investors do not generally “buy” tax credits at face
value — allowing a smaller grant to provide a similar level of incentive.”

66 These types of expenditures are generally a rebalancing of a businesses’ balance sheet — one asset for another or a reduction
in liabilities. The statewide model is not designed to capture any benefits that may arise from the restructuring of a balance
sheet. Additionally, any direct economic benefits are likely to be relatively minor and inconsequential.

87 For a comprehensive overview of the Florida program, see Appendix Two of EDR’s 2017 report: Economic Evaluation of Select
Economic Development Incentive Programs at
http://edr.state.fl.us/Content/returnoninvestment/ROISELECTPROGRAMS201 7final.pdf
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APPENDIX ONE: Issues that Shape EDR’s Analysis of Economic Development
Incentive Programs and Calculation of Return on Investment

Introduction...
A number of issues shape EDR’s analysis of economic development incentive programs and calculation
of the state’s return on investment (ROI).

EDR’s analysis recognizes the role of incentives in government policy and business decisions, the types
of economic development incentives used by the state, and the effect of subsidies on business behavior
and the economy. The analysis also acknowledges circumstances which diminish the productive value of
incentives: federal and local taxes; administrative costs associated with incentives; and the impact of
transferable tax credits.

As with previous evaluations, EDR’s calculation of ROl is based on the net economic impact rather than
the gross economic activity generated by or attributed to program projects. The impact is due to new
economic activity induced by a state subsidy after taking account of what would have occurred in the
absence of this particular investment. EDR employs a number of approaches to isolate the new
economic activity, including an assessment of the “but-for” assertion, culling the economic benefit from
“Market or Resource Dependent” projects and accounting for any “Substitution Effect” on consumer or
business spending induced by incentives or investments. The resultant net economic benefit may then
be proportionately attributed to all contributors or contributing public programs. Culling “Market or
Resource Dependent” projects and proportionally attributing of economic benefit are strategies used to
derive a credible estimate of the program ROI to the state.

EDR also considers the opportunity costs of public funds redirected to economic development incentive
programs and other initiatives, and factors such costs into the calculation of ROI.

The following is an overview of the issues that shape EDR’s analysis and calculation of ROI.

Background and Role of Incentives...

Population growth is the state’s primary engine of economic growth, fueling both employment and
income growth. Florida is expected to double the nation’s average annual growth rate between 2015
and 2030, with almost all of the growth coming from net migration. Population growth in isolation
naturally attracts those businesses that are market dependent. These are projects where the principal
reason for a new business to move to Florida or for an expansion of an existing business is that their
expected clients will be primarily or solely based in Florida. The amplified boost to the economy that
comes from exported products and services is not due to these types of businesses. For this reason,
governments may seek to alter the natural path of the economy through active intervention.

The scholarly definition of economic development is much broader than generally understood in
practice: it is the active government pursuit of economic growth and improvements in terms of
population, gross domestic product, output, tax base, jobs, wages, per capita income, capital
investments, and the overall well-being of citizens. Applying this definition, Florida’s economic growth is
affected by nearly everything state government does—from public school funding to road-building to
the regulation of a specific industry. ldeally, economic growth is boosted by key government
investments in public infrastructure and resources, provision of desired public services such as quality
education and publicly-accessible research at universities, development of a technologically strong
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workforce, promotion of community development, and general improvement of the business climate.
These investments also constitute economic development.

While the array of potential strategies is broad, the approaches favored by many governments have
tended to target the expansion of capital investment and the creation of new job opportunities
(preferably at above-average wages) at the business level. In this regard, the focus is on new business
activity that brings new wealth, which when spent in the economy, induces the creation of additional
jobs. To the extent this goal is achieved, the tax base is expanded, and governments may realize an
increase in tax revenues. %

Often, a cornerstone of these strategies is the direct or indirect provision of economic development
incentives to individual businesses. Incentives are public subsidies intended to induce an economic
activity or capital investment by a private business in a jurisdiction in which such activity or investment
would not otherwise take place.

Intuitively, it is easy to see why local governments invest in economic incentives to individual
businesses. Any action that benefits or increases the standard of living within a local jurisdiction — even
if it causes harm to its neighbors — would be reasonabile. It is much harder to accomplish this type of
economic development (as opposed to generic investments in public infrastructure and Florida’s overall
business climate) at the state level where government should be neutral between competing in-state
areas and has to take both winners and losers into account. In effect, the state becomes a single
economic region, and the focus is generally on attracting new business to the state.

In this process, incentives can play multiple roles. From the business perspective, economic
development incentives are cash or other financial infusions that reduce capital or operating costs and
may facilitate location or expansion decisions. From an economic development organization’s (EDO)
perspective, incentives help sites overcome deficiencies or mitigate weaknesses relative to other sites.
Effectively, incentives are used to compensate the business for deficiencies in the other factors. From
the political perspective, Jenson and Malesky (2018, 1) argue that despite the evidence that policies
targeting individual companies for incentives are generally seen as inefficient, economically costly, and
distortionary, politicians still choose to use incentives to claim credit for attracting investment.

Classification of Incentives...

Any level of government may provide economic development incentives. The various forms an incentive
can take are wide-ranging, including everything from grants, loans, and tax relief, to regulatory breaks
and technical assistance. There are a number of ways these incentives may be classified. For the
purposes of EDR’s analysis, state incentives are classified into three general categories:®

e Direct Financial Incentives, such as grants;
e Tax-Based Incentives, which include credits, refunds and exemptions; and
e Indirect Incentives provided through intermediaries, which include public-private partnerships.

68 There may also be complementary policy goals to address poverty or economic self-sufficiency for disadvantaged persons or to
promote environmental objectives; however, these goals would not be fully captured by the Return on Investment measure.

69 This classification system is adapted from Kenneth Poole, George A Erikcek, Donald lannone, Nancy McCrea, and Pofen Salem.
Evaluating Business Development Incentives, a report prepared for the U.S. Department of Commerce, Economic Development
Administration, EDA Project #99-07-13794, by the National Association of State Development Agencies, W.E. Upjohn Institute for
Employment Research, and The Urban Center, Cleveland State University. (August, 1999): 10-13. The description of some of the
terms in the classification system is adapted virtually verbatim, adjusted to clarify the Florida context.
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Direct financial incentives provide monetary assistance to individual businesses from the state or
through a state-funded EDO. The assistance is provided through grants, loans, equity investments, loan
insurance, and loan guarantees. These awards usually give flexibility to the recipient regarding the
specific use of the grant within the scope of its business operations, but they can also be targeted to
areas such as workforce training, market development, modernization, and technology
commercialization activities. Direct financial incentives are generally project specific, contingent on pre-
award review and evaluation, and typically performance-based.

Tax-based incentives use the state’s tax code as the source of direct or indirect subsidy to qualified
businesses. They tend to have greater life spans and be less visible than direct financial or indirect
incentives because they do not require an annual appropriation. In most instances, tax-based incentives
are awarded upon verification of eligibility and may not be subject to pre-award review and evaluation
like direct financial incentives. While tax-based incentives generally function like direct financial
incentives, from the business operating perspective, they have more uncertainty because they are
typically subject to having sufficient tax liability or taxable activity to take full advantage of the incentive.
The recipient may also experience timing delays related to tax filing deadlines. Tax-based incentives can
be further classified into three sub-categories:

e Credits, which provide a reduction in taxes due, after verification that statutory or contractual
terms have been met;

e Refunds of taxes paid to the relevant government, after verification that statutory or contractual
terms have been met; and

e Exemptions, which provide freedom from payment of taxes normally applied to certain business
activities.

Indirect incentives include grants and loans to local government entities, non-profits, and organizations
to support business investment or development. The recipients include communities, financial
institutions, universities, community colleges, training providers, venture capital investors, and business
incubators. In many cases, the funds are tied to one or more specific business locations or expansion
projects. Other programs are targeted toward addressing the general needs of the business community,
including infrastructure, technical training, new and improved highway access, airport expansions and
other facilities. Funds are provided to the intermediaries in the form of grants, loans, and loan
guarantees.

Federal and Local Incentives...

Projects funded by state incentives may also receive federal and local incentives. For the purposes of
this analysis, EDR focuses on state incentives consistent with available data and the statutory definition
of economic benefit.

Federal incentives are available in the form of grants, exemptions, and tax credits. Known federal
incentives received by projects under review include the Federal Historic Rehabilitation Tax Credit,
Renewable-Energy Investment Tax Credit, Work Opportunity Tax Credit, the Brownfields Economic
Development Initiative, Empowerment Zone Credits, and the Small Business Innovation Research Grant.

On the local level, a wide array of incentives are available such as grants, ad valorem tax abatements,
free land, reduced rent on government owned facilities, or required local matches for state incentives.

The majority of counties in the state have funds devoted to economic development projects as indicated
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in the annual Economic Development Incentives Report compiled and published by EDR.” In local Fiscal
Years 2010 through 2016, 51 (of 67) Florida counties and 88 (of 411) Florida municipalities reported
awarding $536 million in economic development incentives to more than 9,800 businesses.

In OPPAGA’s 2013 survey of businesses that received state incentives during the review period, they
asked respondents to identify the local or federal incentives they received in conjunction with the
state’s project award. Of the 54 businesses that responded to the survey, 4 companies received both
local and federal incentives, 17 companies stated they received local incentives, and 5 responded they
received incentives from federal agencies. Other than these results, which are merely suggestive, EDR
does not know the total extent to which local and federal incentives are combined with the projects
under review.

From the business perspective, it may be that this total combination of incentives is necessary to be
determinative to its decision regarding retention, expansion, or relocation.”® In this case, excluding the
local and federal incentives from the calculation likely overstates the ROI, jobs created, change in
personal income, and change in state GDP attributed to the state incentive.

Treatment of Incentives as a Subsidy...

Incentives are public subsidies intended to induce an economic activity or capital investment by a
private business in a jurisdiction in which such activity or investment would not otherwise take place.
From an economic perspective, a subsidy is:

“.. a grant of money made by government in aid of the promoters of any enterprise, work, or
improvement in which the government desires to participate, or which is considered a proper
subject for government aid, because such purpose is likely to be of benefit to the public.” 72

Generally, economic development subsidies are an investment of public resources (whether budgeted
or from foregone revenue) with an anticipated ROI to the public treasury, as well as an indirect benefit
to the general public. While subsidies still constitute a transfer of wealth from the class of general
taxpayers to individual businesses, such transfers are intended to expand the state’s economic
infrastructure and wealth-creation capacity.

Even though subsidies can be used to accomplish specific policy goals, they cause market distortions
that result in inefficiencies and inequalities in the marketplace. This outcome forces decision-makers to
weigh the negative repercussions of incentives against the benefits associated with the underlying goal.
It also makes periodic, in-depth evaluations critical to the use of incentives.

Economic literature is fairly uniform in its assessment of potential repercussions. First, to the extent that
subsidies are influential or determinative in business decisions, they can:

e Decrease risk in the marketplace, thereby distorting economic decision making by businesses;
e Shift capital from more profitable uses in the private sector; and
e Foster inefficient projects that may not survive absent the subsidy.

70 http://edr.state.fl.us/Content/local-government/reports/econincentives16.pdf

71 While state and local incentives may prove determinative to a specific location decision, federal incentives will not as they are
likely to be available in whatever state the business decides to locate.

72 Black’s Law Dictionary, 5th Edition, 1999.

45| Page


http://edr.state.fl.us/Content/local-government/reports/econincentives16.pdf

Second, regardless as to whether subsidies are influential or determinative in business decisions, they
can:

e Distort the marketplace by artificially lowering production costs;

e Shift business costs from the private sector to the public sector, as economic incentives—like all
government expenditures—are funded through taxes;

e Create inequities among similar industries and firms within the state; and

e Divert public resources from spending on other public goods and services, which may be more
productive uses of the funds.

Federal Tax Implications of State Incentives...

While the state cost equals the face value of the economic development incentive, the incentive’s
federal tax treatment diminishes its value to the recipient business since it will pay part of the incentive
to the federal government in the form of increased taxes. This asymmetric valuation suppresses the ROI
if it is fully taken into account by reducing the state benefit coming directly from the business. For
example, if the tax leakage to the federal government were not present, the business would either have
been able to hire more employees at the awarded incentive level or it would have hired the same
number of employees at a reduced incentive level—assuming all else is equal.

The federal tax treatment of incentives depends upon whether the incentive is a grant—a payment by
the government to the taxpayer, unrelated to taxes—or a tax incentive such as an exemption or credit.
The general guidelines related to the tax treatment are described below.”®

e GRANTS. If the payment is a grant, it generally is included within gross income and thereby
taxable. Section 61, IRC, defines gross income to include all income, from whatever source
derived. Case law clearly establishes that income includes “any accession to wealth.” See
Commissioner v. Glenshaw Glass, 348 U.S. 426 (1955).

e TAXINCENTIVES. If the incentive is a tax incentive, it is generally considered to not be included
in gross income. Rather, it is deemed to be a reduction in taxes due. The most-cited case is
Snyder v. Commissioner, 894 F.2d 1337 (6th Cir. 1990). Even though the incentive is not
included in gross income, it will still affect the taxpayer’s tax liability. In simple terms, adding up
all of the business’ income and deducting the business’ normal expenses of doing business
determines a business’ income tax liability. Taxes that the business pays the state are deductible
expenses. So, to the extent a business’ state tax liabilities are decreased, its federal deductions
will also decrease and its federal taxable income and tax will increase. This aspect is especially
important when viewing the value of a state tax incentive.

Federal Tax Treatment of State Incentives
(Assuming 21% Federal Tax Rate)

Award Type Effect Value to Taxpayer
Cash Grant Increases Federal Taxable Income 79% of face value

Tax Exemption Increases Federal Taxable Income by Reducing Deduction 79% of face value
Tax Credit Increases Federal Taxable Income by Reducing Deduction 79% of face value

73 This information was provided by staff from the Florida Senate Appropriations Subcommittee on Finance and Tax, 12/17/19.
Information on file at EDR.
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State tax issues for incentives also exist; however, they would not represent a direct leakage from
Florida’s economy since the tax collections would be retained in-state. The ultimate impact on the ROI
would be case-specific.

Administrative Costs Associated with Incentives...

Administrative costs may also reduce the productive value of economic incentives. To the extent that
businesses use site-selection companies or consultants to identify and obtain economic development
incentives, the attendant administrative costs diminish the business’s ability to deploy the dollars
directly into employment or capital investment. In these cases, the value of state tax incentives to the
economy will not equal the face value of the incentive. If taken into account, this would negatively
impact the ROI. While the diminished value of the incentives would affect the ROI calculation, the
service and expertise a consultant provides to the business likely has value to the business itself.

Awarding Transferable Tax Credits...

Many states use transferable tax credits to incentivize a variety of private economic activities.
Businesses without sufficient tax liability may sell their credits to someone with a tax obligation, either
directly or through an intermediary, and typically at a discount. Some states may also offer to buy-back
the credit, typically at a pre-set discount. In both circumstances, the credit functions as a cash grant,
thereby offsetting their production costs. Selling tax credits, or redeeming them through state buy-back
programs, allow companies to monetize the credits immediately when they have little or no tax liability.

Incentivizing economic activity with transferable tax credits may cost states considerable foregone tax
revenue that does not directly benefit the incentivized activity. The act of transferring the credits at a
discount means some of the benefit (equal to the discount) goes to unrelated industries. In effect, the
state pays more than it has to for the same amount of production activity.

The “But-For” Assertion & Business Decisions...

As stated previously, economic development incentives are public subsidies intended to induce an
economic activity or capital investment by a private business in a jurisdiction in which such activity or
investment would not otherwise take place. The necessity of offering such incentives has been the
subject of much research.

Some incentive proponents assert that “but for” the incentive, business expansions would not have
occurred in their area — in effect, the incentive is the primary or the determining factor in business
locational decisions. Many site selection and economic development professionals profess that
incentives “tip the scales” between competing sites when all other factors are relatively equal or a
deficiency has to be overcome.”

Evaluating the extent to which economic development incentives are determinative in business
expansion decisions is challenging. Survey research is instructive but may be unreliable, principally due
to the unavoidable self-interest of respondents. The studies commissioned by various states identify the
problems in verifying that the “but-for” condition is satisfied. While econometric studies show, to some
extent, the relationships between incentives and business behavior, there is some skepticism among

74 A former Florida Secretary of Commerce and Enterprise Florida’s President and CEO, stated that unlike other static site
selection factors, incentives can be adjusted to meet the needs of individual projects—those needs created by any perceived
deficiencies relative to the next viable location. (Gray Swoope, August 19, 2013, Economic Roundtable held by EDR.)
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professionals regarding their usefulness and applicability. Finally, a review of the academic literature
reveals a lack of consensus on the degree of influence that incentives have on business locational
decisions, with Peters and Fisher (2004, 32) concluding that “there are very good reasons — theoretical,
empirical, and practical — to believe that economic development incentives have little or no impact on
firm location and investment decisions.””®

The “but for” assertion is less likely to be satisfied for those projects where the incentive is relatively
insignificant in proportion to capital investment, production or operating costs, or where a project is
otherwise dependent on in-state markets or resources. While relatively high awards may increase the
likelihood of landing the project, it could adversely affect the state’s ROI by driving up the cost.

Perhaps the most that can be presumed is that it is highly unlikely that all projects receiving economic
development incentives satisfy the “but for” condition; it is more likely that some projects do satisfy the
condition and some do not — and perhaps only the incentive recipients know the category in which their
respective projects fit.

Understanding the extent that the “but for” condition is satisfied has implications for measuring the
return on investment of economic development programs. For EDR’s purposes, the ROl is a measure of
the change in state revenues in response to state incentives. Depending on the program under review,
EDR may find that the change is attributed solely to those state investments, partially to those
investments, or not at all.

If the incentive does not influence a business’ decision to expand, then the jobs created and economic
gains stemming from that business’ increased presence cannot be attributed to the incentive, and
instead the payments or credits are only a cost to the State.

This cost has two negative outcomes: an unnecessary shift of recipient business costs to taxpayers and a
reduction in available funding for other public services, some which promote or are necessary for
economic growth.

Florida Market or Resource Dependent Projects...

An additional issue that informs the “but-for” assertion and impacts EDR’s analysis of ROl relates to
projects that are Florida market or state resource dependent. These are projects where the business’
clients are primarily based in Florida or the business is dependent on Florida’s resources to produce its
products or services. (General examples of market dependent projects include retail establishments or

7> For a review of this research through 2013, see Appendix One: Assessing the “But For” Assertion: A Literature Review from
EDR’s 2014 “Return-on-Investment for Select State Economic Development Incentive Program.”
http://edr.state.fl.us/Content/returnoninvestment/EDR_ROI.pdf

Recent research includes Bartik’s (2018) literature review of the “But For” assertion regarding state and local economic
development incentives in business location, expansion or retention decisions. Based on a review of thirty-four estimates from
30 different studies, he “concludes that typical incentives probably tip somewhere between 2 percent and 25 percent of
incented firms toward making a decision favoring the location providing the incentive. In other words, for at least 75 percent of
incented firms, the firm would have made a similar location/expansion/retention decision without the incentive.”

Jensen’s (2018, 29 & 32) study of Texas’ Chapter 313 Property Tax Assessment limitation program for new capital investments
suggest that “only 15% of the firms participating in the program would have invested in another state without this incentive.” In
2016, the program was estimated “to provide more than $7 billion in tax abatements over the lifetime of the funded projects.”
Slattery (2019, 2 & 1) finds that for large mobile firms, “subsidies have a substantial effect on the firm location decision: almost
68% of firms would locate in another state” in the absence of incentives from either the host state or competing states. She
derives this estimate from a subsidy “bidding” model to estimate the efficiency of subsidy competition. The model contained 495
firms from 2002 — 2016 receiving at least $5 million in subsidies. (The average subsidy was $156 million.)
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local product distribution centers.) Any new activity induced by the incentives simply displaces other
employment and economic activity that would have occurred in the absence of the incentive. There is
no net economic expansion, as one of two events occurs: (1) an existing businesses shed jobs as their
market share decreases; or, (2) a competitor that would have filled the same vacuum without receiving
an incentive is displaced. In these cases, neither economic benefits nor a return to the state should be
assigned to the projects.

In contrast, a business is generally not considered market or resource dependent if it is likely that it
exports a majority of its goods and services out of the state.

Another type of market dependency includes companies with a presence in the state that are awarded
incentives for multiple projects, typically over multiple years. In certain circumstances, this practice
challenges the validity of the “but for” assertion. While it is possible that a subsequent stand-alone
project could be located in another state if there is no direct interdependence with the rest of the
business, it seems unlikely if there is established infrastructure in Florida. At the very least, any
economies of scale would be foregone. The practice of awarding multiple project awards to the same
company may also overstate purported new economic activity and resulting ROL.

Substitution Effect...

The “substitution effect” in consumer or business spending is a related aspect of Florida market
dependency, sometimes identified in the academic literature to explain event or entertainment
spending by local, regional or other in-state residents.

For example, there is consensus among economists that the only tangible economic benefits to the area
economy from subsidies for professional and amateur sporting events, unique sports-destination
facilities, and other entertainment events related to such facilities, are the result of new spending in the
area economy associated with event or facility-related activities.”® This new spending is primarily by
visitors from out-of-area, to the extent that such spending would not have otherwise occurred absent
attending the event or facility; however, new spending can also include associated capital expenditures.

New spending specifically excludes substitute spending by in-area residents, “casual visitors” or “time-
switchers” whose primary purpose for visiting is unrelated to the event or facility.”” In these cases, the
same amount would have been spent, and the spending related to events or facilities is simply
redirected from what would have occurred absent the event on other things in the area economy.

In this context, the “substitution effect” is best described as spending limited disposable entertainment
income in or about an event or facility-related activities rather than in other areas of the local economy,
or increases in discretionary spending in one area of the economy at the expense of another.

Proportional Attribution...
Some economic development projects are funded through a single state economic development
incentive program, while others also receive funding from other state programs. Additionally, projects

76 See related research in References page. Also see Appendix Two: Assessing the Economic Benefits of Public Subsidies for
Professional Sports Facilities --A Literature Review, in EDR’s 2015 “Return on Investment for the Florida Sports Foundation Grants
and Related Programs.” http://edr.state.fl.us/Content/returnoninvestment/SportsGrantsandPrograms.pdf

77 As defined by Agha and Rascher (2013, 4 and 5), “Casuals” are visitors who visit the local economy for a reason besides the
sports team and then decided to attend a game once they are in town; and “Time switchers” are those visitors who were
planning a trip to the local economy anyway and changed the timing of their trip to coincide with a game.
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may be “bundled” with local or federal incentives. In some cases, state funding is contingent upon
private inputs. When financing responsibility for projects or programs is shared, the economic benefit
should be proportionately attributed among the contributors or contributing programs.

From the business perspective, it may be that this total combination of public incentives is necessary to
be determinative to its decision regarding expansion, retention, relocation, or facility construction.

In this case, excluding the local and federal incentives — as well as private inputs — from the calculation
likely overstates the ROI, jobs created, change in personal income, and change in state GDP attributed to
the state incentive.

In the context of sporting events, Burns and Mules (19864, 10, 31) suggest that:

“Where only part of the costs are funded by the government, the analysis should either
attribute all benefits to joint costs or else attempt to ascertain the marginal effect on benefits
received by the additional funding made possible by the government. If all the benefits
generated by joint private-public sponsorship of an event are attributed to the government
contribution alone, the benefit-cost ratio may falsely appear very favorable. This is especially
true if the government contribution is a relatively small amount of the total.”

While Crompton (1995, 30) supports this perspective, he observes that:

“This viewpoint is conceptually logical, but it is not widely accepted by those involved in
conducting economic impact analyses, possibly because it ignores the pragmatic reality of
public-private sports partnerships. Proponents of attributing all the economic benefits to the
government entity's contribution argue that it is the key to leveraging private sector
participation in a venture. In such cases, without the public investment there would be no
private investment and the sports event would not take place.”

For Hudson (2001, 24), if this “but for” assertion is valid, then “it is surely a mark of efficient
subsidization if a government can spend as little as possible while ensuring” that a facility project goes
ahead. For example, if a sports franchise would have left absent the government subsidy for a new
facility, “it seems valid for the government to claim the full economic benefits.”

In light of these perspectives, the economic benefit could be attributed in one of three ways. To the
extent input information is known and available, the estimated benefit could be distributed to all
entities, public and private, that contribute to the financing of a project or facility, in proportion to their
respective shares of the total investment. Or, the benefit could be attributed in proportion to each share
of the total public contribution. For example, if both the state and one or more local governments
contribute to the financing of a project or facility, the ROl should correspond to the split between those
public entities. If the local inputs outweigh the state’s contribution and are ignored, the ROI to the state
will be overstated.

Similarly, if only the state’s contribution is considered in projects financed by state, local, federal and
private funds, the ROI to the state may be significantly overstated. On a program level, this is
demonstrated by the state portion of sports facility financing. EDR’s 2018 review of Florida’s
Professional Sports Franchise Incentive and Spring Training Baseball Franchise Incentive programs found
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that “on average, the state funded 17.4 percent of pro sports facility projects and 37.4 percent of spring
training facility projects.””®

Finally, proportionate attribution of economic benefit is one strategy used to compensate for the
uncertainty of the ‘but-for’ assertion in determining the influence or significance of a public incentive in
business decisions. In doing so, a realistic estimate of the state’s ROI can be derived.

Opportunity Costs...

Opportunity costs can be defined as the lost benefits that could have been obtained if the public
resources committed to a project or program were instead deployed to the best alternative. Identifying
opportunity costs acknowledges that limited public funds used as business subsidies will be at the
expense of government spending for other projects or programs, or spending by individuals subject to
taxation. Such public investments should be compared with the best feasible alternatives.

Some states use reserve or escrow accounts to set aside public funds for economic development
incentive programs. This may also constitute an opportunity cost. The reservation of funds effectively
makes the initial expenditure nonproductive by removing reserved funds from circulation within the
economy. The money is idle from the moment it hits the reserve until it is released back into the
economy. From an economic perspective, this idle money is forgone state expenditures on alternative
investments — either through appropriation to other programs or through tax relief.

EDR’s analysis assumes that any state expenditure made for economic development incentives or
related initiatives (such as tourism marketing, international trade promotion, recruitment of foreign
direct investment, and beach restoration) is a redirection from the general market basket of goods and
services purchased by the state.

Conclusion...

A number of issues shape EDR’s analysis of economic development incentive programs and calculation
of the state’s return on investment (ROI). The preceding overview explains the application of these
issues and guides the analysis.

78 The Florida Legislative Office of Economic & Demographic Research, “Return on Investment for the Florida Sports Foundation
Grants and Related Programs.” January, 2018. Appendix, page 29.
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