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Minutes: Attachment 1, 2,3, 4, 5, 6 

Chairman Cook opened the hearing on SB2057. 

John Walstad, Legislative Council appeared (Attachment # 1) He went through the bill 
and elaborated on the sections of the bill. 

Sen Bekkedahl -- It's interesting. I think it could do a lot of good things for us. Your 
subsection 2d, line 4 ,  whether the incentive has a positive influence on business behavior 
or rewards business behavior that is likely to have occurred without the incentive. Will you 
give us the tools to manage that question? 

John Walstad -- Yes, it's easy to say that we're going to figure this out. A lot of us know, in 
practice, that's kind of a hard call to make. Nevertheless, it's important that it's on this list 
so it is one of the things that the committee reviewing these things is looking at. Are we 
throwing money to somebody who would have been here anyway, doing exactly what 
they're doing? 

Senator Bekkedahl -- I would submit, would it likely to have occurred without the 
incentive? You'll never know. If they never do the project, you don't know. 

John Walstad -- You raise a good point, but there are instances where, for example, did 
this business move to Williston because of some incentive or because this is where the oil 
is? 

Chairman Cook -- I can think of one incentive. It wasn't offered by the state. It was a local 
incentive, so it's not going to be included here, where the business that received the 
incentive admitted, after they received it, that they would have come without the incentive. 
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Senator Triplett -- You mentioned that this is about state incentives and not local 
incentives, but since most of the incentives that the local folks provide are authorized by 
state statutes, tell me how you mean that. 

John Walstad -- The bill try's to break things down. There are a lot of local property tax 
exemptions and things that are provided by the state. Those would fall in the grey area, but 
the ones that are granted by action of the county or the city, those would be locally provided 
incentives that aren't included in this review. That doesn't mean those kinds of things 
wouldn't be subject to discussion. Whatever committee is looking at this will probably also 
be talking about those. 

Senator Triplett -- If it's an incentive that is authorized by state law to be processed by 
local government, then those are the ones that would not be reviewed by the state 
legislature. 

John Walstad -- Right. 

Senator Cook -- We had the responsibility in the interim committee to also study local 
incentives. This was a big bite to bite off. This is going to be a lot of work. I could see a 
designated committee to do just this. 

John Walstad -- During this past interim, how many tax committee studies did we have? 
Six or seven? Throwing this in that mix would have really made things a lot more difficult. 
It will be legislative management's call. 

Senator Latten -- I looked at all of these incentives when we went through this and they 
are all listed here. If you look at those, I think there are 25 and about 23 are either ag 
related or oil related. I look at that list and say: those have worked or maybe we need 
some incentives for whatever is next to start diversifying our state. Do you see this group 
being able to look beyond the ones that are already in place, but maybe also provide some 
direction or advice? Maybe we should be incentivizing data centers? Can we take it 
farther like that? 

John Walstad -- I would say, yes. This is not restrictive. 

Senator Dotzenrod -- These criteria that you are using on page 1 & page 2, there's 8 of 
them there. Did you develop these or did we get these from the Pew Organization or was 
taken out of a model law? I think that they are good. Where did that list come from? 

John Walstad -- It came from all the things that you mentioned. 

Senator Cook -- I n  between interim committees there was a lot of other meetings going on. 
Jeff Chapman, myself, and Mr. Walstad and many other of these folks that you see in the 
room. We have passed numerous bills to improve the economy of the State of North 
Dakota, and I think it is valuable that we look back and see how they are doing. If you look 
around the state now and see help wanted signs all over the place. There is all the 
evidence you need that these program worked. They did their job. Senator Latten, you 
asked if you could look at other things, I would say that is a big part of this. With the 



Senate Finance and Taxation Committee 
SB2057 
January 1 4, 20 1 5  
Page 3 

meeting we had with economic development folks, diversification is probably one of the 
most important things facing the state right now that we need to do. I think there is a need 
to look at areas of the state, southeast North Dakota could possibly use some economic 
development. More so than other areas of the state. That is the purpose of this. It was a 
pleasure during this interim. It wasn't always easy. A lot of people put a lot of hard labor 
into this bill. 

Senator Triplett -- Following up on Senator Laffen's question about could the committee to 
whom this is assigned expand their reach and their look, would you anticipate that this 
committee might also consider how these various individual incentives stack up, either 
positively or negatively, against the larger incentives that are not listed here, like significant 
reductions in corporate income taxes. Would that be part of the job? 

Senator Cook -- Definitely. I think, especially, as we hear of legislation being discussed, 
introduced to eliminate income tax. 

Jeff Chapman, PEW Charitable Research 
(Attachment - Power Point Presentation #2) 
Senator Bekkedahl, in terms of your question: how do you really get at the "but for" 
question. Would the companies have done this in absence of that, there's no way to know 
for sure. At PEW we're actually putting together some software tools that will help states 
do that. We trying to open that up and make it more clear and provide more opportunities 
to learn how that is working. 

Senator Cook -- Jeff, you mentioned that PEW did a report on states 3 years ago. My 
memory is that North Dakota at the bottom. (Attachment #3) 

Jeff Chapman -- Most states were. 

Senator Cook -- It got my attention. I don't like being there. I assume that if we pass this 
and get it signed by the governor, we're going to move up towards the top. 

Jeff Chapman -- Yes. Actually I had in my email this morning a new report, which I'm not 
supposed to share publicly, that doesn't come out until next week. (I will send the file to Mr. 
Walstad and he can share it around. (Attachment #4) What we're doing in this paper, 
reviewing the progress that has happened over the last 3 years, and at the end we highlight 
some of the specifics about the 10 states, plus DC, that have taken action since then. This 
will definitely put North Dakota on that. 

Senator Triplett -- When you are sending the link on the new report to Mr. Walstad, could 
you also send the link to the 3 year old report that the chairman referenced so that we have 
that comparison. (see Attachment #3) 

Senator Laffen -- I am assuming that you are an expert in economic development 
legislation, has the federal government ever talked about banning states from stealing 
companies from one another? 
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Jeff Chapman -- I don't think it's ever been discussed seriously at the federal level. That 
comes up in conversation a lot. 

Senator Dotzenrod -- When you go in and do an evaluation, or take a look at a state and 
you find that there's an incentive from your point is not working and then there may be 
some powerful interest that really supports that, how do you keep from getting caught in the 
middle? Are you able to navigate through that? 

Jeff Chapman -- To clarify, we don't actually take any position on any incentives. I think 
that is really the place of the state to make those types of decisions. 

Senator Triplett -- This software that you are talking about, or your recommendations, 
would they help a state make decisions about how to phase out an incentive? Is that part 
of what you are thinking of doing in the software? 

Jeff Chapman -- Not in the software but we actually have collected some different 
practices. A lot of times when states phase out of incentives, they grandfather in the 
companies that are already receiving it. There's lot of different way that states can do. 

Senator Triplett -- We have tended to use the sunset clause a lot here with new 
incentives where put it on for 2 or 4 years and then it gets extended a little bit and then after 
a while it gets made permanent. Once they are made permanent, we don't really have a 
process for backing it down. Maybe that is something that we want to consider. 

Chairman Cook -- I think the State of Oregon sun setted every one of their economic 
development plans. 

Jeff Chapman -- There's a number of states that have on the books prov1s1ons that 
sunsets all of their incentives within some number of years. The difference in Oregon and 
why that has been successful in improving their program and changing what they are 
doing, it's not so much the sunset as it is the evaluations. 

Senator Cook -- There's a shock effect there to. We had this discussion, briefly, in the 
interim committee and elected not to do it. 

Keith Lund, Vice President of Grand Forks Region Economic Development 
Corporation. Here today in my capacity as President of the Economic Development 
Association of North Dakota. (Attachment #5) 

Senator Triplett -- Would you see this process as something that could be either replicated 
at the local level, as counties or regions or cities choose to do so, or that at some point the 
legislature, if this works well, might consider adding local incentives as part of the charge. 
Where would you think that kind of evaluation should appropriately be? 

Keith Lund -- I don't see any reason why, if in fact this process is demonstrated to be 
extremely valuable, that local municipalities could follow that lead. 
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Senator Triplett -- You mentioned that there some things that were unique about this bill 
that made it better than some of the others. Is it just the more in-depth involvement of 
some of our agencies? Is that the one thing that distinguishes it? 

Jeff Chapman -- That's part of it. I would say, bigger than that, is the in-depth involvement 
of the legislature. 

Jon Godfread, Greater North Dakota Chamber of Commerce. (Attachment #6) 
We agree with everything that Mr. Lund said. We support the bill and recommend a do 
pass. 

Chairman Cook -- Jon, I think you made an excellent point as far as another value this 
brings and we can defend and analyze it. Those people who seem to have a dislike for 
some of the incentives, it will give them their day in court to speak their peace and it will 
give us a chance to make sure that they understand the full nature of the incentive. 

Jon Godfread -- If the incentives are not working, if they are not doing what they are 
supposed to, we don't need them on the books. Or, we can suggest alternatives. 

Senator Dotzenrod --One of the things that struck me was that they were able to measure 
things that I thought were really hard to measure. I had never seen that demonstration that 
you could do that. I would like to have some of those examples that we heard at that 
Cleveland meeting. Do you have something on that order, a summary of how this has been 
effective? 

Jeff Chapman --There are a lot of those examples in our big report from a few years ago 
and we've been collecting more since then. 

Senator Latten -- I really like this bill. I think it is going to be a lot of work. I don't know 
that it can just be added to this interim committee. Is this left to legislative management to 
decide whether this becomes its own standing committee? Is that good enough? 

Chairman Cook -- I think so. 

Senator Latten -- Who does the legwork? The data collection that this committee would 
ask. Is that left to legislative management? Is that spelled out? 

Chairman Cook -- I think our partners are here at the committee. 

Jeff Chapman -- The hope is that this will be a very collaborative process. 

Senator Triplett -- I just like to request, since we have a new committee clerk, that we 
have asked for them information to be provided: the two specific reports and Sen 
Dotzenrod's request for some specific thing that you can provide. I would specifically like 
them to be made part of the record of this hearing. Mr. Chapman will email things to Mr. 
Walstad and he will distribute them to the committee. Make sure they get to the committee 
clerk, also, and into the minutes as part of the record of the hearing. 
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Jon Godfread -- One more point: Senator Laffen's point, we are not listed in the bill but we 
would be happy to support this process, if this bill passes, in any shape and form. 

Chairman Cook closed the hearing on SB2057. 
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Explanation or reason for introduction of bill/resolution: 

Relating to the legislative management assignment of regular legislative interim committee 
review of statutory provisions providing economic development tax incentives 

Minutes: 

Chairman Cook opened the hearing on SB2057 and asked the clerk to take the roll on a do 
pass on SB2057 

Senator Triplett moved a do pass. 

Senator Unruh seconded. 

Roll call vote 6-0-1. 

Carrier Senator Latten 



Date: J- :2..D-15 

Roll Call Vote#: ___ / __ _ 

2015 SENATE STANDING COMMITTEE 
ROLL CALL VOTES 

BILL/RESOLUTION NO 2 D 5"] 

Senate Finance and Taxation 

D Subcommittee 

Amendment LC# or Description: 

Committee 

-----------------------~ 

Recommendation : D Adopt Amendment 

~Pass 0 Do Not Pass 0 Without Committee Recommendation 

Other Actions: 

0 As Amended 
0 Place on Consent Calendar 
0 Reconsider 

0 Rerefer to Appropriations 

0 

Motion Made By S~. ~ Seconded By ~°'-'. ~ 
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Chairman Dwight Cook v Senator Jim Dotzenrod v 
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REPORT OF STANDING COMMITTEE 
SB 2057: Finance and Taxation Committee (Sen. Cook, Chairman) recommends DO 

PASS (6 YEAS, 0 NAYS, 1 ABSENT AND NOT VOTING). SB 2057 was placed on 
the Eleventh order on the calendar. 
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Explanation or reason for introduction of bill/resolution: 

A bill relating to the legislative management assignment of regular legislative interim 
committee review of statutory provisions providing economic development tax incentives. 

Minutes: Attachment #1, 2 

Chairman Headland: Opened hearing. 

Emily Thomson, Legislative Council: Introduced bill. Neutral testimony. This bill relates 
to the regular evaluation of state economic development tax incentives. The interim tax 
committee was directed by legislative management to study state economic development 
tax incentives and consider whether a regular review process should be established for 
these incentives to ensure regular consideration of whether these incentives are still 
serving their intended purpose for which they were originally created. This bill was drafted 
to provide for this regular review. It provides for a review of each of the selective incentives 
every six years by an interim committee designated by legislative management. It also 
provides for specific factors to be taken into consideration when reviewing these incentives 
and provides for committee authority to recommend legislation regarding the incentives. 
Section one of the bill lays out the fact that legislative assembly requires analysis to assure 
these incentives are serving their intended purposes. During each interim the interim 
committee has the responsibility for making analysis of these economic development tax 
incentives and reporting its findings to legislative management. In subsection two it lays 
out the considerations that should be taken into account when evaluating these incentives. 
The six year revolving review requirement is in section three. There is also a list that 
analysis must be completed for the listed economic developments. The final page of the 
bill states the data the committee would need to evaluate these incentives isn't available 
but can be requested from the entities to provide this information. There is also a 
companion bill that was passed out of the house, HB 1 060, which provides for sharing 
confidential information between the Department of Commerce, both North Dakota Job 
Services, and the Tax Department. 

Representative Steiner: Did the committee discuss any kind of exemptions we might 
pass this session as a catch all and maybe put an "s" for any other exemptions granted by 
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this legislative session? For example, gathering pipelines and if we were to include 
transmission lines in that. 

Emily Thomson: I believe SB 2340 may address any incentives that are passed this 
session would also be considered within the provisions. 

Representative Haak: Does this include just state economic development tax incentives 
or would it include local municipalities as well? 

Emily Thomson: Right now this is the state economic development incentives that are 
being considered. 

Chairman Headland: Is there any support for SB 2057? 

Connie Ova, Jamestown/Stutsman Development Corporation and Economic 
Development Association of North Dakota: Distributed testimony in support. See 
attachment #1 . 

Laney Herauf, Greater North Dakota Chamber: Distributed testimony in support. See 
attachment #2. 

Chairman Headland: Is there any further support? Is there any opposition? Are there 
any questions for the tax department? Closed the hearing. 

Representative Steiner: Made a motion for a do pass. 

Representative Froseth: Seconded. 

Roll call vote: 13 yes 0 no 1 absent 
Motion carries for a do pass. 

Representative Hatlestad will carry this bill. 

**Chairman Headland has requested we hold off on this bill as Senator Cook has requested 
some amendments. 
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Explanation or reason for introduction of bill/resolution: 

A bill relating to the legislative management assignment of regular legislative interim 
committee review of statutory provisions providing economic development tax incentives. 

Minutes: Attached amendment #1 

Chairman Headland: I would like to bring this bill back in order to add an amendment. 

Representative Klein: Made a motion to reconsider actions of a do pass. 

Vice Chairman Owens: Seconded. 

Voice vote: Motion carried. 

Chairman Headland: Distributed proposed amendment 1 5.0377.01 00 1 . See attachment 
#1 . We'd like to add an "s" to subsection 3 of section 1 and it would say "Any economic 
development tax incentive created by the sixty-fourth legislative assembly." 

Vice Chairman Owens: Made a motion to adopt the amendment. 

Representative Haak: Seconded. 

Voice vote: Motion carried. 

Vice Chairman Owens: Made a motion for a do pass as amended. 

Representative Dockter: Seconded. 

Roll call vote: 14 yes 0 no 0 absent 

Motion carried. 

Representative Hatlestad will carry this bill. 
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PROPOSED AMENDMENTS TO SENATE BILL NO. 2057 

Page 3, after line 16, insert: 

"s. Any economic development tax incentive created by the sixty-fourth 
legislative assembly." 

Renumber accordingly 

Page No. 1 15.0377.01001 
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REPORT OF STANDING COMMITTEE 
SB 2057: Finance and Taxation Committee (Rep. Headland, Chairman) recommends 

AMENDMENTS AS FOLLOWS and when so amended, recommends DO PASS 
(14 YEAS, 0 NAYS, 0 ABSENT AND NOT VOTING). SB 2057 was placed on the 
Sixth order on the calendar. 

Page 3, after line 16, insert: 

"s. Any economic development tax incentive created by the sixty-fourth 
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STATE ECONOMIC DEVELOPMENT TAX INCENTIVES AND EXEMPTIONS REVIEW STUDY 
The Chairman of the Legislative Management directed the committee to study state economic development tax 

exemptions, including consideration of whether a regular review process should be established for state economic 
development tax incentives to ensure regular consideration of whether incentives are still serving the intended purpose 
for which they were created. 

Background 
I n d ividual  Income Tax C redits and Exemptions 

The committee reviewed the number of claimants and amounts claimed for various individual income tax credits 
and exemptions during the 2012 tax year. The credits and exemptions reviewed by the committee were those having 
a primary goal of promoting economic development and included the research expense credit; seed capital investment 
credit; renaissance zone credits, including the single-family residence credit, historic property renovation credit, 
business purchase or expansion credit, renaissance fund organization investment credit, and nonparticipating property 
owner credit; agricultural commodity processing facility investment credit; biodiesel fuel blending credit for both 
wholesalers and retailers; internship program credit; microbusiness credit; angel fund investment credit and angel fund 
investment credit purchased from another taxpayer; workforce recruitment credit; manufacturing automation equipment 
credit; new or expanding business exemption; and the renaissance zone business exemption. Based on statistical 
information provided by the Tax Department, the committee found the amount claimed or deducted for these credits 
during the 2012 tax year amounted to $11,392, 146. 

C orporate Income Tax C redits and Exemptions 
The committee also reviewed the number of claimants and amounts claimed for corporate income tax credits and 

exemptions during the 2012 tax year. The credits and exemptions reviewed by the committee included the wage and 
salary credit; research expense credit; seed capital investment credit; certified nonprofit development corporation 
credit; renaissance zone credits, including the historic property renovation credit, renaissance fund organization 
investment credit, and nonparticipating property owner credit; agricultural commodity processing facility investment 
credit; facility construction or retrofit credit for biodiesel fuel production; biodiesel fuel blending credit for both 
wholesalers and retailers; internship program credit; microbusiness credit; angel fund investment credit; workforce 
recruitment credit; facility construction or retrofit credit for soybean and canola crushing; manufacturing automation 
equipment credit; new or expanding business exemption; and renaissance zone business exemption. Based on 
statistical information provided by the Tax Department, the committee found the amount claimed or deducted for these 
credits during the 2012 tax year amounted to $4,964,289. 

Property Tax Exemptions 
The committee reviewed the policy on property tax exemptions. The committee reviewed court decisions and 

Attorney General opinions that establish the taxability of the value of a possessory interest in government-owned real 
property held by a nonexempt person if no exemption for the lessee is provided by law. The committee reviewed 
Section 57-02-26, providing that leased property belonging to the United States or to the state or a political subdivision 
is taxable to the lessee, and Section 57-24-31, providing that the tax imposed on a leasehold interest is collectable as 
a personal charge against the nonexempt lessee of the possessory interest. 

The committee also reviewed the two exceptions to the general rule contained in Section 57-02-08 relating to the 
exemptions from property tax of a lessee's or owner's otherwise taxable interest in building space at a state institution 
of higher education. Section 57-02-08(16) provides that property owned or acquired by a corporation not organized for 
profit for the purpose of promoting athletic and educational uses and needs at any state educational institution is 
exempt from taxation. Section 57-02-08(34) provides that a building located on state-owned land and used at least in 
part for academic or research purposes by students and faculty of a state institution of higher education is exempt from 
taxation. The committee learned that neither exemption is subject to approval of the local governing body and neither 
exemption contains a limit on the duration for which the lessee may use the exemption. 

Miscellaneous C redits and Exemptions 
The committee reviewed additional miscellaneous credits and incentives, including the coal severance tax 

exemption for coal used in agricultural processing facilities or for beneficiation for that purpose, coal conversion tax 
exemption of the state's 85 percent share of the tax for a new coal conversion facility, fuel tax refunds to agricultural 
users reduced and the amount transferred to the ethanol production fund, oil extraction tax exemption and rate 
reduction incentives currently triggered off that will become effective if oil prices drop to trigger levels, oil extraction tax 
rate reductions for new wells drilled outside the Bakken and Three Forks Formations, sales tax exemption for 
manufacturing and recycling equipment, and income tax new jobs credit from withholding. The committee did not 
review the fiscal effect for any given year for these specified credits or exemptions. 

351 



Testimony and Committee Deliberations 
Evaluating State Tax Incentives 

The committee received testimony from a representative of The Pew Charitable Trusts regarding methods the 
organization had employed in other states when evaluating tax incentive provisions. The committee reviewed the four 
main principles the organization relied on in evaluating incentives. 

1. All tax incentives should be reviewed regularly according to a strategic schedule to determine if they are still 
meeting their intended purposes; 

2. Evaluation of incentives should be based on measureable goals; 

3. The costs and benefits of incentives should be measured through rigorous evaluation; and 

4. Evidence should be used to inform policy choices. 

Information was also received regarding the organization's experiences with working with other states in evaluating 
tax incentives. 

The committee arranged a panel discussion comprised of representatives from the City of Bismarck, The Pew 
Charitable Trusts, the Economic Development Association of North Dakota, and the Department of Commerce. A 
member of the panel suggested three items be considered when evaluating incentives. The first item concerns 
transparency. Information should be available to the public regarding who is receiving incentives. The second item 
involves accountability. Recipients of incentives should account for any results that were promised when the incentive 
was originally sought. The third item involves measuring and evaluating the effectiveness of the incentives which can 
sometimes be difficult due to the confidential nature of many tax documents. It was suggested that consideration be 
given to making incentives contingent upon the applicant waiving confidentiality to the extent necessary for evaluating 
the incentive for which the applicant is applying. Committee members agreed that existing confidentiality provisions 
could be a barrier to properly evaluating the effectiveness of some incentives. 

The committee considered a bill draft to provide for the sharing of confidential information by Job Service North 
Dakota and the Tax Department for purposes of providing information to the Department of Commerce for evaluating 
tax incentives. After taking into consideration concerns expressed by representatives of the Tax Department and Job 
Service North Dakota, the bill draft was revised to provide for restrictions on any further disclosure of confidential 
information by the Department of Commerce. 

The committee also took into consideration the benefit of business incentives in light of North Dakota's changing 
economy. A committee member expressed the opinion that many incentives were created at a time when the state 
was seeking to create jobs. This need may not be as prevalent in light of North Dakota's current economic climate. 
The committee received information on the various tax incentives available for businesses. The committee thought it 
would be beneficial to evaluate how successful these incentives were at attracting new businesses to the state. 

The committee reviewed the angel fund investment tax credit program that was developed for the purpose of 
attracting investments and encouraging small business development. The committee received a report from a 
representative of the Tax Department, pursuant to Section 2 of Session Law Chapter 461 (2011 ), regarding the 
number of in-state and out-of-state investors, amount of investment, and amount of tax credits accrued, claimed, and 
transferred by each individual angel fund. The report indicated that from 2007-10, angel fund investments were just 
shy of $4 million. After 2010, investments had risen to $27 million and tax credits earned had exceeded $10 million. 
The committee was informed the law does not mandate that angel funds invest in North Dakota businesses. 

The committee also received a report from a representative of the Tax Department, pursuant to Section 5 of 
Session Law Chapter 562 (2009), regarding the findings and recommendations of the commissioner's cost-benefit 
analysis during the 2009-11 and 2011-13 bienniums of the coal severance tax exemption for coal used in certain 
plants. The report detailed the total number of exempt tons, taxable tons, and severed tons. The report indicated that 
only a very small percentage, about one-half of 1 percent, of coal mined in the state qualified for the beneficiated coal 
exemption. 

The committee received testimony from a member of the Grand Forks City Council raising concerns about property 
tax exemptions granted to private businesses operating in incubator status in facilities on state land. The main 
concerns expressed were the lack of local control over the state-granted exemptions and the duration for which these 
businesses could continue to be exempt from property tax. The committee considered a bill draft that would have 
limited a tax exemption for leasehold interests in certain buildings on university campuses to three taxable years 
unless the governing body of the city or county chose to extend the exemption for an additional three taxable years. 
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A representative of NDSU Research and Technology Park testified in opposition of the bill draft and was of the opinion 
that the law effective as it is. Testimony indicated that the average length of time a business remained in an incubator 
facility was only three to four years. A representative of a Bismarck Business Incubator also expressed a preference to 
leave the law as it currently stands. Testimony also indicated that the Grand Forks legislative committee was also 
opposed to the bill draft and preferred the incentive simply be recommended for further study. 

The committee considered an alternate version of the bill draft that would have linked the duration of a tenant's 
occupation in an incubator facility to the success of the tenant's business. The bill draft linked the expiration of the 
tenant's property tax exemption to the volume of sales achieved by the tenant, rather than on the duration the tenant 
occupied the facility. After receiving additional information regarding the relatively small size of many businesses located 
in incubator facilities, committee members determined linking duration of occupancy to volume of sales may not produce 
the limiting effect that was intended. The committee determined the topic may be better addressed within the context of a 
broader economic incentives review than in a stand-alone bill draft. 

A representative of the Economic Development Association of North Dakota testified in support of periodic reviews of 
incentives. However, review of incentives through the use of sunsetting provisions was not favored. A member of the 
committee recommended reviewing those incentives that are no longer in use or not accomplishing their intended 
purpose for possible elimination. The committee agreed that improved methods should be developed for evaluation of 
incentives. The committee was also in agreement that some programs may need to be tailored to fit different areas of the 
state. Committee members suggested evaluating the benefit received by the entire community and whether incentives 
were actually encouraging individuals to do something they would not otherwise do. 

The committee considered a bill draft to provide for regular review and evaluation of state economic development tax 
incentives. The bill draft requires the Legislative Management to designate an interim committee each interim to conduct 
reviews of those incentives specifically listed in the bill. The interim committee would designate the incentives to be 
reviewed during the current interim and establish a schedule to review the remaining incentives, assuring each incentive 
was reviewed within a six-year cycle. The bill draft provides a list of considerations the interim committee must apply 
when reviewing each incentive. The interim committee could recommend legislation regarding incentives, including 
legislation to add additional incentives to the list to be reviewed and to allow for access to better information for the 
purposes of evaluating incentives. 

Recommendations 
The committee recommends House Bill No. 1060 to provide for the sharing of confidential information with the 

Department of Commerce by Job Service North Dakota and the Tax Department for purposes of providing information to 
the Department of Commerce for evaluating tax incentives. The bill provides for safeguards in restricting the use and 
disclosure of that information by the Department of Commerce. 

The committee recommends Senate Bill No. 2057 to provide for regular review and evaluation of state economic 
development tax incentives. The bill provides for review of each of the selected incentives every six years by an interim 
committee designated by the Legislative Management. The bill also provides for specific factors to be taken into 
consideration when reviewing incentives and for committee authority to recommend legislation regarding incentives. 

LOCAL ECONOMIC DEVELOPMENT TAX INCENTIVES AND EXEMPTIONS STUDY 
Section 2 of Senate Bill No. 2314 (2013) directed the committee to study methods to assure that an accurate and 

reliable means is developed to measure effectiveness and accountability of property tax exemptions and other economic 
development incentives granted by cities and counties and to determine whether other taxpayers in the city or county 
ultimately derive a measurable benefit from granting of the incentives. 

Background 
In conducting its study, the committee reviewed various tax exemptions cities and counties have discretionary 

authority to provide, including property tax exemptions for new or expanding businesses, early childhood services 
property, improvements to property, pollution abatement improvements, new single-family residential or townhouse or 
condominium property, builder-owned property, renaissance zone property, and tax increment financing (TIF) district 
property. 

Business Exemptions 
In 1969 the Legislative Assembly created Chapter 40-57.1 to provide cities, for property inside city limits, and 

counties, for property outside city limits, an economic development tool. The primary economic development tool in 
Chapter 40-57.1 is authority of cities or counties to grant partial or complete property tax exemptions or the option to 
make payments in lieu of taxes for a limited period of time after negotiation with a potential project operator. The chapter 
also allows a project to receive an exemption from state income taxes for up to five years if approved by the State Board 
of Equalization. 
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Tax Incentive Programs 

enne 
From 2012 to 2014, 10 states and the District of Columbia passed laws that wil l  require regu lar  eva luat ion of 

economic development tax incentives or wil l  improve exist ing evaluation processes. These laws stand to provide 

lawmakers with hard evidence on the outcomes of their incentives, information they can use to shape pol icies 

that obtain the best possible results for the states' taxpayers and economies. (See Appendix for more details on  

these laws.) A number of additional states a re considering similar actions. 

This report advises states on how to design and i mplement these laws, so that tax incentives a re evaluated 

regularly and rigorously and so that lawmakers can use the findings to improve economic development policy. 

Building on the best practices developed in the 11 j u risdictions and elsewhere, the recommendations focus on 

three steps states shou ld  take to improve the accountabil i ty and performance of their  tax incentives: 

1. Make a plan: Determine who will evaluate. when, and how. 

2. Measure the impact: Assess the results for the state's economy and budget. 

3. Inform policy choices: Build evaluation into policy and budget deliberations. 



Make a plan: Determine who will evaluate tax incentives, 
when, and how 

I I/ I I . 

Determin ing how frequently tax i ncentives should be evaluated i nvolves str ik ing a ba lance: Programs need to be 

studied often enough to provide policymakers with up-to-date information,  but ana lysts need adequate t ime to 

produce thorough, deta i led stud ies. 

Most states with tax incent ive review processes have adopted schedules to study d i fferent groups of incentives 

each year, rather than attempting to cover all programs at once. This approach a llows states to leverage thei r  

exist ing resources for  ongoing and regu lar  evaluations, prov id ing a balanced workload for ana lysts. I t  also lets 

lawmakers focus on a select set of programs each legislat ive sess ion .  In most states-includ ing Connect icut, 

F lor ida, Indiana, Maryland,  M ississ ippi, and Rhode Island-all incentives are reviewed at least once every th ree to 

five years. Some states have adopted longer cycles; A laska conducts evaluat ions every six years and Washington 

every 10 because, in addit ion to incent ives for economic development, they review a broad a rray of other tax 

exempt ions, deductions, and cred its.1 
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Concurrently reviewing tax incent ives with s imi lar  goals can help evaluators compare the resu lts of various 

programs and ident ify which provide the greatest return on investment. This approach a l so enables pol icymakers 

to study whether incent ives with s im ilar goals a re being coord inated effectively. 

Oregon's process reviews s imi lar  tax c red its in the same year, placing those designed to promote education in 

one eva luat ion group, for example, and those created to further economic deve lopment in another.2 L ikewise, 

under a 2014 law, A laska wi l l  eva luate incent ives in groups based on wh i ch agency admin isters the programs.3 

Where incentives have statutory expirat ions, or "sunsets," states should coord inate the i r  eva luat ion schedu les 

with those dates. Sunsets for tax incentives give policymakers a chance to decide whether programs should be 

extended, a ltered, or a l lowed to end.  Eva luations can help lawmakers with these decis ions. Oregon-which in  

2009 placed sunsets on v irtua l ly  a l l  of i ts  tax credits-schedules evaluations to f in ish  i n  the months before each 

incentive is set to expi re.4 Washington and Maryland have also tried to synchron ize the i r  evaluat ion schedu les 

with sunsets.5 

Evaluating tax incentives takes cooperation among multiple state offices 
or agencies. 

i) I Y 

Eva luat ing tax incent ives takes cooperat ion among multiple state offices or agencies. For example, under a 

2013 Flor ida law, two legislative staff offices use their  d ist inct sk i l ls  to review programs together. The Office 

of Economic and Demographic Research-with its background in economic ana lysis-studies the effects of 

incentives on job creation,  revenue, and a variety of other useful ind icators. The Office of Program Policy Ana lysis 

and Government Accountabi l ity, which specia l izes i n  examining the deta i ls  of government in it iat ives, provides 

recommendations on how state agencies can admin ister incentives more effectively. 

Alaska d ivides responsib il it ies for its evaluation process through a collaborat ion between the legislative and 

execut ive branches. The Department of Revenue works with other state agencies to report basic information 

on each incentive, inc lud ing a descript ion of the program, its goals, and its cost. Nonpart isan analysts i n  the 

Legislat ive F inance D iv is ion use that information to assess whether programs ach ieved their goa ls and to make 

policy recommendations. 

Severa l states have had success working with experts outside of government to eva luate tax i ncent ives, 

by contract i ng with academic or pr ivate sector economists. Th is  approach can help states supplement the 

knowledge a nd skills of the ir  employees, leading to more rigorous eva luat ions.  Under a 2014 law, Mississippi's 

incent ives wi l l  be eva luated on a four-year cycle by the Un iversity Research Center, an office with in the state's 

h igher education system that regularly conducts economic ana lyses for state government.6 

States often create tax incentives without clear goa ls. It is d ifficu l t  to assess success when pol icymakers are 

unsure what the i ncentives a re i ntended to achieve. 
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To resolve th is  issue, a 2013 Vermont law set up a process to draft proposed goals for each of the state's existing 

tax credits, exempt ions, and dedu ct ions.7 To do so, legislative staff stud ied the statutory description of the 

incentives and available legislative records. The following year, lawmakers adopted goals for each program based 

on th is  research.8 S im ilarly, Nebraska approved in  2014 a law c lar ifying the purposes of its key tax i ncentives.9 

Because a state's economic goals a nd strategies change over t ime, an eva luat ion process can provide an 

opportun i ty to revis it  and refine the a i ms of i ncentives accord ing to the latest state prior it ies. Rhode Is land's law 

requ i r ing regular evaluat ion of major economic development tax i ncentives inc ludes a provis ion encouraging the 

eva luators to point out cases in which clearer goals would have made it easier to assess success.10 The idea is to 

prompt lawmakers to revise the goals, a l l owing future eva luat ions to draw more defi n i t ive conc lus ions. Indiana 

inc l uded a s imi lar prov is ion i n  its 2014 eva luat ion law.11 

States are more l ike ly to be able to rigorously measure the results of tax incent ives when agencies share data 

effectively. For example, the Iowa Department of Revenue and agencies that award tax credits, such as the 

state's Economic Development Authority, have worked together to track when the state awards credits and when 

compan ies cla im them on their  tax returns.12 Thanks to this effort, Iowa has better est imates of how much tax 

credits cost and has been able to perform more thorough analyses of its i ncentives.13 

One challenge states face is prov id ing deta i led data to evaluators wh ile ensur ing that sensit ive company-specif ic 

i nformation remains private. For example, tax-collect i ng agencies a re often statutor i ly  forbidden from shar ing 

tax return data, even with other state agencies. However, states have had success in creat i ng except ions to these 

restrictions wh ile balanc ing conf identiality concerns. A case in point is Louis iana,  where state law establishes a 

set of rules under which the economic development department may obta i n  and  ana lyze company-specif ic data 

gathered by other agenc ies, i ncluding tax data from the state Department of Revenue.14 

Often, states collect valuable i nformation d i rectly from the compan ies benefitt ing from incent ives. For i nstance, 

data provided by f i lm product ion compan ies i n  Massachusetts helped the Department of Revenue conduct a 

rigorous eva luat ion of the state's f i lm tax cred its. The study depended on knowing how much of the productions' 

spending went toward salaries for actors and d i rectors-many of whom l ive out of state-as opposed to in-state 

res idents and busi nesses. By d ist ingu ish ing between these d i fferent types of employees, the data supp l ied by 

the production compan ies a l lowed evaluators to est imate how much economic act iv ity the f ilms generated for 

Massachusetts.15 

I I  t . 
When states set up processes for regu lar  evaluation, they typica lly requ i re that i n cent ives created in future years 

w i l l  also be studied. For example, Rhode Island evaluates existing tax i ncent i ves at least once every th ree years. 

Any new programs the state enacts a re eva luated with i n  five years of going i nto effect-to give them time to 

work before the state measures thei r results-and then subsequently every three years.16 

States have also put in place pol ic ies designed to make sure that analysts w i ll be able to successfully evaluate 

new incentives in the futu re. Several states, i ncluding Arizona, Colorado, New Mexico, and Vermont, requ ire b i l ls  

creating new tax i n cent ives to def ine their goa ls  in  order to avoid any confus ion about legis lat ive i ntent when the 

programs are reviewed later.17 
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I n  2013, Wash ington enacted a law requ i r ing that proposed tax incentives inc lude a "performance statement" 

designed to help the state's Jo int Legi s lat ive Audit  and Review Committee-which eva luates incentives on a 

10-year schedu le-determine whether the programs in q uestion succeeded. Each statement documents the 

purpose of the tax incentive, how the state wi l l  know whether the program accompl ished its goa l ,  and what data 

evaluators wi l l  need to conduct the review.18 

States have analyzed the effects of tax incentives on employment, wages, 
economic growth, tax revenue, and dozens of other measures. 

Measure the impact: Assess results for the state's economy 
and budget 

I I 

There is no single best metric for assessing the resu lts of economic development programs. States have analyzed 

the effects of tax incentives on employment, wages, economic growth, tax revenue, and dozens of other 

measures, and they should consider which of these metrics wou ld  best help determine whether a given program 

is ach ieving its objectives. 

Because Minnesota's Job Opportun ity Bu i ld ing Zones program was designed to help economica l l y  troubled 

communit ies, the legislative auditor prepared a n  eva luation of the program that assessed whether it had been 

effect ively ta rgeted to a reas in need. The report's authors determined each community's l evel of distress based 

on measures such as unemployment a nd poverty rates. They concluded that more prosperous a reas were just as 

l ikely to receive benefits as the struggl ing p laces the incentive was designed to he lp.19 

Although tax incentives provide benefits to businesses, they do so 
with the intent of helping people find jobs, increase their earnings, and 
become more economically secure. 

Many eva luat ions study how incentives affect businesses, estimating the effects on compan ies' i nvestment and 

expansion decis ions.  But a lthough tax incentives provide benefits to businesses, they do so with the intent of 

helping people find jobs, i ncrease their  earn ings, and become more economica l l y  secure .  Therefore, eva luators 

shou ld a lso select metrics that w i l l  show how incentives a re affect ing state residents. I n  Maryland, an eva luat ion 

of the state's Enterpr ise Zone program showed that many res idents of the d istressed a reas whom the incent ive 

was supposed to he lp  were probably not benefitting from it .  The study looked at the level of educational 

atta inment of zone residents compared with that requ i red by emp loyers in the zones a nd found that many 

residents lacked the necessary ski l ls .  The report suggested coord inat ing the incentive more closely with state 

workforce tra i n ing programs to he lp more of the target population benefit.20 
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Some incent ives p rovide benefits on ly after a company has met job c reation or i nvestment req u i rements. Others 

make i ncent ives ava i l ab le upfront, even though the economic benefits w i l l  not mater ia l ize unt i l  later. To j udge 

effectiveness, therefore, states need to study programs over a long enough period to adequately gauge their  costs 

and benefits. 

A 2014 eva luat ion of Massachusetts' f i lm tax credit addressed th is issue by measur ing the program's cost per 

job s ince its creat ion i n  2006.  This approach he lped smooth out changes i n  the tax credit's resu lts from year to 

year that related to the t im ing of costs and benefits. For example, f i lm production companies could only c la im the 

benefits after they had created the jobs, so the program had an art i fic ia l ly  low cost per job i n  the f i rst year. On the 

other hand,  it had a n  artif i c i a l ly h igh cost per  job in 2010 because few movies were f i lmed i n  Massachusetts that 

year, but the state was sti l l  paying for credits earned in earl ier years.21 

\ lS .d I 1 r l 'C (_ f ct 
Tax i ncentives can prov ide economic benefits to states only to the extent that they change bus iness behavior, 

such as by encouraging companies to create jobs or make i nvestments they wou ld  not otherwise have made. 

Therefore, h igh-qua l ity eva luat ions est imate the degree to which i ncentives spurred changes as opposed to 

rewarding what bus inesses would have done anyway. 

One way states have done th is  is to study how large an i ncent ive is in the context of a busi ness' overa l l  costs. 

For example, an i ncentive that reduces a company's costs by 10 percent is  more l i kely to spur act ion than one 

that lowers them by 1 percent. An Oregon study of tax credits for renewable energy projects, such as wind and 

solar farms, determined the  c i rcumstances in which the incent ives were substant ia l  enough to change f inanc ia l ly  

untenable projects into v iab le  ones.  The study found that sma l ler projects depended on the incent ives more for 

the i r  success, wh i le  some la rger projects were l i ke ly to be bu i lt without them.22 As a resu lt, Oregon lawmakers 

modified the state's renewable energy i ncent ives to focus on smal ler-sca le projects.23 

S imi la rly, a 2014 M i nnesota eva luat ion of a tax c redit  for angel investors-qua l i f ied i nd iv idua ls and investment 

funds that provide f inanc ing to smal l  bus inesses-pointed out that some of the ind iv idua ls  receiv ing benefits 

had persona l  stakes i n  the companies i n  wh ich  they invested .24 It concluded that these " ins ide i nvestors"

often executives or  board members-were less l i ke ly to need the i ncent ives to encourage them to i nvest than 

were venture capita l ists not aff i l iated with the companies.  At the same t i me, the eva luat ion concluded that the 

incent ive was a cost-effective opt ion compared with a lternative strategies for growing the state's economy. In 

response, the Legis lature expanded the program but l imited the ab i l ity of i ns ide investors to part ic ipate.25 

l l 

The impact of incent ives is not conf ined to the companies that receive them and the i r  employees. High-qual ity 

eva luations measure the net effect of i ncent ives on the state economy by examin ing the posit ive or  negative 

effects of incent ives for other bus inesses and ind iv idua ls. 

An eva l uat ion of Lou is iana 's Enterprise Zone used academic research on economic development to i dent ify 

ways to reduce negative effects of the program on other state businesses. This research ind icated that in certa in  

economic sectors-reta i l ,  restaurants, hotels, and hea l th care-many of the jobs for  which companies received 

incent ives were l i ke ly  to have come at the expense of exist ing Lou is iana j obs i n  those same sectors, negat ing 

much of the i ncent ives' posit ive effects. The research a lso showed that these negative effects were far less l i kely 
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to occur in other sectors, such as manufacturing.26 Subsequent ly, the Legis lature l im ited e l ig ibi l ity for the program 

to d irect more of the i ncentives to those sectors in which the net benefit for the state wou ld  be greatest.27 

n,1 rr "'f' l it I i'r ( t•1Pr P("'' ,)r ' it  ciC'VC'lopmr:rit ct ;-it0g1r ..:; 
Like a l l  state budget decisions, offering tax incentives involves a trade-off: A do l lar  used by a state on an i ncentive 

is a do l lar  that cannot go to other economic deve lopment programs, state services, or broad-based tax cuts. To 
accurately ana lyze the resu lts of tax incent ives, states must consider the economic effects of these trade-offs. 

One way to do so is  to compare the effect iveness of tax i ncentives with that of a lternative economic development 

strategies the state is pursuing or might pursue to achieve the same goa l .  

A study by  legis lat ive staff of North Caro l i na's f i lm tax  credit shows how sign ificant th is  consideration is i n  

measuring the  results of incentives. Accord ing to the eva luat ion, the state's $30 m i l l ion in  f i lm  incentives created 

between 55 and 70 jobs in  2011. However, the report also found that an equa l ly  large cut in bus iness tax rates 

wou ld have had a bigger economic impact, y ie lding between 370 and 450 jobs.28 
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Inform decisions: Build program evaluations into policy and 
budget deliberations 
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High-qual ity eva luations go beyond s imp le  yes-or-no verd icts on tax incent ives and i nstead offe r concrete 

recommendations for improv ing resu lts. When an incent ive is  effective, means for obta in ing better outcomes 

may st i l l  exist .  When an  i n cent ive is  not working we l l, the best a pproach might be to change i t  rather  than 

e l im inate it .  

A review of Louisiana's Qua l ity Jobs program pointed out several ways in which it risked encouraging the creation 

of l ow-q ua l ity jobs. For i nstance, the ru les governing the tax credit did not ensure that emp loyers who c la imed it  

wou ld  provide emp loyees with the level of health i nsurance pol i cymakers had i ntended. I n  response, the state's 

economic development agency u pdated the rules to requ i re companies to offer better coverage and to provide it 

for new emp loyees with i n  90 days.29 

Eva l uations can a lso point out how i n cent ives can work better for businesses. I n  O hio, one of the  state's key 

incentive programs requ i red  loca l  governments to provide match ing funds in order for companies to qua l ify. 

A 2009 eva luat ion fou n d  that the  incent ives were general ly working wel l  but that these local  matches cost 

businesses more in transaction costs than they were worth whi le  also p lac ing a f inanc ia l  stra in on local  

governments.30 Based on the report's recommendation, lawmakers e l iminated the loca l  match requ i rement.31 

c. 'C 1 a r  

One way states have ensured that  po l icymakers consider the resu lts o f  eva luations is to ho ld committee heari ngs 

in which key legislators can d iscuss the f ind ing with the ana lysts who conducted the research .  Several states, 

inc lud ing Arizona, Iowa, I n d iana,  Mary land,  Mississ ippi ,  and Washington, use th is  approach .32 In addit ion,  

committees often use the h ear i ngs to receive input from taxpayers, businesses, and  other stakeholders. Many of 

the panels a lso make pol icy recommendat ions, us ing what they have learned from the eva luat ions and test imony 

to provide guidance to the  ful l  Legis lature.  

A 2013 Rhode I s land law connects the eva luations d i rectly to the state's budget process. The governor's budget 

proposal must inc lude recommendations on whether to cont inue, change, or end each i ncent ive eva l uated 

dur ing the past year. Legislators then ho ld  hearings on the recom mendat ions, a l lowing lawmakers to consider tax 

i ncentives a longside other spend ing pr ior it ies.33 

States have also p laced statutory expirat ion dates, or sunsets, on tax incentives to encourage lawmakers to 

regu larly review resu lts. In Oregon, for example, most tax credits expire every six years un less lawmakers renew 

them.34 This approach has led po l icymakers to ident ify and use i nformation about the effectiveness of incent ives 

as they debate whether the programs should be extended, a ltered, or a l lowed to expire.  I n  2011, the Oregon 

Legis lature tasked the n ewly created Jo int Committee on Tax Credits with reviewing and  proposing changes to 1 8  
expir ing credits. T h e  committee requested eva l uations o f  t h e  programs a n d  h e l d  hear ings to review t h e  evidence 

and receive test imony from important stakeholders. 
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Ult imately, based on the committee's recommendation, the Legis lature a l lowed some l i tt le-used cred its to 

expire whi le it extended or redesigned others, i nc lud ing a tax credit for renewable energy projects, such as wind 

and solar farms, which had grown fa r more expensive than anticipated .35 Lawmakers revised the program in  

2011 to focus on  smal ler-sca le  projects,36 after an eva luat ion found that the tax cred i t  was less l ikely to inf luence 

whether larger-sca le projects were bu i lt .37 In addit ion to increasing the program's cost-effectiveness, the 

changes were expected to save Oregon $20 m i l l ion  over the next two years and h u ndreds of m i l l ions of dol lars 

after that period .38 

T 

ll 

4 � L , iber of r 1 E'L !:ts 
rE r ewed wrtl OU� er rnges 

Conclusion 

5 N L. n+-'• of uec<•t-
rE. h <;1 'PC -1 anJ rc:n '\'l•>d 

9 ��t.mber  of cred its 
al lowed to expire 

Pol icymakers want tax incent ives to provide the best possib le outcomes for states' economies and budgets. 

For that reason, measuring the results of these programs is cr it ical .  Doing so invo lves th ree steps: creating 

an eva luat ion plan, measuring incent ives' impact, and connecting the results to the pol icymaking process. 

When states have taken these actions, they have been ab le  to ident ify what is working a nd what is  not. Then, 

lawmakers have succeeded in  using that information to improve the effectiveness of the ir  incent ives. In th is 

way, regu lar, rigorous, po l icy-relevant eva luat ions of tax incent ives stand to make states more economica l ly 

prosperous and fisca l l y  sound, to the benefit of businesses, workers, and taxpayers. 
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From 2012 to 2014, 10 states and  the D istrict of Co lumbia passed laws that w i l l  requ i re regular  evaluat ion of 

economic development tax i ncent ives or w i l l  improve existing evaluat ion processes. These laws a re described 

below. 

rJctska 

What it does 

What it does 

10 

Nonpartisan legislative staff reviews all tax credits, exemptions, and 

deductions on a six-year cycle. 

The review schedule is organized so that every incentive that a state 

agency admi nisters is evaluated i n  the same year, al lowing lawmakers 

to compare the results of similar programs. 

The Department of Revenue documents the costs and goals of each tax 

expenditure to help the legislative staff assess how well the programs 

are working. 

The evaluations determine whether incentives are achieving their goals 

and offer recommendations on whether they should be continued, 

modified, or ended. 

)f I 
-

Economic development incentive programs are reviewed on a three

year cycle. 

Two legislative offices, one with expertise at program evaluation and 

one with expertise measuring economic results, conduct evaluations. 

State agencies are i nstructed to provide data as needed to legislative 

staff members who evaluate programs. 

When provided with tax data, legislative staff must follow existing 

confidentiality requirements. 

• 
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What it does 
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. An evaluation of each tax incentive is required every five years. 

Nonpartisan legislative staff-with experience studying incentives-is 

responsible for the evaluations. 

A legislative commission is assigned to oversee evaluations. 

The commission holds public hearings and makes recommendations to 

the General Assembly on programs u p  for review. 

H B 31?, er1ac c c  L.L e 1 0, ....'.0 ·  � 
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State agencies report annual ly on tax incentives. 

The reports identify incentives' intended purpose, beneficiaries, and 

unintended consequences. 

House and Senate committees hold hearings on the evaluations every 

other year, ensuring that lawmakers regularly discuss the results. 

The committees review any incentive that resulted in lost revenue in 

the previous three fiscal years and may provide recommendations to 

the Legislature. 
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What it does 
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What it does 
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For specified tax incentives, nonpartisan legislative staff members 

identify the programs' goals and assess whether they are being 

achieved. 

For incentives with sunset dates, reviews are timed to take place before 

the programs' expiration to allow policymakers to use the reports to 

make decisions. 

For each tax credit up for review, legislative leaders appoint an 

eva luation committee with lawmakers from relevant House and Senate 

committees. 

The evaluation committee holds public hearings to discuss the reports. 

The committee is  responsible for recommending whether incentives 

should be continued, modified, or ended. 

The University Research Center, an office led by the state economist, 

studies al l  economic development tax incentives at least once every 

four years. 

New tax incentives are evaluated within five years of enactment. 

The reviews examine the goals of the programs, the number of jobs 

created, and how much revenue the state is  forgoing. 

State agencies are instructed to provide information to the center as 

needed to complete the review. 

University Research Center analysts follow a confidentiality agreement 

specified i n  statute. 

If a thorough review isn't possible, the evaluators recommend how to 

i mprove data gathering. 
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A bicameral committee of lawmakers known as the Joint Committee on 

Tax Expenditure Review considers tax credits and exemptions. 

The committee defines what qualifies as a tax expenditure. 

The committee studies tax incentives and other tax expenditu res on a 

five-year cycle. 

For each reviewed incentive, the committee may make policy 

recommendations. 

�f: \( t: ' " � • § f + " ,_ l '" 7 What it does . :· . . · 
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Ta x incentive eva luations are standardized, with nonpartisan legislative 

staff responsible for each study. 

The reviews must include the purpose, beneficiaries, and effectiveness 

of the incentive. 

Evaluations are scheduled for completion before expiration dates. 

Policymakers have useful, up-to-date information to help them decide 

whether to extend or alter a n  incentive or let it expire. 
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Department of Revenue economists study existing tax incentives on 

a rotating three-year cycle, with new incentives reviewed within five 

years of creation. 

The eva luations include both fiscal and economic results. 

The reports note whether changes to data gathering or clarification of 

legislative intent could improve future evaluations. 

The governor's budget proposal includes policy recommendations on 

each incentive that has been evaluated i n  the past year. 

Legislators hold hearings on the recommendations, a l lowing lawmakers 

to consider tax incentives alongside other state spending priorities. 

New tax incentives expire 10 years after their effective dates unless 

extended by lawmakers. 

The state's long-standing evaluation process, led by legislative audit 

staff, helps policymakers decide whether to extend incentives when 

they reach their sunset dates. 

New tax i n centives must include detailed "performance statements" 

identifying goals and metrics. 

The performance statements include plans for gathering the data 

needed to evaluate incentives. 



What it does 
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The chief financial officer reviews tax incentives and other types of tax 

credits, exemptions. and deductions on a five-year cycle. 

The reports include policy recommendations and evaluate whether 

credits, exemptions, and deductions meet their intended goals. 

The analysis of economic development tax incentives includes an 

additional requirement to measure economic impact. 

The reports assess whether economic growth would have occurred 

without the incentive. 

The analysis examines whether the economic benefits of incentives 

were offset by negative effects on other businesses. 
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For further information, please Vlsit: 

Contact: Josh Goodman, officer, economic development tax incentives project . The Pew Charitable Trusts 
Email: 1good111an;<:i.pewtrusts.org 

Phone: 202-540-6386 

Project website: pewtrusts.org/taxincent.1ves 

The Pew Charitable Trusts i s  driven by t he power of knowledge to solve today"s most challenging problems. Pew applies a rigorous, analytical 

approach to rmprove public pol rcy, rnform the publ rc .  and rnv rgorate civic life. 
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Dear Reader : 

l n  Lhe wake o [  Lhe GreaL Recessio n ,  sLaLes have Lo do more wiLh less-so every 

dollar counts. Lavvmake rs a re looking Lo get the ir  fiscal houses in order, de l iver  

cri lica l se rvices mo re e ffect ively and al a lovver cost ,  and invesL where the  p roven 

reLUrns are greatest , in areas LhaL vvi ! l  generate d i vi dends over the short and l ong 

te rm . The Pew CenLer on Lhe Stales works on a range o f  i m ponanL issues Lo he l p 

Lhem do j usL that .  

SLaLes spend bi l l ions o f  dol lars annual ly  o n  Lax incemi ves for economic 

deve l opmen t , o fferi ng businesses c red i Ls ,  exemptions, and deduct ions to l ocale , 

h ire , expand and invesL w i t h i n  Lheir  borders .  BUL th is  report , Evidence Cou n ts ,  
fi nds t hat  h a l f  t he slates have n o L  taken basic steps L o  produce and connect 

pol icy makers wi th good evidence o f  whether these tools de l iver a sLrong return 

on taxpayer dol lars. This knowledge gap is part icu l ar ly worrisome at  a Lime o [  

L igh t  budge ts and s l uggish econom i c grow th . If po l i cy makers do not  base thei r 

dec is ions abouL tax incent ives on good i n [orma L ion , Lhey cou ld  be spending scarce 

resources unwisely. On Lhe other hand,  i[ t hey do not use th ese i ncent ives or use 

Lhem wel l ,  t hey cou l d  be m issing ouL on opportun i t ies to create j obs and at tract 

new businesses .  

This repon bui lds  o n  Pew's e fforts Lo provide decision-makers \V i t l1 im portant 

in lorrnation about both the fiscal cha l lenges t hey face and data-d ri ven policy 

op t i on s . We h o pe t h is work w i l l  i n form and guide stale leaders as they chart a 

paL h t oward recovery Loday and sustainabi l i Ly tomorrow. 

S i ncerel y, 

Susan U rah n 

Managmg D i recLo r, Pew CenLer o n  the SLaLes 
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Exe cut ive S u m m a ry 

I n  Lhe i r  quesL Lo sLrengLhen Lhe ir  

economies,  part icul ar ly in  the  wake of  

the Great Recessio n ,  states cont inue Lo 

re ly heavi ly on tax incent ives, inc luding 

c red its ,  exempt ions ,  and ded uct ions,  

LO encou rage b usinesses to l ocate,  h i re ,  

exp;:rnd , a n d  invest w i th in  the i r  borders. 

YeL ha l f  Lhe stales have noL La  ken basic 

steps LO produce and conneCL policy 

make rs with goo d  evidence of whetl1er  

these Lools  de l ive r  a s tro ng return on 

taxpayer do l l ars. 

Research by the Pew Center on the Slates 

concludes l 3  states are l eading the way in 

ge neraL ing m uch -needed answers about  

tax i ncenuves' e ffect iven ess . Twe lve stales 

have mixed resul Ls .  The other  25 stales, 

along vvi Lh  \VashingLOn ,  D.C . ,  are t ra i l i ng 

behi n d .  

Al though no o n e  knows t h e  to ta l ,  

pol icy make rs spend b i l l i ons o f  d o l lars 

annual ly  on Lax incen uves for economic 

development .  and use of these i nvest rnenLs 

appears to have grow n  subsLant ially s i nce 

t he 1 970s. Today, eve ry slate has al least 

one Lax incen t ive program,  and most have 

at least several .  Frequent ly, t hey are used 

as part of a bidding war between states 

over fi rms seeking Lo rel ocate or  expand .  

I f  one  slate offers a Lax c red i t ,  o thers o fLen 

feel  compel led to match i t  or  risk being l eft 

behind .  

But no state regu l arly and rigorously tests 

wheLher Lhose investments are working 

and ensures lawmakers consider this  

i n formati on  when decid ing whether Lo 

use Lhern , how much to spend ,  and who 

should get them. O ften ,  states thaL have 

conducted rigorous eva lualions of some 

incentives vir tua l ly  ign o re others or  assess 

them i n frequent l y. OLher sLaLes regular ly 

e xamine Lhese investmenLs, but  not 

Lhorough ly enough . 

The good news i s  that  a weal th o f  

p romising approaches exisLs for lawmakers 

LO emulate .  

Eval uations are most valuable when 

they i mprove pol i cy choices. Some 

stales are l eaders because of t he scope o f  

t h e i r  assessments:  Thev have reviewed ; 
al l  major Lax ince n tives and have taken 

steps Lo i ntegraLe Lhe resul ts into pol icy 

and budgeL  de l ibe rat ions .  Oregon , for 

example ,  gives iLs i ncent ives expiraL ion 

dates,  or ''sunsets," which force lawmakers 
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Overal l :  How are states doing? 
13 
Leading the way 

States meeting both 
criteria for scope of 
evaluation and/or both 
criteria for qual ity of 
evaluation. 

States meeting only 
one of the criteria for 
scope and/or quality of 
evaluation. 

SOURCE Pew Center on the States ana lysis 

States not meeting 
any of the criteria for 
scope or quality of 
evaluation. 
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E X E C U T I V E S U M M A R Y  

L o  exami ne them peri od ical l y. Arizona,  

lowa,  and \rVashington also are try ing Lo  
ensure their evaluat ions  become pan of  

the pol icy-maki ng process. 

Otl1er  states have d ist i n gu i shed 

themse lves t h rough the qua l i ty or  thei r 

anal ysis . I n  Connect icut ,  a study of  

the job Creation Tax Creel i t  provided 

eviden ce that the i n vestment  had 

benefited the stat e ,  and in vVi sconsi n , 

pol i cy makers scaled back the state's 

film tax credi t  a fter an eval uation  found 

i t  to be h i ghly  ineffect ive .  The best 

evaluat ions a l so h i gh l ight  o pportun i t ies 

for i m p rovement. Lou is iana's eco n om ic 

development. agency d iscove red that 

one tax i ncent ive i t  p revi ous ly  cre d i ted 

wi th creaun g  more than 9 , 000 jobs had 

prod uced a th i rd of that n umber. By 

taking a c loser look,  the agency ident i fied 

a numbe r of ways the i nce nt ive could 

be strengthe ned , many o f  which were 

adopted by state o ffic ia l s .  M i nn esota 

clw.nged a part i cu lar  i n centive when a 

more t horo ugh eva l uat i on concluded i t  

cost five t imes a s  m u c h  p e r  job a s  the 

state previous ly  be l i eved . 

Pe w reviewed nearly 600 documents and 

i n te rviewed m ore than 1 7 5 govern m en t  
officials and  experts t o  examine h ow-and 

how wel l-states gauge the e ffect iveness 

of thei r Lax i ncentives, i f  they do so at 

a l l .  We also sought to iden t i fy promising 

approacbes to doing it righ t .  

In assessing state pract ices, th is study 

does not take a posit ion on whether tax 

i.ncen t ives for economic development are 

good or bad . Rather, we exami ned t he 

e ffectiveness o f  eacb states eval uations, 

focus ing on whether, and to what degree ,  

they do t h e  fol lowing: 

1. I n rorm policy choices 

2. Include all major  tax incentives 

3. Measure economic i mpact 

'-t. Draw clear conclusions 

Tax i ncentives cost bill ions of  do l l ars every 

year, and states rely  h eavi ly  on tbem to 

p romote economic deve lopment .  Pol icy 

makers should know whether these tools 

deliver a strong return on i nvestment .  

Regular, rigorous,  and comp rehensi ve 

evaluat ions of tax incenLives are cri t ica l  LO 

the ir  ab i l i ty to do so . 
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E X E C U T I V E  S U M M A R Y  

Four criteria for effective evaluation 

Effe ct ive 
e va luat ions: 

Inform policy 
choices 

' 

Include all  major 
tax incentives 

Measure 
economic 
impact 

Draw clear 
conclusions 

W hat state s ca n do: 

Bui ld evaluation of 
incentives into policy and 
budget del iberations to 
ensure lawmakers use 
the results. 

Establish a strategic and 
ongoing schedule to 
review all tax incentives 
for economic 

development. 

Ask and answer the right 
questions using good 
data and analysis. 

Determine whether tax 
incentives are achieving 
the state's goals. 

4 PEW CENTER ON TH E STATE S  

A lea ding exa mple: 

Under a new Oregon law, tax credits expire every 
six years unless lawmakers extend them. During 
budget del iberations in  201 1 ,  legislative leaders 
set a spending cap on expiring incentives, 
driving policy makers to rely on evaluations to 
make tough choices about which incentives 
should continue, why, and in what form. 

In  2007, Washington began a 1 0-year process 
to review every tax incentive it offers. Today, 
nonpartisan analysts work with a citizen 
commission each year to analyze a particular 
group of incentives and make 
recommendations on whether and how they 
should change. Lawmakers review the 

recommendations at hearings. 

In  calculating the number of jobs a tax incentive 
was creating, Louisiana's economic 
development agency took into account that 
some businesses receiving the i ncentives 
competed with other businesses in  the state. 
The agency concluded that some newly created 
jobs merely displaced existing positions. 

In  201 0, Connecticut's economic development 
agency assessed the state's major tax credits, 
using sophisticated analysis techniques. The 
agency concluded that although some 
incentives were not meeting the state's goals, 
others were beneficial and cost-effective. 



• 

Th e P ro b l e m-a n d  Why I t  M atte rs 

ln 2 0 1 1 ,  as  they pondered how to c lose 

a budget  gap or more than $200 m il l i on,  

New Mexico lawmakers t urned their  

attent ion LO the state's tax credi t for movie 

and te levision p rod uct ions .  Since t he 

cred its creat ion i n  2002 , the cost had 

risen to mo re than $60 mil l ion a year. 1 

Lawmakers debated whether  i t  was a 

ripe target to help balance the budget or  

whether movie and televisi on productions 

generated en ough economic  act iv i ty to 

make up for the lost tax revenue . Each side 

had data to back up i ts v iew:  St ud ies of 

the credit  had produced w i ld ly d i,·ergcm 

answers. 

A 2008 study for the legislat ure , w ri tten by 

N ew Mexico State U niversitv researche rs ,  , 
found that the state's i nvestment generated 

j ust 1 4  cents per dol lar  in new revenue .  

From this perspect ive,  New Mexico was 

losing om on tens of m i l l ions of dol l ars a 

year-money that could have been used 

to he lp  balance t he budget or for other 

priori t ies .  2 

But a 2009 study produced by Ernst & 

Young [or the State Fi l m  omce found that 

every dolbr spent on the [i l rn  tax credit  

generated 94 cents in  new state reve nue . 

lt ind icated that New M exico was reaping 

su bstant ial economic benefi ts [or a c redi t  

that nea rly paid for i tsel f. ' 

Jn t l1 e  end .  the state capped t he program 

at $ 50 mi l l ion a year. The con Oict i ng 

studies, though , h ighl ighted the need 

fo r good data. With one d issent ing vote , 

lawmake rs passed a b i l l to require fi l m  

p roduction com pan ies to sub m i t  more 

deta i led i n fo rmation on t he i r spen d i ng 

and Gov. Susana M a rt inez (R) signed i t  

imo l aw. Now, the New Mexico Economic 

Deve lopment Depart mem wil l  be required 

to use the newly  col lected data to report 

on the cred i t's economic e ffect iveness. 

A l though the budget debate on the tax 

cred it was content ious,  the b i l l  requiring 

this new evaluation had broad support 

rrom the ri l m  industry and rrom the 

credi ts  crit ics .  "We need a rel iable study,"  

said  state Sen . Ti m Ke l l e r  (D).  sponsor o[  

the  b i l l . -1  

Li ke N e w  Mexico, most s tates are trying 

to rebui ld their budgets a[Ler having 

closed budget gaps tota l ing m ore than 

$ 500 bi l l ion in Lhe past five years, and 

many have noL  rega ined the privaLe-sector 

jobs losL d uring Lhe Great Recessio n . �  
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T H E  P R O B L E M -A N D  W H Y  I T  M AT T E R S  

SLaLe pol icy makers a lways are seeki ng Lo 

grow thei r economies,  but are under even 

greaLer pressure to do so. 

Tax i n cent i ves a re a leading Looi they 

emp loy. E very year, stales o ffer Lax credi Ls ,  

exemptions ,  and deduct ions Lo  encourage 

businesses Lo crea t e jobs and invest in 

Lhe local economy. Every sLaLe has al 

leasL one tax incent i ve program an d most 

have al leasL several .  I ncenlives LargeL 

businesses in  a particular i ndusL ry, such as 

rnanu facLU ri ng or mov ie producL ion , L hose 

i n  geograph ic ::neas needing deve l opmen L , 

or Lhose that meet ccnain c ri ter ia ,  such as 

h i r ing new workers .  Frequent ly, incell l i \'es 

are used as part o f  a bidding war between 

sLaLes ove r fi rms seek i ng Lo relocate o r  

expan d .  I f  one stale o ffe rs an incenL i \'e , i Ls 

compet i t ors often fee l compe l le d  to maLch 

i L  or risk being l dL beh ind .  '' I would love 

to compeLe j ust on the basis of qua l i Ly 

of l i fe and OLher att ribuLes than dol lars ,"  

says Alan Lev i n ,  d i rector of  Lhe Delaware 

Economic Deve lopment O ffice.  "But t hat 
is noL the way th e game is p layed Loday, so 

Decid ing  whet h e r  to m a k e  
t h e s e  i nvest m ents ,  how m uch 
to spend , and which bus i nesses 
s h o u l d  receive them invo lves 
po l icy choices with s i g n if icant 
i m p l icat ions .  

6 PEW CENTER ON T H E  STATES 

you have Lo bring the too l s  L haL everyone 

e lse has or you l ose.  "r' 

Deciding wheLh e r  Lo make Lhese 

investments, how m uch Lo spen d , and 

which businesses should receive them 

involves po l i cy choices wiLh sign i ficant 

i m p l icat i ons . 'VVhcn states o ffe r econo mic 

deve lopmem Lax incemivcs, t hey have 

less m oney Lo spend on educat ion ,  

t ransponaL ion , h ca l L h  care ,  a n d  other 

cri t ical  serv i ces . Con\'erse ly, i f  states d o  not 

use incemives or use them wel l ,  Lhey may 

be forgoing opponuni tie to create jobs 

and attract new businesses , among other 

bene fits . 

Thus,  i t  is panicularly  i m po rt an t  t h aL 

po l icy makers know i f  t hese i nvestmems 

are cost -e ffect ive . But mosL do nol have Lhe 

daLa to make LhaL determ ina t io n .  

The  stakes are h igh . Because the  numbers 

a re no t  regu l ar l y  and re l iably rep o rt e d , 

t h e  exact cost o f' s tates' tax i ncent i \'eS is  
un kn own . Some sta les  d o  not est i m at e 

or  publ i sh the cosLs, and among those 

Lhat d o ,  d i ffe re nces i n  me thodo l ogy 

pre ,·ent coming u p  vv i t h  a re l iab le  tota l . 

H owever, thaL  n umber i s  ce rtai n ly i n  the 

b i l l ions of dol lars . A recenL  study looked 

at  a selecL set of major tax i ncen t i ves , 

inc l ud ing ones fro m n ear ly every sLaLe , 

and found Lhe combi ned cost exceeded 

$9 b i l l ion . 7  Co ns ide r i ng a l l  tax ince n t i ves 

fo r economic devc lop me m , Lhe SO-state 

toLal l i ke ly is s ign i fi cam \y h igher. In 

addi L ion , L he i r  use appears Lo have 

• 



T H E P R O B L E M -A N D  W H Y  I T  M ATT E R S  

grown substant ia l l y  since the 1 970s . �  For 

example ,  in 2000 four  st ates had fi l m  Lax 

i ncentive programs , tota l ing  $3 m il l i on .  In 

20 1 1 ,  3 7 had such p rograms, provid ing 

$ 1 . 3 bi l l ion . 0  

The amoun t  o r  money at s take in  a st ate 

can be s ign i fi cant .  "For over a b i l l ion 

do l lars' worth  o f  business tax breaks [ in  

Massachuset ts ] , there are no measures 

o f  success , "  says Suzanne Bump (D) , the 

state's audi to r. ''N o  one is determin ing 

whether  i t's bene fi t ing the  i me nded 

rec ip ients or the  publ i c .  I t  shows the 

rea l  need for this kind of analysi s . " 10  

l n  Georgia ,  Lax credits for economic 

deve lopment are expected to cost the 

stale more than $ 1 00 mi l l ion i n  fiscal year 

2 0 1 2 . 1 1  A tax re form panel concluded l ast 

year that a l though the stale offe rs more 

than 30 cred i ts to businesses , "there is  

l i u le research t hat has evaluated t l1 e  value 

of economic  deve lopment tax cred i ts  i n  

general and i n  Georgia i n  particu lar. " 1 2  

Cal i fornia does not publ ish h igh-quality 

eva luations of a tax credi t  fo r research 

and development that costs more than $ 1  
b i l l ion annual ly 1 3  S ixteen states (Alabama,  

Alaska, Idaho,  l l l inois ,  Ind iana, Maine , 

Maryland ,  Mississipp i ,  Momana, Nevada, 

New Hampshire .  South Dakota, Ten nessee , 

Utah,  Vermom , and Wyorn ing) and the 

Dist rict  o f  Columbia did not publish 

a document between 2007 and 20 1 1  

that evaluated the e ffect iveness o f  a tax 

incent ive .  1 4  

States have found that  a high-qua l i ty  

eva luat ion can yie ld a d ramati cally 

d i ffe ren t  resul t  than a l ess thorough 

one .  For example ,  i n  Minnesota,  the 

Department  o f  Employment and 

Eco nomic  Deve lopment  est i mated that 

each job created through the slate's Job 

Opport u n i ty  Bu i ld ing Zones UOBZ) 

program cost about $ 5 , 000 .  A fter a 

more rigorous eval uati o n ,  the Legis lative 

Aud i tor's o ffice calcul ated a per-job cost of  

between $ 2 6 ,900 and $ 3 0 ,800.  1 5  Agency 

o ffic ia ls added rules designed Lo p revent 

com panies from c laim ing J OBZ benefi ts 

i [  they woul d  have located i n  the state 

wi thout the incemives. 

1 11 Louisiana,  the stale economic 

development department attribu ted more 

than 9 ,000 new j obs Lo i ts E merprise Zone 

program ,  but a few months later a more 

rigorous evaluation by the agency found 

the p rogram had produced only 3 ,000 net 

new jobs. i r>  The agency also found that 

when a new owner  bought a fi rm , the rules 

may have a l lowed the new owner to count 

existing employees toward the program's 

job-creat ion requi rernenls .  Decision 

makers changed the rules to keep th is from 

happening. 

ln both cases,  the evaluations 

informed policy cho i ces. with program 

improvements resul t i ng from the find ings . 

In many states , eva luat ion takes place for 

onl y  some econom i c  development tax 

incemives. Massachusetts, Michigan, New 
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T H E  P R O B L E M- A N D W H Y  I T  M ATT E R S  

Mexico, and Wisconsin have studied the i r  

fi l m  tax  cred i ts i n  recent years but  h ave 

not reviewed ot her types of ince nLive in 

the same detai l .  Other states review a l l  

the ir  econ omic development tax  incent ives 

but wi th m i n i mal rigor. In  Lou isiana, the 

Department of Revenue is requi red to 

report whether each c red i t ,  exe m pt ion ,  or 

deduct ion  has achieved i ts purpose and 

whether i t  was the most fisca l l y  e ffic ient  

means to reach that goa l .  ln  i ts 20 1 1 -

1 2  report , the  agency concluded that 

the purpose of  dozens of  i ncentives was 

''ach ieved i n  a fiscal l y  e ffect i ve manner,'' 

but offered no i n rormation on the i r  

econom ic resul ts .  1 7  

Less-rigorous esti mates o f  econom ic 

i m pact also can lead to vague or 

inconclusive fi ndi ngs .  l n  Cal i fornia ,  

companies c la i m i n g  tax breaks under  the 

state's En terp rise Zone program reported 

h i ri ng nearly 3 7 ,000 new employees i n  

2008 . B u t  t h e  s tate's Legis lat ive Analyst's 

O ffice cast doubt o n  wheL11er  t h e  p rogram 

was creat ing _jobs at a l l ,  a l though i t  

could n o t  p roYic.le a better est imate . 1 8 

l n  2007, Pennsyl vania 's De part ment of  

Commun i ty and Economic  Devel opment 

said the state's Keystone Opportun i ty Zone 

program had created nearly 64,000 jobs 

s ince 1 999 .  One year l a te r, the agency 

reduced i ts  est i mate Lo  l ess than 3 5 ,000. 

The next year, a l egislative commit tee 

review concl uded that ne i ther  number 

8 PEW CENTER ON T H E  STATES 

was re l iable and m ade suggest ions for 

im proving how data were col l ected and 

ana l yzed . 19 

In many cases,  not  only are states not 

geu i ng re l iable answers, they arc not even 

asking questions about the e ffect iveness 

of the i r  tax i ncentives.  Because t hey are 

genera l l y  not  considered pan of  the state 

budget ,  these incentives orten avoid 

scrut iny from e lected o fficia ls .  

l n  Ohio ,  the state Chamber of  Co mmerce 

and e ight regional  chambe rs i ssued a 

Decernber 20 1 0  report poi nt ing out that 

tax credi ts ,  deductions, and exempt ions 

"can be a trernendous economic tool . "  

However, the re port cont i n ued,  "Ohio h as 

no formal policies in p lace to regularly 

determ i ne what value i ts tax expendi tures 

are producing for ci t izens."  I t  ca l led for 

im provi n g  the scope and depth of  the 

state's evaluat ion e ffo rts , inc luding ''a ful l  

assessment of  both t h e  cost and economic 

benefit of  each wx expe n d i tu re . "20 

The good news is that pol icy makers i n  

Ohio and many other states are begin ning 

to scrut in ize tax incen t i \·es more carefu l l y. 

"! want the answers to a l l  o f  Lhcm,"  sa id 

state Rep .  David Dan k ( R) ,  who en-chaired 

an Oklahoma task force on tax ince nt i \TS 

in 20 1 l. "\tVhaL are they doing? How do 

the benefits match up to tl1e cost to the 
"" ')"'} ! Laxpayers r  -

• 



H ow Are States D o i n g ?  
To deLen11 ine wheLher pol i cy makers are 

gett ing the i n formaL ion to understand 

wheLher Lax i ncentives are del ive ri n a  b 

a sLrong reLUrn on i nvesLment ,  Pew 

reviewed n early 600 documents frorn 

sLaLe agencies and l egislaLive comm i ttees 

and in terviewed more Lhan 1 75 pol icy 

makers,  agency offic ia ls ,  and expe rL s .  

'vVe also rece ived guidance and inpuL on 

t l1 i s  research from seve ral i ndependent 

external advisers .  

'vVe narrowed t hat batch o f  clocumenLs LO  

s l ight ly fevver t han 300 by focusing on 

those that  were pub l ished or sponsored 

by a slate agency or legislat ive committee 

beLween 2007 and 20 1 1  and inc luded 

data or analysis on the cost or benefi t  or  

Lax i ncentives for economic development . 

N exL ,  we d i st ingu ished those thaL  were 

actual evaluat i ons .  DocurnenLs l1ad to  

aLt empL to  deLerm ine  the e ffec t iveness 

of an i ncemive rather  t han j ust report 

n umbers ,  and a lso cons ider the overa l l  

economic i mpact o r  the ince n t i ve ,  rathe r  

t han j usL  t h e  resu l Ls o f  a p ro j ect o r  

b us iness rece iv ing i t .  T h e  82 documents 

Lhat  rne L  t hese standards fo rm ed the 

bas is  o f  our  assessrnent. (More de ta i l  

on Lhe  meLhodology is  ava i lable in  

Appendix B .  Descri pL ions o f  other 

types o f  state d ocuments re lated to  tax 

incemives can be round in Append i x  C . )  

In assessing  the 50 slates a n d  Washi ngton ,  

D .C . ,  Pew examined both  the scope and 

qual i ty of st ates' evaluations .  

Scope.  We asked whether the state 

1 )  assesses all i Ls major  incenL ives fo r 

economic  developmen t ,  and 2) seeks 

to ensure that the resul ts i n form pol icy 

makers' deli berat ions.  The states raL ing 

on scope i s  based bOLh on the evaluations 

it conducted during  the study period 

and on interv iews with executive and 

legislative officia ls .  States that met these 

cr i ter ia arc lead ing t he way in Lh is area .  

States that met the fi rst cr i terion. but not 
the second have m i xed resul ts ,  and states 

thaL rneL ne i Lher are tra ihng behind (see 

table on page 1 0) .  

Quality. Pew looked al wheLher each 

eval uat ion 1) Lhorough l y  examines 

t he Lax incentive's i rnpacL on the state's 

economy, and 2)  d raws c lear concl usions 

abouL whether i t  i s  achieving Lhe stales 

goals  and how iL m ight be i mproved . 
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H OW A R E  S TAT E S  D O I N G ?  

SLaLes' raL ings o n  qua l i Ly a re based on 

the i r  s ingle best  eval uat ions .  That enabled 

us Lo idem i [y sLaLes thaL  have per[ormed 

qua l i Ly  eva l uaL ions at l easL once,  even 

i f  they h ave not  done so for a l l  tax 

incemives.  As \V i lh scope,  stales lead ing 

the way m e t  both cri Leria .  Those w i t h  

m i xed resul Ls meL j usL o n e  or  t h e  o ther, 

and t hose trai l in g  beh i nd met ne i ther  

(see table be low) .  

State-by-state rat ings for scope can b e  

fo und o n  page 1 3 .  SLaLe-by-sLale rat i ngs 

[o r qualiLy can be found o n  page 2 0 .  A l ist  

of Lhe documents used to determ i n e  slates' 

raungs can be found i n  Appendix C 

Rating the states 
Rating the 
scope of eval uation 

I nform Inc lude 
policy all tax 

SCOPE RATING choices incentives 

e Lead ing the way I/ I/ 

M ixed resu lts I/ 

Q Trai l ing beh i n d  

Overa l l  Rating 

The Lwo raungs a re combined [o r a n  

overa l l  raL i ng. A sLaLe t h a L  i s  lead i ng the 

way on e i ther  scope or  q ua l i Ly is lead i ng 

Lhe way ove ral l  SLaLes Lhat meL al leasL one 

o f  Lhe fou r  criteria but a re noL l ead i ng the  

way i n  sco pe o r  qual i ty hm·e m i xed resul Ls 

overal l .  SLaLes that d i d  noL  meeL any o [  the 

[our cr i Lcr ia  a re t ra i l i n g  beh i n d .  

This anal ysis shows tbaL a l though some 

sl at.es are doing a beuer JOb Lhan others,  

no stale has a complete picLure o f  \vhat iLs 

wx i n cemives are ach ieving.  For i nsLance , 

M i nnesoLa has pe r[ormed h i gh-qual i Ly 

eval uaLion s ,  b u t  on ly  for a smal l n umber 

o [  incemives.  Arizona rev iews most of 

Rating the 
qual ity of evaluation 

QUALITY RATING 

• Leading the way 

M ixed results 

M ixed resu lts 

Q Trai l ing behind 

Measure Draw 
economic c lear 

impact conclu sions 

The two ratings are combined for an overall rating. A state that i s  lead i n g  the way on 

either scope or  q u a l ity i s  lead i n g  the way overa l l .  States that met at  least one of the fou r  

criteria but a re n o t  lea d i n g  t h e  way i n  scope o r  qua l ity have m i xed resu lts  overa l l .  States 

that d i d  not m eet a n y  of the fou r  criteria a re tra i l i n g  beh i n d .  
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OVERALL: 50-STATE RATINGS 

I •  

Overal l :  How are states doing? 
13 
Leading the way 

States meeting both 
criteria for scope of 
evaluation and/or both 
criteria for qual ity of 
evaluation. 

States meeting only 
one of the criteria for 
scope and/or qual ity of 
evaluation. 

SOURCE: Pew Center on the States analysis 

States not meeting 
any of the criteria for 
scope or qual ity of 
evaluation. 
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H OW A R E  S TAT E S  D O I N G ?  

i L s  i ncenLives, bu L  \·V i LhouL  thoroughl y  

measuring t h e i r  economic  i mpact O regon 

is Lhe only state that  has per ro rm ed a L  

l east some h i gh-qu a l i ty eval uat ions an d 

inst i tuted l egisla t i ve review o r  a l l  i t s  rnaj or 

ince nt ives .  Howew r, O regon has not l i nked 

t hese two elements-t hat i s ,  the eva luat ions 

tba t l awmake rs re l y on are not always 

rigorous. 

A lower rat ing i n  this study does not 

necessari lv mean that the states tax , 
i ncenL ives are i n e ffect ive .  Con verse ly, a 
higher  rating docs not mean that the states 

pol icy makers a re making sound,  evi dence

based decisions on i ncent ives.  - tates were 

assessed on how well  Lhey evaluate tbe i r  

incen t ives , n o t  o n  t h e  mer i ts o r  e ffectiveness 

or the incen t i ves t h e rnse l ves . 

4 SCOPE O F  EVALUATION S :  

I I I nform i n g  Po l i cy 
Cho ices 

What states can do :  Bui ld  evaluation 

of incentives i n to pol icy and budget 

de l iberations to ensure lawmakers 

use the results .  

U n less pol icy makers act on the find i ngs , 

evidence or h ow wel l  tax in cen t ives a re 

work i ng might not  h e l p  ensure a strong 

ret u rn on the i m-cstmems. 

PEW CENTER ON THE STATE S  

One chal lenge states race i n  t rans l a t i ng 

e\ridence i n t o  pol icy is t hat lawrnakers i n  

most states d o  not regu l arly review tax 

incent ives . " I n  a n  operat i ng and ca p i ta l 

budge t ,  we review everyth i ng e\'ery year. 

Maybe noL as cardu l l y  as we should , but  we 

actua l l y  have LO take a vote on everything," 

says Sen . Liz Kruege r (D) ,  ran k i ng member 

o r  the New York Sena te F inance Commi ttee . 

On the other h an d ,  for tax i n cent ives, 

Krueger notes ,  "once i t  h its the books, i t  

i s  quite possi b le n o  one ever looks a t  i t  

again . ''22 

Only fo ur states-A ri zona,  Iowa, O regon , 

and Wa h i ngton-have i n tegrated 

e\'al uat ion of t h e i r  ma jor i n cen t i \-es i n to 

the pol icy process , ensuring that. those 

i n vestmems are regu lar ly reviewed . They 

offer ,·a l uable examples for other states to 

learn from 

ln Oregon , a 2009 law est.ab l ishecl 

expira t ion dates or six years for most  tax 

cred i ts .  The sunsets  were stagge red so 

1.hat  c redits with s i m i lar goals  would encl 

at t he same t i m e .  Those for economic 

deve l opme nt wi l l  expire together, as 

w i l l  incent i ves that  scr\'e goa ls such as 

i m p roving educa t i on .  That a l lows decision 

makers to com pare the resul ts  of si mi lar  

p rograms.  ''Tax cred i t s  had been in  a 

pro tected class for as l ong as l have any 

memo ry,"  says Sen. G i n ny B u rd ic k  CD) . 
co-chai r o f  the legislatures new joint  

Com mit tee on Tax Cred i ts .  ·'Th i put s  tax 

• 



Scope: How are states doing? 
4 
Leading the way 

States that i nformed 
policy choices with 
reviews of all major 
tax i ncentives. 

States that reviewed 
all major tax 
i ncentives, but fell 
short in using the 
data to i nform policy 
choices. 

SOURCE: Pew Center on the States analysis 

States that did not 
review all major tax 
i ncentives or use 
data to i nform 
policy choices. 
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c redits on t he same p laying neld as other 

expend i l u res. "21 

l n  20 1 1 ,  extending a l l  expi r i ng tax credi ts 

wou l d  h ave cost about $40 m i l l ion . But 

legis lat ive leaders told the j o i n t  Commit tee 

they had o n l y . 1 0  m i l l i on Lo work wit h .  

The combination o r  t h i s  spending cap and 

the sunsets rorced t h e m  to make Lough 

decisions.  The com m i ttee held hearings on 

t he credi ts  and so l i c i ted test imony Cro m 

state agencies,  busi nesses receiving the 

incentives,  and t h e  public .  "Once we went 

under the hood or  t hese Lax credi ts ,  t here 

were surprises i n  e\'e ry one,'' says Rep . 

J ules Bai ley (D),  one o [  t he commit tee co

cha i rs . 24 

l n  the encl ,  lawmakers a l lowed several 

incentives LO exp i re ,  buL the  bu lk  or  t he 

cost savings came f'rom signi ficant l y  

redesign i ng a t a x  c redi t  i n tended t o  

encourage a l te rna tive-energy p rod uct ion 

and conse rvat ion that  h ad grmvn t o  be 

far more expens ive than i n t en ded . Ot her  
credits we re extended for another  s ix  

years . ln  a l egislat ure nearly evenly di\icled 

between Re pub l i cans and Democrat s ,  there 

were only t h ree d issent ing votes on the bi l l ,  

wh ich was signed into b\N b y  Gov. J oh n  

KiLzhaber (D) . 25 

O regon lawmakers a re we l l  posi t ioned 

Lo regu l a rl y  scru t i n ize tax i ncent ives. B u t  

a l though t he sunset dates are wriuen i nt o  

law, there i s  no pol icy to ensure expi ring 

i ncenti ves receive i n -depth e\·a l uaL ion.  

1 4  P EW CENTER ON THE STATES 

St i l l ,  lawmake rs t h i n k  creat ing a budge t  

[or Lax i ncent iws and a legis lat ive 

com m i ttee Lo study them i s  a step in Ll1e 

right d i rection . ''Our \.vhole constitutional 

duty as a legisLu ure is  t o  balance t h e  

budget ,"  says Representat ive Vicki Be rger 

(R) , a com m i uee co-cha i r. ''l[ these are 

expend i tures, t hey need to be parl or the 

budget process. Thal· the pu rpose or  th is  

commi L tee ."20 

Since 2006, Wash ington State has had a 

strategy for rev iewing tax i ncent i ves that 

combines c i t i zen i n p u t ,  expert ;malysis 

from the legis lat i ve audi to r, and annual 

hea rings by legislat i ve leaders .  

1. A Ci t izen Com miss ion,  appointed 

by the governor and t he m ajor i ty  and 

minori ty leaders from the Senate and 

House, establ ishes a schedule to ensure 

t hat each Lax expen d i t u re is reviewed at 

least  once in a 1 0-year period . 

2 .  The nun panisan sL�1 rr lrorn the 
j o i nt legis lat i ve Aud i t  and Review 

Com m i t tee U LARC) eva luat es whether 

the  tax p re fe rences publ ic pol icy 

objective is being met and p rov ides 

recom mendation Lo cont inue ,  modi fy, 

or terminate the i ncentives. 

3 .  J LA RC sub m i t s  the report Lo  the 

Ci t izen Commi ssion along w i t h  

comments from t h e  Depart ment o[  

Revenue and the O ffice of  F inancial  

ManagernenL .  
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INCENTIVE PROFI LE #1 

OREGON'S STRATEG IC 
I NVESTM ENT PROG RAM 
Oregon's Strategic I nvestment 
Program (S IP) i s  i ntended to 
encourage compan ies to make l a rge 
capita l investments. 

The appl ication process inc ludes a 
pub l ic  hear ing,  a written agreement 
with the county where the i nvestment 
wi l l  be made, and fina l  a pproval from 
the Oregon Busi ness Development 
Commission. Approved projects 
receive a 1 5-year partia l  property 
tax exem ption . For exam ple,  a 
qua l ified company that made a $300 
m i l l ion investment in  new plants or 
equi pment wou ld  pay taxes on j ust 
$ 1 00 m i l l ion in the fi rst year, saving 
more than $3 m i l l ion .27 

In the 201 1 - 1 3  bienn ium,  S I P  i s  
expected t o  reduce local property tax 
reven ue by $ 1 9 1 m i l l i on .28 To offset 
this,  compan ies m u st pay service fees 
to the county and, if appl icable, the 
city or other service providers such as 
fire d i stricts. They m u st a l so agree to 
h i re local workers where practicable .  

The state budget i s  affected because 
the state m ust replace the revenue 
lost to school d istricts. However, as 
a property tax exemption, S I P  was 
not inc luded in the 2009 law that 
estab l i sh ed sunsets for tax credits. 

S ince the incentive was created 
in 1 993, the pr imary benefic iary 
has been semiconductor ch ip 
manufacturer I ntel .  

4. The commissio n  holds a publ i c  

hear ing on jL.ARC's report and p rovides 

its own consensus-based comments 

and recom mendations.  

5 .  The legis lative fiscal commiLLees 

h o l d  a joint  hearing on the report . 

''These are not easy analyses to do ,'' says 

forme r state auditor Ruta Fanni ng. "Having 

staff that work on these eva l uations every 

year h e l ps.  The i r  knowledge or the  tax 

code and experience doing t h ese ki nds o r  

evaluat i o ns can he l p  t hem l e a rn  rrom year 

to year in order to make i mp rovements . "  

Fanning notes that over the  years, J LARC's 

analysts h ave l earned how to ident i ry 

the o ften-obscu re origi.nal purpose of 
the incentives.  They a lso have become 

adept at comparing results rrom other 

states . Recent ly, pol icy makers granted the 

Ci t ize n  Commi ssion nexi b i l i ty to schedule 

reviews based on cri teria such as type or 

industry or  po licy focus,  rather  than j ust 

the year of enactment. This  enables J LARC 

LO com pare the  e ffect i veness or i ncent ives 

with s imi lar  purposes at the same t ime.29 

State Rep .  Gary A lexander (R) says JLARC 

analysts produce reco m mendations "rrom 

an unbiased standpoint ,  and that  i s  very 

h e l p ru l  when l con ider wheth e r  to pursue 

the i r  recommendat ions or not . "30 

Some commission membe rs say there 

should be more p ressure on legisl ators to 

act on the pan e l 's reco mmendat ions .  "It is 

a great p rocess i n  te rms o f  depol i t ic iz ing 
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i L ,  i t  is  a greaL p rocess i n  terms o f  

provid ing rea l l y  h i gh -qual i t y  analysis  

and i n formaLi o n ,  i L  i s  a great process in 

terms of  invo l v i ng publ ic  stakeholders 

and getting the i r  v iews on Lhe t ab l e ,  

b u t  i t  stops al  Lha l  poi n t , " says Wi l l i am 

Lon gb rake , a rnem ber of  the comm i ssion 

s ince iLs i ncept ion .  "There is nothing that 

requires the legis l ature LO do anything 

other than rece i ve the re port and ho ld  

one  hearing on  i t . " 3 1  T he commission 

recentl y  recommen ded that the l egis la LU re 

be more consistenL i n  sell i n g  sunse L s  on 

tax i ncemives LO e nsure action is Laken 

more often .  

" l t 's j ust a good idea to  revi e w  them 

per iodica l ly, "  says Re p .  JD.  Mesnard (R) , 

co-chai r o r  t h e  co m m i ttee , "and make 

sure t h ey're worth  i t. " L� 

Iowa's Legislat ive Tax Expen d i t ure 

Corn m i uee he ld i ts fi rst meeti n g  in  

Novembe r 2 0 1 1 .  Li ke Arizona, i L  has 

a schedule for reviewing Lax incent ives 

on a rive-year cycle .  I owas com m i t.tee i s  

requ ired b y  l a w  L O  report on t h e  return 

on invest ment the state is gett ing from 

the i ncemive p rograms,  but  has noL 

yet det ermined how i t  w i l l  make those 

calculaL ions .  It has the power to o ffer 

recom mendations, buL ,  u n l ike Arizona , 

Arizona and Iowa have not  gone as far as i l  is not requi red lo and has not  yet done 

Oregon and Wash i ngton ,  but lawmake rs so . As in Arizona, i t  may end up meeting 

i n  both sLaLes have com m i ued Lo  rev iewing one day a year. "The more L i me legislators 

a l l  major tax incem ives every five year . 

S ince 2002 , Ari zon a's j o i nt Legis la t ive 

I ncome Tax C re d i t  Rev iew C o mm i LLee 

has met  once a year Lo consider corporate 

and personal i ncom.e tax c red iLs. By 

law, a l l  exis t i n g  c re d i ts and any new 

cre d i t s  the legisl a t ur e  c reates m ust come 

befo re the co m m i l lee eve ry five years.  

Legis laL ive s ta ff m e m be rs provide  the  

commiuee wi th  i n JormaL ion on each 

cred i t :  i ts p u rpose , its fi scal i m pact , 

and poss ib le  performance measures t o  

de t e rm i ne whether  i L  is  worki ng. W i t h  

t h e  staff report in  h a n d ,  t h e  commi t Lee 

h o l ds a heari ng on Lhe cred i Ls  u p  fo r 

revie\v, tak ing LesL i mony fro m the  

publ i c .  Then Lhc  pane l  makes fornlJ I  

reco m mendat i o ns Lo  t h e  fu l l  l egis la ture .  

PEW CENTER O N  THE STATES 

spend understanding how these Lhings 

work , Lhe beuer," says state Sen.  J oe 

Bol kcorn (D) , co-cha i r  of  the committee . 

" I f  we know how they work , we' l l  make 

beuer decisions . " n  

Whal Iowa h a s  that Arizona does not i s  

a history of  producing rigorous analyses 

of tax i ncemives, accord i ng Lo Pevvs 

researc h .  ff the new process i n cl udes 

Lhe h igh-qual i t y  assessmems L he Iowa 

Department of Reven ue is known for, Iowa 

coul d  become a model for other states. 

Recent ly, the de part m e nt  publ ished new 

eval uations on t h ree of the tax c redi ts that 

came before the legi sl a t i ve com m i llee al 

i Ls fi rst meeting. lt wi II be up to the states 

e lected offi cia ls  Lo decide whaL to  do with 
Lhe fin d ings. 

• 

• 
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SCOPE OF EVALUATIONS: 

I n c l ud i ng  Al l M ajor  
Tax I ncentives 

What s tates can do: Establish a strategic 

and ongoing schedule to review all tax 

incentives for economic development . 

Sixteen stales e i ther  e\·al uated a l l  o f  

t h e i r  major Lax incent ives for economic 

de\'e lopmem between 2007 and 20 1 l 
or ha\'e taken steps toward doing so , 

accordi ng to Pew's analysis .  ( lnc luc\ ing  all 

i ncemives requires sign i ficant resources, 

so some states have establ ished cr iteria Lo 

cle ter rn ine which are " m ajor"-i . e . , should 

rece i ve priority consideration . For exam r l e , 

although a l l  incent ives recei\-e reviews, 

Wash i ngton's joint Legislat ive Aud i t  and 

Review Commit tee conducts deeper 

evaluations of those that cost m o re than 

$ 1 0 mil l ion over two years . )  

By looki ng a t  al l i ncent ives, states can 

com pare them to each other and determ i ne 

which are the most e ffective.  They can also 

decide which are clup l ica L i \·e and which 

com p le ment one anot her. 

or the n ine states that have scheduled 

recurre nt reviews, Arkansas, Cal i fornia ,  and 

Nebraska per[orrn these annual ly. Delaware's 

occu r every two years,  and Connecticut 

recemly in i t iated a once-eve ry-three-years 

assessmen t .  Arizona, lowa, Oregon,  and 

Washington have set a revo lving scl1edule 

INCENTIVE PROFILE #2 

OKLAHOMA'S 
QUALITY JOBS 
PROGRAM 
Although th is  report focuses just 
on i ncentives th rough states' tax 
systems, bus inesses a re offered 
other economic deve lopment 
benefits. For example ,  Oklahoma's 
la rgest economic deve lopment 
i ncentive i s  its Qua l ity Jobs 
program ,  wh ich offers quarterly cash 
payments to companies locating or 
expanding in  the state based on a 
s imple cost-benefit ana lysis .  

To qua l i fy, compa n ies must be 
man ufacturers or  in  certa in  serv ice 
sectors and must genera l ly create 
new jobs with a tota l  payro l l  of $2 .5 
m i l l ion or more ( lower th resholds 
apply in  certa in  cases). They must 
a lso meet wage and hea lth-care 
coverage requ i rements. 

Hundreds of compan ies benefit 
from Qual ity Jobs annua l ly, and the 
Oklahoma Tax Comm i ssion reports 
rec ipients' names and the a mounts 
of their  payments. In fisca l year 
201 1 ,  payments tota led more than 
$60 m i l l ion;  a mong those receiv ing 
m u lt im i l l ion-do l la r  payments were 
o i l  and natura l gas  companies 
SandRidge, Chesapeake, and 
ConocoPh i l l ips,  computer 
manufacturer Del l ,  aerospace 
manufacturer Spir it  AeroSystems,  
and the owners of the Nat ional  
Basketba l l  Associat ion's Oklahoma 
C ity Th under. 34 
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ranging [ram five Lo 1 0  years . 3' Any 

deci si on abouL frequency comes with 

trade-offs between resources, t ime l i ness , 

and dep th o f  t he analysis .  '' I f  \Ve tried Lo do 

a com pl e te and th orough review of a l l  the 

tax rules and i nce lll i ves and prderenccs 

i n  one year or two, it would be an 

overwhel m i ng Lask , '' says Rep Alexander, 

o [  Wash i ngton Stale . 1(1 

I n  2 0 1 0 ,  the ConneCL i cu t  Depanmem o f  

Economic a n d  Com m u n i t y  Deve l opment  

issued the  fi rst o f  the state's t ri e n n i a l  

assessments ,  evaluat ing econom i c  i m pact 

data as far back as 1 99 5 .  This analysis  

a l l ows po l i cy makers to  i den t i fy whether  

p rograms a re growi n g  o r  shri n ki ng ,  and 

whether  t hey are beco m i ng m o re o r  less 

e ffect ive ove r t i m e .  i7 

I n  2 0 1 0 ,  M i ssouri Gov. Jay ixon 

(D) c reated a Tax C re d i t  Review 

Com mission made u p  o [  2 7  b usi ness , 

com m u n i ty, a n d  l egis lat ive l eaders .  l ls 

ch.:irge was "a cr i t ical an.:i lys is Lo e n su re 
taxpayers receive t h e  greatest poss i b le 

ret u rn on i nvest m e n t  from tax c re d i t  

p rogra ms and that  t h ose p rograms a rc 
used effic ient ly  and e ffective ly. " 38 The 

com m i ss ion recom me n de d  e l i mi nat ing 

o r  not reauth o riz ing 28 tax credi ts 

1 8  PEW CENTER ON T H E  STATES 

and rec o m me nded i rn r rovemenls  Lo 

30 other p rograms to  i n c rease t h e i r  

relllrn on i nvest mc ll l . T h e y  also made 

recomme ndations on how to m a ke 

regu l ar  rev iew pan o f  t he po l i cy-making 

p rocess . w ( Lawma kers h a\-e since spen t  

m o n t h s  debati n g  h o w  to overh a u l  the 

s tate's tax cre d i ts ,  hUL they have not  yet 

made the big c hanges the comm ission 

e nvis i oned . ) 

Between 2 007 and 2 009 , the Oh io 

Department o [  Deve l opment worked 

with a task force to conduct a deta i led 

exa m i nat ion o [  t h e  state's economic 

deve lopmen t  i n ce nt ives .  The 

comprehensive nat ure o f  t h e  stud y  

enabled the group to ide n t i fy ways t o  

st ream l i n e  or con sol i date p rograms

oppon un i t ies th ey could not  have 

ident i fied studying one i n ce n tive at 

a t i me .  The Lask force also p ro posed 

i nc reas i ng the t ra nsparency o[ t ransac tions 

and decisions across a ran ge o f  

i ncem i vcs.·10 Lawm ake rs enacted many 

) f  the changes the repo rt proposed . 'Tel 
describe th is  experience as tak i ng a shi p  

i nt o  dry clock and knoc k i n g  the barnacles 

o ff," says Steve Schoen y, d i rector of the 

cle panmcnt's s Lra L egi c business i n vestment 

d ivis ion at the  t ime . 4 1  
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QUALITY O F  EVALUATIONS: 

M easu ri n g  
Economic  I m pact 

What states can do:  Ask and answer 

the right quest ions using good data 

and analysis .  

·when i L  comes L O  deLerm i ning wheLher  

Lax i n cent ives a re d riYing economic 

developrnenL ,  sli1Lcs have L o  ask Lhe  righ L  

quesLions t o  get the righL answers . The 

sLaLes Lhat have L h o roughly measured the 

i mpact o [  aL l east some i n cent ives Lenci 

to focus on a h an d fu l  of key q uest ions 

LhaL are re levant when evaluat ing any 

governme n t  i nvesLmem with an economic  

clevelo p me m  pur pose . They i nclude:  

• Cause and effect : To \vhaL exLellL 

did tax i n cemives change busi nesses' 

decisions,  and how much d id  they 

reward what would have happened 

anyway? 
• Winners and losers: To what 

extent did the i nce nt ive benefi t  some 

businesses or i ndi,· iduals al  the 

expense o r  others'? 

• Unintended beneficiaries: How 

much o r  the bene fit of the i ncent i ve 

n owed across stale borders< 

• Timing: When wi l l  the costs and 

benefits of Lhe i ncentive occur, and 

how long w i l l  they last 7 

• Economics of  budget t rade-offs : 

\!Vhat were the adverse economic  

i mpacts o r  the t a x  i n c reases o r  

spe n d ing c u t s  made w fund the  

incent ive'? Do the  beneri Ls  of  t h e  

in cem ive ouLweigh those i m pacts? 

• Indi rect impacts:  To whaL extent 

do t he i nvestments o f  companies 

receiving incent ives fi l ter  into the 

broader economy, causing further 

economic gai ns? 

Ca use and  effect 

A core p robl e m  vexing sl ates is that i t  is 

d i ffic u l t  to dete r m i n e  what would have 

happened but for Lhe tax incent ives .  I n  

some cases , they migh t cause companies 

to c reate j obs o r  i n c rease i nvestment , but 

they migh t  just be o ffer i ng publ ic  d o l la rs 

to reward businesses for what they would 

have done  anyway. 

There is no simple way to  i sol ate the  

i m pact o f  Lax ince n tives, buL  a n u mber of 

stales use creative approaches Lo  doing so . 

To understand the im pact of a tax credit 
designed to encourage businesses to  

cond ucL research , the lowa Depan menL 

or  Revenue com pared resea rch spend ing, 

Lhe numbe r of patenLs gran ted , and Lhe 

number o f  Ph. D .  sciemisLs and engineers 

between states, in c lud i ng t h ose wi th  and 

wiLhout such credi ts. ·1 2  The re port found 

thaL the credits did not appear LO increase 
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Qual ity: How are states doing? 
10 
Leading the way 

States whose best States whose best States that either d id 
evaluation measured evaluation either not conduct any 
economic impact measured economic evaluations or whose 
and drew clear impact or drew best evaluation d id 
conclusions. clear conclusions, not meet either 

but not both . criterion. 

SOURCE :  Pew Center on the States ana lysis 
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Lhe level o f  research acuviL ies i n  L he stale ,  

relat ive to other states.  

l n  2 0 1 1 ,  consul tants to Lhe O regon 

Department  of Energy seL out to  determine 

t he l i ke l ihood Lhat  the slates Business 

Energy Tax Credi t  was encouraging energy 
p rojecLs that  vvou ld  not  oth e rwise have 

gone forward . The consul tams examined 

what return on i nvesLmenL would make 

various ty pes o f  energy projects,  such 

as solar and w i n d  farn1s,  worthwhi l e  for 

private i nvestors. Then they constructed 

financial model s  for represemaL ive 

companies.  Usi ng the  models ,  they 

described the kinds o f  p rojects for 

which the incen t ive would be a deciding 

factor-for i nsLance,  smal l wind farms 

versus large ones.  They proposed the state 

use these findings to focus resources on 

proj ects where the cred i t  would make a 

d i  llerence.  41 

M i nnesota's l egisla t ive audi tor  rel ied 

on acade m i c  resea rc h  to esti mate that 

79 percen t o f  Lhe  j obs reponecl from 
reci pients of job Opportun i ty B u i ld ing 

Zones wo uld have been c reated without 

the i ncen t ives ++ I n  response , the  state 

Department of Employme nt and Econon1 ic  

Development began requir ing that ,  before 

receiving the i ncenLives. businesses cert i fy 

t hey vvould not have l ocated or  expanded 

in Minnesota wi thout the program .4" 

I NCENTIVE PROFI LE #3 

HAWAI I 'S F I LM 
TAX CREDIT 
The Descendants w a s  fi l med on 
location in H awa i i .  Like nearly 
40 other states, Hawa i i  has a tax 
credit to encourage m ovies to be 
made there. In the case of The 
Descendants, th is  meant that for 
every qua l ified do l la r  Ad Hominem 
Productions and Fox Search l i g ht 
Pictures spent w h i l e  fi l m i ng in the 
state, their tax l i a b i l ity was reduced 
by 1 5  to 20 cents (depending on 
the i s l and). Qua l if ied expenses 

inc luded equ ipment, travel ,  and 
the wages of a ny cast and crew 
members wh i l e  they worked i n  
Hawai i-from loca l extras t o  star 
George Clooney. 

The amount of the credit often 
exceeds the production compan ies' 
tax l i ab i l ity. (Th e  state expects 
the investment to pay off through 
d i rect and ind i rect spend ing rel ated 
to the fi lmmak ing and through 
tour ism generated by the movie, 
among other factors.) If a bus iness 
is awarded a credit l a rger than its 
tax l i ab i l i ty, i t  rece ives the surp lus  in 
the form of a refund. Some states 
offer "transferab le"  credits-instead 
of prov id ing a refu nd, they a l low 
companies to se l l  surp lus credits to 
others . 46 
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Winn ers a n d  l osers 

Stales t ry to d esign tax i ncen t ives thaL  

wi l l  grow L he sLaLe economy rather  than 

redistribute exi sL ing resources. They do 

noL  al ways succeed . When evaluaL ing such 

i ncent ives, relaL ive ly few slates recognize 

that the bendi ts  t hey b ring to a fi rm , 

industry, or  com m u n i ty cou ld  he o ! TseL by 

l osses to oLhers .  

Di sp l acemen t de pends on many factors ,  

inc lud i ng the  Lype o r  b usiness rece iv ing 

the i ncen t ive and local market cond i t ions .  

As a genera l  ru l e ,  i [  a benefi c i ary w i l l  re ly 

heavi ly  on local  consu mers, i Ls . JOb growLh 

will be offseL by job l osses at ex i st ing 

busi nesses. For examp l e ,  a tax incenL ive 

may spur the  opening o [  a restaurant , 

wh ich h i res new e m p l oyees . BuL ir l ocal 

residents paLronize Lh is  restaurant i nsLead 

of ex ist i ng ones ,  the l at ter could  be forced 

to l ay off workers .  

To get beyond loca l deman d ,  Lax 

i ncenL ives of ten targeL i ndustries such as 
manufacL ur ing and Lourism Lhat also serve 

nat ional  and imernaLionzl l  customers. 

But th is  is not a guarantee aga inst 

cl isplacemem. An i ncen t ive m i ght p rompt 

tbe opening  of a new rneatpacking plant , 
dri v i ng u p  the price of  l ocal l i vestock .  The 

new p lant  m igh L be able to pay the higher 

pri ces whereas o lder  p lants without the 

incentive canno t . 

In 2 0 1 0 , Lou is i ana's economic 

deve l opment agency a tte m pted to 
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determine  wheLher  i ts Ente rprise Zone 

p rogram was c reJL i n g  some j obs at t h e  

expense o f  oth e rs .  Tbe  agency est i mated 

that  90 perce nt o f  the E n te rp r ise Zone 

jobs i n  the ho te l ,  restauran t ,  reta i l , 
and h ea l th -care i nd ust r ies we re rnerelv ; 
re p lac ing exist i n g  jobs . 47 Th is  est i mate 

re l ied o n  academic  l i t e ratu re t ha t  showed 

the  market for these i ndustries Lends 

to be l oca l . 48 The re port po i nt e d  out  

the  L ax i ncemive p rogram m ighL be l ess 

effect ive than L h ose of ne ighboring slates, 

such as Texas and A rkansas ,  wh ich 

p roh ib i t reLa i l e rs from qual i fy ing for Lhe i r  

equ iva lent  L ax  cred i ts . So far, Lou i s iana 

lawmake rs have noL acLed to put  s i m i l a r  

resnict ions  i n  pl ace . 

U n i ntended ben efi c i a r ies 

Given t h e  con nec t i on between regi ona l , 

naL i ona l , and even i n L e rrnu i o na l  

economics ,  i t  is no L  poss i b l e  Lo  ensure 

tha t  a l  I ben efi ts fro m an econom ic  

dC\·e lopment t a x  i nc e n t ive wi l l  rem a i n  

w i th i n  a slat e .  The e x t e n t  to  wh i c h  t he  

b e n e fi t s  l ea k  O U L  o f  L h e  Slale can  he l p  

d e t e r m i n e  i L s  va l u e .  For  exa m p l e ,  J 
M i ssouri  t ax  i n ce n t i v e  may p ro m p l  a 

bus i ness to  re locaLe  Lo  Kansas C i L y, M O ,  
c reat i ng l 0 0  jobs .  B u t  sl a te  l aw m a k e rs 

m ighL v i ew t h e  i n cen t ive  l ess favo rably 

i f  90 o f  those new e m ployees l ive in  

Kansas C i t y, KS.  New jobs m i gh t  a lso be  

fi l led by  peo p l e moving L o  the  state L o  

t ake t hem , rather  t h a n  curr e n t  res iden ts  

who need work .  
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In Wiscons in , the Depanmem of 

Comrnerce in 2009 poimed out the size 

of  i ncemives awarded through Lhe st.ates 

fflm L ax cred i t  was based on- the movies 

total spending, not just Lhe money spem 

in 'vVisconsi n .  Seventy-th ree percent of  

Lhe  spending on Public Enem ies ,  a movie 

starring johnny Depp and Ch ristian 

Bale ,  flowed out of  stale . large l y  because 

most of the ·workers on L he fi l m  were nol 

Wisconsin residems. In fact , the repon 

noted , the tax credi t  was s tructured in 

such a way that the  p roduction compan ies 

benefited from hiring out-of-stale labor. 

Wisconsin ended up reimbursing the 

companies for $4.6 m i l l ion ,  e\ ·en though 

Lhe fi l m  generated only $5  mi l l ion 

in  spend ing in the slate . The cred i ts 

increased net  economic activi L  y there on l )' 

temporari l y  by less than ha l f  a m i l l i on 

dol lars .49 Prompted by the report, Lhe state 

sca led back the film tax cred i t ,  capping 

i L  a l  $500 ,000 per year. ''We wanted Lo 

re form the program,"  says Zach Brandon, 

who co-authored the report , adding that 

h is goal was Lo " force iL Lo create .J Obs 

in  the State or  Wiscons in tha L  could be 

measured because we d i d n 'L care abouL 

jobs in [Los Ange les] . " w  

l n  examining the economic i mpact of  a 

Lax cred i t  designed to increase research 

and development , the  Connecticut 

Depanmem of  Economic and Communi ty  

Developmem Look i nto accoum Lhat 

Ll1e c redi t  spurred compan i es LO buy 

specia l ized d urable equipment .  S ince 

LhaL equipment was not produced i n  

Connect icut, some benef i ts from the credi t  

vve re Llowing ouL o f  state . 5 1  

Missouris  state audi tor  d iscovered in  

2007 L hat a credi t  i mended to  encourage 

local processing o r  Missouri agricul tura l  

commod i t ies and products was , in two 

cases, provid ing i ncent ives to out-of-

state product ion fac i l i t ies .  The aud i t  

recom mended a change in  l a w  LhaL would 

ensure greater in -state economic bene fits . 52 

Pol icy makers agreed,  and they approved 

legislat ion c lar ify ing that the program was 

open on ly  to companies wi th fac i l i t i es in  

the slate . 53 

Ti m i ng  

Often Lhe costs and benefi ts o f  Lax 

incemives do not occur si multaneously 

vViLhouL carefu l  analysis,  Lh is  can skew 

Lhe resu l ts of evaluations .  Some i ncentives 

provide benefi ts on ly  a fter a company has 

meL cenain requi remems; oLhers provide 

incen t ives upfront ,  even though the 

economic benefi ts (jobs, for example) wil l  

noL mate r ia lize umi l later. 

Between 2 0 1 0  and early 20 1 2 ,  for 

example ,  the New Jersey Economic  

Deve lopmem Authori ty (NJEDA) awarded 

tax credi ts wonh more Lhan $900 mi l l ion 

Lo owners and deve lope rs who agreed Lo 

make capital i n vesLmems of al least $ 50 

m i l l ion near urban t ransi t  hubs and retain 

or create new jobs . 'i4 BuL most projects 

have noL yet b roken ground , and Lhe 

state Depanmem of  the Treasury expects 

EVI DENCE COUNTS: EVALUATING STATE TAX I N C ENTIVES FOR JOBS AND G ROWTH 2 3  
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COLLECTING H IGH-QUALITY DATA 
Access to h igh-qual ity data is essentia l  for determin ing tax incentives' return 

on investment. Often l awmakers play an integral ro le  i n  ensur ing that data are 

col lected and made ava i lable.  

One ap proach is  to req u i re businesses to provide d ata as a cond ition of gett ing 

the benefit. The M a ssachu setts Department of Reven ue cou ld  identify the in-state 
impact of a fi l m  tax credit beca use production companies a re requ i red to d isti ngu ish 
between spend ing that benefits res idents of other states-such a s  the sa l a ries of 
actors and d i rectors-and spend ing that boosts the loca l economy. ( I n  contrast, 
when it comes to other types of i ncentives, M assachusetts genera l l y  has  not req u i red 
companies to provide a s  m u ch information . )  The department's rigorous  eva luat ions 
of the fi l m  tax cred it a re poss ib le  only becau se the leg is lature requ i red deta i led 
production company budgets to be reported, says Kazi m Ozyurt, d i rector of the 
Office of Tax Pol icy Ana lysi s . ss 

Another a pproach is to create access for evaluators to mine existing information.  

Assess ing incentives often i nvolves us ing tax data that are subject to restrictive 
confident ia l ity ru les .  Lawmakers ,  thoug h ,  can make except ions .  I n  N o rth  Caro l ina ,  
the Genera l  Assem bly a uthorized a research team from the U n iversity of  N orth 
Ca ro l ina 's Caro l ina  Center for Competitive Economies to access confidentia l  tax data 
from the Department of Revenue and employment data from the Department of 
Labor. The researchers showed that in most recent years, companies receiv ing tax 
credits under the state's l a rgest incentive program were adding jobs more s lowly than 
compa n ies that had not received the incentives.56 "We s igned our  l i fe away with the 
confident i a l ity a g reements , "  senior resea rch d i rector Jason Jol ley says. "Th i s  i s  why 
the state study is so un ique .  We had data that is  confident ia l  that no one e l se had. " 57 

Policy makers a lso can help ensure agencies are wo rking together to col lect and 

analyze com prehensive i nfo rmation.  I n  2005, Iowa did not have rel i ab le  est imates 
of how much tax cred its were going to cost the state and in  what yea r  the costs 
would impact the state budget. To address th is  problem, the leg is lature paid for a 
col la boration between the Department of Revenue and agencies that award cred its, 
such a s  the state's economic deve lopment department. The agencies created a 
track ing system that cata log ues when agencies award tax credits a nd keeps tabs on 
whether compan ies  have c la i med the cred its on their taxes yet (somet imes credits a re 

awarded years before they a re c la imed) .58 In 201 1 ,  when the department eva l uated 
a tax credit des igned to encourage bus iness resea rch ,  the track ing system hel ped it 
perform a more rigorous ana lys is . 59 
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companies to c la im only around $9 

mi l l ion through J une 20 1 4 6'1 When the 

projects are com ple Led ,  the  owners and 

developers wi l l  receive tax cred i ts of  up 

to 1 00 percent o f  the amount they spen t ,  

which they can apply to the ir  corporate 

business tax b i l l  o,·er a 1 0-year period or 

transfer  to other businesses . c' 1  Although the 

cost o f  the credi t  vvi l l  occur  over 10 years, 

the  NJEDA expec t s  the benefi ts wi l l  l ast for 

al least 20 years . (12 

I n  Connect icut ,  businesses start 

rece iving the  Urban and Industria l  S i te  

Rei nvestmem CrediL  on ly  a fter  bu i ld i ng or 

expand ing a fac i l i ty and creat i ng jobs i n  

the state for three years .  For t hat reason , 

ConnecLicut 's  Depart ment o f  Economic 

and Communi ty  Developmem is  carefu l to 

o ffset the benefits by the costs only in  the 

last seven years or  the ] 0-year progra m .(') 

ln  Oregon,  i n  20 L l , consul tants stucl ied 

i ncent i ves for energy projects such as wind 

and solar farms \,\Then t hev m easured the / 
e ffects o f  the projects on employment and 

the size of  the state's economy, they created 

separ;:ite calc ulm i ons fo r i m pact in t wo 

phases of  the  projects :  d uring construct ion 

and during operat ions.  By d iv id i ng the i r  

calcu la t ions that way, they showed t ha t  

projects \Vill have d i fferent  economic 

resul ts when they are operal i ng than when 

t hey are under construct ion . For example ,  

t hey found that  bui ld ing a typical large

scale wind energy project would create 

67 1 jobs per year duri ng t he 'Onstrnclion 

phase , but o peration and maintenance of 

the same project wou l d  susta in  only 24 

jobs a year M 

Economics of budget 
trade-offs 

Any revenue states forfe i t  by offering tax 

incent ives must be o ff set by spending 

cuts or tax increases to keep their budgets 

balanced .  Because bot h act ions  are a drag 

on growth , a tax incenti ve's net economic 

impact is  i ts pos i tive ben e fi t  [or the  Slate  

m i n us the cost  o f  Lhe economic harm that  

can resul t  from cuuing spend ing or rais ing 

taxes. M ost eval uaLions do not take this 

imo accoum, but some o f  the best ones 

do 6'  

In analyzing the i mpact o r  the Slate's 

fi Im-industry ta>: incen L ives,  the 

Massachuseus Depan menL or Revenue 

esti mated that they created 1 ,643 j obs 

for st ate residents in 2009. However, 

the agency also est i mated that the 

spending cuts required to  pay for the 

incemives woul d  reduce ernploymell l  

by 1 ,42 1 j obs, meaning t h e  i n cent ive 

was responsible ror 2 2 2  Massach useus 

j obs. The i ncent ives cost more than $ 70 

m i l l ion that year, which means that each 

of those posit ions cost t he sta te  more 

than $ 300 ,000 in 2009 66 About a year 

late r, anoLher study concl uded the c redi t  

cost more Massachuseus jobs in  20 1 0  

Lh�m i L  created 67 The 2009 ve rsion o r  the 

re porL he l ped prompt a debate with in the 
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adminisLraL ion o r  Gov. Deval PaLrick (D) 

over whe ther the c redi Ls  were p ro\'i d i ng 

a good reLurn on invesLmen L . 0t' I n  2 0 1 0 ,  

h e  proposed capping Lhe p rogram a l  �SO 
m i l l ion a year, buL  L he legislature rejecLed 

LhaL i dea.  

When consu l tanLs for Lhe Oregon 

Depanmen l or Energy rev iewed Lhe LaLe's 

Business Energy Tax Credi L ,  L hey found 

LhaL i L  would have i nc reased wages by 

near ly  $ 1 68 mi l l ion i n  2008. However, 

because red i rect ing the money used on Lhe 

i ncenL ives t o  oLher governmem programs 

wou l d have a lso i ncreased wages, the i r  

est imaLe or  L h e  neL  wage growLh from t h e  

Lax cred i L  was L h e  d i fference beLv\-een t h e  

Lwo opti ons:  $ 17 . 5  rn i l l i o n 69 

I nd i rect i m pacts 
l[  a facLory h i res e mp l oyees as a resu l t 

o f  a Lax  i n c e n t i v e ,  L h e  econ o m i c  payo ff 

may n o t  st.op Lhere .  Bus inesses LhaL se l l 

prod uc ls LO LhaL  rac L O ry cou l d  bene f'i t 

and h i re m o re wo rke rs .  The new 

em p loyees cou l d  spen d  the i r increased 
i ncome l ocal l y, fo n h e r  m u l L i p lyi n g  L h e  

bene fi ts .  T hese i n d i re C L  i m pac ts a re even 

m o re d i fficu l t  to  assess Lhan t he i n i t ia l  

number  o r j obs c reate d . 

To measure these r i pp le effects, evaluaLOrs 

often use a me th od ology cal led economic 

im pact analysi s ,  usua l l y  re ly ing on 

software packages such as  REMl and 

! M PLAN . These models use comp l ex 

equaL ions to p re d i ct how the economy 
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wi l l  react Lo d i fferenL  scenar ios , enabl ing 

analysts Lo est imate,  [or exam ple ,  Lhe 

n u mber o r  resLaurant  jobs that wi l l  resu l L 

from an i ncrease i n  manu[act uring j obs in  

the same co mm un i tv. ; 

Economic i mpacL ana l y  is can provi de a 

wea l Lh o f  i m portant i n ro rmaL ion .  Some or 

Lhe most e ffecL i Yc evaluat i on s i denLif ied i n  

t h is s Ludy, inc lud i ng t hose i n  Con nect icut 

and Missouri , use L hese models .  I n  other 

cases . an eco n o m ic i m pact ana lysis may 

convey an u ndeserved sense or  ri gor. Some 

eval uations t h a L  use REM T  or l MPLA do 

not Lake i n to accounL L he budget Lrade-offs 

o f  i ncentives,  or  Lhey s imply  a sume LhaL 

a l l  economic bendits resu l led from Lhe 

i ncent ives . 

A sLudy o f  L h e  New Je rsey U rban 

En terprise Zone used I M PU\N Lo 

esLimaLe how Lhe econorny would bendi L  

i f  Lhe  program worked as i ntended . 

Many st ud ies stop Lhe re and assume 

L he p ro JeCLed resu ! Ls occurred-givi ng 

Lhe i ncen t iw automat ic credi t .  ln New 

Je rsey, h owever, researchers compared 

the expected resul ts to what was act ua l ly 

happen ing and round the p rogra m was 

fal l ing  shorL . lMPLAN e t irnate d ,  for 

e xa rnple ,  Lhat i f  Lhe p rogram was working 

as designed , the sal es Lax exe mpLion 

wou l d  have created more t han 800 jobs , 

but l he bus i ne ses rece iv ing  the exe m ption 

reponecl a loss o r  more than 2 ,000 jobs, 

making i l  u n l ike ly  Lhe p rogram was hav1 11g 

Lhc desired e ffecL . 70 
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QUALITY O F  EVALUATIONS: 

Drawi ng  C lea r 
Conc l us ions  

What s tates can do :  Determine 

whether tax incentives are achieving 

the state's goals .  

The best eval uaL ions o f' L a x  i ncenti ves 

ro r economic deve lopment  d raw c lear 

conclusions, especial ly abouL whether L he 

investment is meel ing Lhe state's goals .  

Some states are making e fforts LO def'ine 

more c lea r l y the purpose o[ incen tives 

and the bench marks for deLe rmin ing 

success at the  outset .  In  Minnesota, 

Lhe 2 0 1 0  law creati ng a Lax cred i t  to 

encourage i n vesL rnents in technology 

start-ups i nc l uded money Lo pay ro r an 

evaluat ion  by Janmry 20 14.  The law 

ind icates how L he e\·al uat ion shoul d  

det e rm i ne whether L h e  incent ive has been 

e lTecL ive . For  example,  t he study musL 

compare the economic  resu l Ls o [  Lhe c red i t  

LO al LernaLive pol icies,  such as cutt ing 

business taxes.  

But in  many cases, evaluato rs strnggle 

Lo deLerm ine whether  i n centi ves a re 

e !Tecuve because Lhey lack a c lear, up

Lo-clate ,  and rneasurable goal . "V\That 

are they intended Lo accompl ish?"  asks 

Phi l i p  Durgin ,  executi\'e d i rector o f  

Pe n nsylvan ias LegisbL ive Budget a nd 

Finance Commi uee . "A l oL o r  [ incen t ives] , 

they JUSL give money ouL . " 7 1  

To say whether i ncentives are working 

wel l ,  states need to consider why t hey 

we re enacted . I[ Lhe goal i s  LO he l p  

distressed areas, is the  incent ive designed 

to ensure that they bendif? I [  the goa l is  

job creal ion , has L he state put  in p lace 

protect ions to make sure bendi c iaries 

create new position s? Evaluat ions 

are better equi pped to  co me to clear 

conclusions by ask ing such questions 

abouL Lhe origina l i nten L . 

The name o r  Lhe Lou isiana Qua l i L y jobs 

program i n di ca tes iLs pu rpose : ' 'The 

whole no L ion is creati ng qual i ty jobs," 

says SLe phen More l ,  secretary o[  Lou isiana 

Economic Development . 72 In  eva luat i ng 

Lhe program i n  2 0 1 0 ,  Lhe agency 

iden t i fied ways i n  which i t  m ight  not have 

been mee L i ng that goal . For example.  

the jobs were requi red Lo i nc lude basi c 

health insurance , but the  rules gove rning 

e l igi b i l i L y  allowed employers Lo delay 

Lhe ava i labi l i ty of  i nsurance and p rovi de 

subpar bene fiLs . The agency u pdaLed the 

programs rules Lo require com pani es Lo 

offe r health i nsurance Lo  new em ployees 

with in  90 days and L o  create formal 

p rocedures [or analyzing i ts value to make 

sure i t  was adequme .  7 3  

ln an e\ 'aluaLion or Lhe KeysLone 

O pponunity Zone p rogram (KOZ) i n  

Pennsy l vania , the Legis lat ive Budge t 
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and F inance Committee re l ied o n  the 

legis lat ive i ntent sect ion or  the act 

c reating the program to dete rm ine that 

it was aimed at boosting  employmenL 

and capita l  i n vestment  in the state. Yet 

rec i pienLs o[  KOZ were not required 

to create jobs or make investments to 

mainL a i n  e l igib i l i ty. The com mittee 

recommended that on ly projects that 

generate these results qual i fy for KQz 7-1 

Sometimes the o rigi nal goals  of 

incent ives are obsolete . ln evaluat ing 

a tax incent ive for bed p rocessors, 

·washington Stat.e's jo i nt Legislat i ve Audi t  

and Review Commiuee dete rmined 

that the state had created the benefit t l 

provide temporary relief dur ing a ban 

on US bee f by japan ,  South Korea , and 

Mexico after the d iscovery of  mad cow 

disease on a Washington ranch in 200 3 .  

'When i t  studied the  tax deduct ion i n  

2007,  t h e  j LARC concl uded that the 

beef-processing industry was no longer 

suffering. Pol i cy makers agreed , and Lhe 
program ended that year.71 

Even when an i ncemives purpose i s  

n o t  c learly estab l ished , some states 

have defi ned goals after  the [act. When 

the Nonh Carol ina  General Assembly 

commissioned a s tudy to assess the 

effect iveness o f  the state's Lax i ncentives, 

pol icy l eaders did j ust thaL . The 

legislature's jo in t  Select Committee on 

Economic Development Incentives and 

PEW CENTER O N  THE STATES 

l egislat ive staff he l ped Unive rs i ty  o f  

North Carol ina evaluators iden t i [y three 

p ri mary goals [o r the incemives: creat ing 

qual i ty jobs, benefi t ing d istressed areas , 

and making the state more economica l ly  

compet i t i ve With in  each o[  those broad 

goal s ,  lawmake rs and the evaluators 

ident i fied re levam measures. For qual i ty 

job creat ion ,  they were interested not 

only in the num.ber of jobs but  a lso their 

wages, whether they were in  ind ustries 

the state was target ing.  and whether the 

businesses were h i ri ng North Caro l ina  

residents .  76 

When tax i ncemives do not meet the i r  

targets for statewide economic growth ,  

there may be other  goals  the  legislature 

considers. The Missouri auditor's office 

concluded that a tax cred i t  program 

designed LO encourage process ing o f  

agricu l tural commodit ies wou ld  create 

[ew JObs and have only a min imal net 

e ffect on Lhe  state's economy, wh i le 

cosLing  fa r  more than the add i L i onal 
revenue generated . }-lowever, the agency 

noted thm the program may have 

posi t i ve im pacts i n  rural commun i t ies 

and ,  in  doing so . i rn p rove qual ity of l i fe 

there .  The audi tor recom mended L hat 

lawmake rs consider whether th i s  \.vas 

wort h Lhe cost of the ince n tives . 77 

l n  many cases, states that fin d  the i r  

Lax i ncemives are not generat ing the 

expecLed return on invesLmenL choose 

• 
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Lo a l Ler Lhe m  and noL e l iminaLe Lhe m .  

E ffect i ve eval uations often provide a 

bl ueprint  for i m prove men t .  

I n  Minnesota , the  legislative auditor's 

office i n  2 008 made a varieLy of  

recommendaLions L o  correct !laws 

i L  ident if i ed in Lhe job Opport unity 

Bui ld ing Zones p rogram . I L  advised LhaL 

JOBZ projects should go forward only 

wiLh L he approval o [  Lhe slate DeparLinen L  

of Employment and  Economi c  

Development (before t h e  change ,  l ocal 

governments could  approve p rojec ts) . 

I t  recom mended thaL before approval , 

companies should have to d isc lose 

compet i t i on with exist ing M. innesota 

businesses and demonsLraLe Lhey would 

noL expand o r  re loc:ue wiL hout Lhe 

incentives . It a lso sa i d  the  agency shoul d  

consider the cosLs and benefi ts o f  each 

project. 78 The departmen t made many of  

Ll1e recommended changes . 7'i 

Even when t h e  goa l s of  an incent ive 

are c lear, iL s t i l l  m ight be d i fficul t  for 
evaluators to  d raw conclus ions and 

make reco m m e n d a t i ons .  Gove r rw rs 

and l egisl ators often have staked 

out positions [or or  againsL  Lax 

incemi ves,  so agency s taff m ight not  be 

com fortabl e  pass ing  j udgment  on L h e m .  

The  Nebraska Depanment  o f Revenue 

rnust offe r  recommendat ions i n  an 

annua l  report on Lax expend i tures,  

I 
I NCENT IVE PRO F I LE #4 

MARYLAND'S 
ENTERPRISE ZON E  
States commonly use enterprise 
zones to try to revita l ize 
economica l ly d istressed a reas .  They 
lower taxes and somet imes reduce 
regu l at ions to create incentives for 
businesses to locate in specified 
neighborhoods. 

In  Mary land,  there a re 28 enterprise 
zones, from a 64-acre industria l  
park in  rura l  G arrett County 
to m ore than 2 1 ,000 acres of 
Ba lt imore ne ighborhoods. E l ig ib le  
businesses located in  these zones 
can receive a one-t ime cred it 
aga inst state corporate i ncome 
taxes of $ 1 ,000 per new employee 
($ 1 ,500 in the zones in Ba lt imore 
city or P ri nce George's County, 
which a re considered "focus 
a reas" ) .  To encou rage bus inesses 
to h i re people in g reatest need 
of employment, the credit i s  s ix 
t imes h igher if the worker has very 
low fa m i ly income, is receiv ing 
financ ia l  ass istance from socia l  
serv ice programs,  or i s  homeless.  
Compan ies a lso can receive loca l 
property tax cred its.80 

Maryland does not d isclose 
information on the rec ip ients of 
enterprise zone cred its, nor has 
the state publ ished a r igorous 
eva l uation of this progra m .  
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H OW A R E  S TAT E S  D O I N G ?  

buL i n  Lhe l aL esL ecl i L i on ,  i t  s imply  

repeats the same l ine  1 9  t imes :  ' 'The 

Nebraska D epart menL  or Revenue has 

no recommendaL ions . " 8 1  ''We don 't wanL  

to be the ones to de Lcrrnine  w inners or  

l osers ,"  says K imber ly  K .  Conroy, the 

staLe's deputy tax commi ssi oner. 82 

Somet imes lawmake rs agre e .  Sen . J oe 

Bo l k.com ,  co-chai r o r  Lhe  Iowa Tax 

Expend i Lure Com m i L tee ,  says i L  i s  no L  

Lhe Depanm en t  of  Revenue's j ob to t e l l  

l awmake rs w h a t  L hey should do .  '' I L 's 

Loo m uch Lo  expect Lhem Lo do thaL , "  he 

says . Bolkcom 's v iew is  thaL po l i cy makers 

3 0  PEW CENTER ON TH E STATES 

shou ld draw Lhei r own conc lus ions 

based on the clepanme lll's research on 

the econom ic i m pacL o f  i ncenL ives .83 The 

I owa l egislature's new Tax Expend i Lure 

Comm it tee is structured Lo  do j ust that .  

UI L irnately, making policy choices abouL 

tax incent ives is the purview o[ legislaLors 

and governors. EvaluaLions by audito rs,  

economic deve lopme nL agenci.e , l egis laL ive 

comm i ttees, and outside consu l tants 

that provide clear stat ments of  whether 

incent ives a re meeting the i r  int ended 

goals have proven a va l uable resource Lo 

bwmakers in  a n u mber of states. 



Co n c l u s i o n 

Eve ry year. slates i nvesL b i l l ions of  

taxpaye r  dol lars i n  Lax i ncent ives 

designed Lo  p romOLe economic 

developmenL ,  buL few know w heLher 

Lhey are gett ing a s L rong reLUrn on t11 e i r  

invesLme m .  Some st.ales do n o L  care fu l ly  

measure Lhe economic i m pacL o f  t he i r  

incenLives; oLhers d o  noL exa m i ne Lhem 

al al l .  Some have conducLed rigorous 

eval uations or i nd ivid ual  Lax i ncemives 

and others have systems for regular ly 

reviev.r ing al l  maj o r  tax incent ives-

b u L  no sLaLc has puL Lhe Lwo Logether. 

As a resul t ,  when lawmakers consider 

whether Lo offer or  comin ue such 

i n cenLives, how m uch LO spe n d ,  and who 

should get L he m ,  Lhey o ften are re ly ing 

on i n complete,  conn icL i ng. or  u nrel iable 

in formalion . 

Closing Lh is  knowledge gap hould be a 

Lop priori Ly for pol icy makers ,  especia l ly  

as  states cont inue t h e i r  e fforts to  e me rge 

from t he Great Recessio n .  The good news 

is thaL a number are strivi ng Lo do so , 

creat ing a b lueprinL for oLhers to fol l ow. 
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A P P E N D I X  A :  S TAT E - B Y- STAT E R AT I N G S  

: EVIDENCE COUNTS 

Leading the way e 

State-by-State Ratings mixed results Cl 
trailing behind O 

I nform I nclude Measure Draw 
policy all tax SCOPE economic clear QUALITY TOTAL 

choices incentives RATING impact conclusions RATING SCORE 
Alabama 0 0 0 

Alaska 0 0 0 
Arizona .,/ • 0 • 

Arkansas .,/ • • 
California .,/ 0 @ 
Colorado 0 0 0 

Connecticut .,/ • • 
Delaware .,/ 0 0 

District of Columbia 0 0 0 
Florida 0 0 0 

Georgia 0 0 0 
Hawaii 0 0 0 

I daho 0 0 0 
I l l i nois 0 0 0 

Ind iana 0 0 0 
Iowa .,/ • .,/ • 

Kansas .,/ .,/ .,/ • • 
Kentucky • .,/ 0 Q 
Louisiana 0 .,/ .,/ • • 

Maine 0 0 0 
Maryland 0 0 0 

Massachusetts 0 .,/ 0 
M ichigan 0 .,/ 0 

Minnesota 0 .,/ ./ • • 
Mississippi  0 0 0 

Missouri .,/ ./ ./ • • 
Montana 0 0 0 

Nebraska ../ ../ 0 � 
Nevada 0 0 0 

New Hampshire 0 0 0 
New Jersey 0 .,/ ./ • • 

New Mexico 0 ./ G 
New York 0 ./ @ 

North Carol ina ./ .,/ ./ • • 
North Dakota 0 0 0 

Ohio .,/ ./ 0 
Oklahoma 0 0 0 

Oregon .,/ • ./ • • 
Pennsylvania .,/ ./ 0 0 
Rhode Island 0 0 0 

South Carol ina 0 0 0 
South Dakota 0 0 0 

Ten nessee 0 0 0 
Texas 0 0 

Utah 0 0 0 
Vermont 0 0 0 

Virg in ia  .,/ .,/ 0 
Was h i ngton .,/ • .,/ • 

West Virg in ia 0 0 0 
Wisconsin 0 ./ • • 

Wyoming 0 0 0 



• 

A P P E N D I X  B :  M E T H O D O LO G Y  

M et h o d o l o gy 

Docu ment Sea rch 
For al l states a n d  t h e  District  o f  Columbia,  

we Look two steps to i de nt i fy docume n ts 

related to slate tax incen t ives for economic 

development . f irst , we conducted a 

com prehensive scan o f  the  websi tes 

of re levam state agenc ies , inc l uding 

econom ic  deve l o p ment , t reasure r, revenue ,  

finance, auditor, budget ,  com p t roller/ 

con t ro l l e r, l egisla t ive aud i tor, l egis la t ive 

resea rc h  se rvices, film o ffices, and relevant 

com1rnssions or Lask forces. This i nvo l ved a 
manual scan of each si t e  and a search using 

a customized sea rch engine Extensi ve 

informat ion on each documen t was entered 

i mo a daL abase . For each stat e ,  the sea rch 

was performed a second u me by a d i fferem 

ana lyst to he lp  ensure qual i Ly con t ro l .  

Next, we supplemented the  Internet search 

by i n terviewi ng o fficia ls  in economic 
development agenc ies,  execut ive fisca l 

agenc ies , and legis l at ive o ffices i n  a ll 50 
states and t he D istri ct of  Columbia .  We 
cond ucted more than 1 7 5  interviews. Tbe 

o fficials confi rmed t he documents we had 

col lected and ,  i n  some cases, provided 

documents not availab le on state websi tes. 

By cast ing this wi de net , we col l ect ed 

and assessed n early 600 docu men ts . We 
narrowed th is  l ist to 293  documents by 

exc luding those that  were pu bl ished before 

2007,  we re not  pub l ishe d  or sponsored 

by a state agency o r  l egisla t ive com rnittee,  

lacked data or analysis on the costs or 

bene fits o f  current tax i ncenti ves fo r 

economic deve l op rn em , or were exce rp ts 

from other documents. We a lso included 

documents that described the stat e 's 

pol ic ies for eva luat ing tax i ncen t ives . 

'vVhen documen ts had mu l t ip l e  edi t i ons,  

we kep t t he most recem ed i ti on un less 

o lder vers ions were of h igher qua l i t y 

based on our assessmen t . A state -by -state 

breakdown of  t hese documents is  available 

on page 34. (The number of evaluat ions in 

a stale does not necessari l y  correspond to 
their  qual i ty. I n  addit ion,  i n  some stales , a 

single documen t rnay eval uate mul t ip le  t ax 

incent ives .)  

Next ,  we reviewed each of  the 293 
documems to de L e rmme which met  

our defi n i t ion o f  an evaluat ion . These 

documents had to l )  at tem pt to determine 

the e ffect iveness of an incent ive rather than 

EVI DENCE COU NTS EVALUATING STATE TAX I N CENTIVES FOR JOBS AND G ROWTH 3 3  



A P P E N D I X  B :  M ET H O D O L O G Y  

� EVIDENCE COUNTS 

Tax i ncentive documents and evaluations by state 

Did any evaluation 
Tax i ncentive Evaluation meet one or 

documents documents more criteria? 

Alabama () 0 '" A. 
Alaska 6 0 N/A 

Arizona 9 2 YES 

Arkansas 6 4 YES 

California 6 2 YES 

Colorado 5 2 NO 

Connecticut 6 3 YES 

Delaware 1 YES 

District of Col u m bia 2 �J A 
Florida 7 5 NO 

Georgia 3 1 NO 

Hawaii 3 2 NO 

I daho 2 \) ''; 'I, 
I l l i no is 6 0 r-J/A 

I n d i ana 5 ) f\1 A 

Iowa 2 1  5 YES 

Kansas 7 2 YES 

Kentucky 4 1 YES 

Louisiana 1 0  4 YES 

Maine 6 \) WA 
Maryland 6 u N A  

Massachusetts 4 1 Y ES 

M ichigan 1 0  1 YES 

M i nnesota 1 4  2 YES 

M ississippi 1 0 N,A 

M i ssouri 1 6  7 YES 

Montana 3 () l\i,A 
Nebraska 3 Y ES 

Nevada \ l\J1A 
New Ham pshire 1 0 N. A 

New Jersey 5 3 YES 

New Mexico 1 0  3 YES 

New York 1 0  1 YES 

North Caro l i n a  8 2 YES 

North Dakota 3 1 NO 

Ohio 1 1  3 YES 

Oklahoma 3 1 NO 

Oregon 9 6 YES 

Pennsylvania 8 4 YES 

Rhode Island 7 2 NO 

South Caro l i na 3 NO 

South Dakota 2 0 N. A 

Ten n essee I) l\J A  
Texas 4 1 YES 

Utah 2 0 �J, A 

Vermont 4 (1 NIA 

Virg in ia  8 2 YES 

Wash ington 1 4  4 YES 

West Virg i n i a  3 1 NO 

Wisconsin 4 1 YES 

Wyoming 0 0 NIA 

Totals 293 82 

States with 
evaluations 

34 
States with 
documents 
meeting at 
least one 
criterion for 
scope or 
quality 

25 



A P P E N D I X  B :  M ET H O D O LO G Y  

j ust repon numbers, and 2)  consider Lhe 

overa l l  econornic  impact o r  the i ncent ive , 

raLher than j ust  the resul ts or  a spec i fic 

project  o r  business receiving an i nce nt ive .  

E igh ty-two documents met t hese c ri teri a .  

Criter ia fo r Assessment  
Scope. Based o n  t he evaluat ions and 

interviews with state offic ia ls .  we 

establ ished the foll owing c ri te ri a  for 

assessing the scope of evaluations:  

1 .  I ncluding all major tax incent ives . 

States could count as evaluating ''al l  

m aj o r  tax i ncentives" even i f  t hey had 

not  evaluated every one,  so long as their 

decisions were based on reasonable 

c ri te ria ,  such as w hich incent ives cost 

Lhe most and which i n ce n tives are open 

L o  new appl icant s .  Stales could a lso 

receive c red i t  i f  they we re pan of the way 

t h ro ugh a defined schedule  to evaluate 

al l  maj o r  incent ives .  

2.  Informing policy choices. To meet  

th is  c ri terion , the stat.es had Lo i n cl ude 

all i ncent ives and .  at  a m i n i mum , ho ld  

regular  l egisla t ive hearings as  pan or the  

evaluation process. 

Quali ty. We establ ished the fol lowing 

cr i teria for assessing the qual i ty of states' 

eval uat ions:  

l .  Measuring economic impact .  'When 

determining whether an eval uation 

thoroughly measured economic i mpact,  
we focused on whether it  iso lated Lhe 

i m pact o f  the tax i ncentive from other 

factors that  i n fl uence business decisions, 

rath e r  than assum e  the economic impact 

resul t.eel from the incentive alone.  

Eva luations could achieve this  i n  several 

ways, inc luding 1) statistical analysi s  

making com pa risons between states o r  

pans o r  the stat e ;  2)  surveys o f  recipients 

of the incentive ;  3) s imulat ions of the 

poten ual i mpact using existing l i terature 

o r  other analysis;  or 4) tests o r  how 

sensiuve est imates a re to a ran ge of 

assumptions .  

Many sLUdies t h a t  isolated the i mpact o f  

t h e  ince ntives Lhemselves (versus other 

facto rs) add ressed other key q uesti ons 

regarding economic  i m pact ,  such as 

whether  the tax ince nt ive benefi ted some 

busi nesses al  the expense or others ,  

whelher lhe benefi ts flowed across stale 

borders,  the t im ing of the cosls and 

benefi ts ,  Lhe economic  i m pact of  budget 

Lrade-ofTs,  and i n d i recL i mpacts 

2. Drawing clear conclusions. We 

l ooked for whethe r the  eval uat ion 

concl uded expl ic i t l y, based on good 

analysis ,  whether the incent ive was 

meeting lhe state's goals .  We also 

l ooked for wheth e r  the eval uati on made 

reco m mendations for i m p rov ing the  

program 
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A P P E N D I X  B :  M E T H O D O LO G Y  

Rat i ngs  

The re are t h ree rat i ng  categor ies :  

lead i n g  the way, m i xed resul ts ,  and 

t rai l i n g  beh i n d .  States rece i ved a rat ing 

fo r scope , a rat i n g  for qual i ty, and an 

overa l l  rat i ng .  

Scope: 

Leading the way: The stale in formed 

pol icy choices w i th  reviews of  a l l  rnaJOr 

Lax i n cen t i ves . 

M ixed results :  The state reviewed a l l  

major Lax incernives, buL fe l l  short i n  

using the  da ta  to i n form pol icy choi ces.  

Rating the states 
Rating the 
scope of eval uation 

Inform Inc lude 
policy al l  tax 

SCOPE RATING choices incentives 

• Leading the way .,I .,I 

M ixed results .,/ 

0 Trai l i n g  behind 

Overal l  Rating 

Trai ling behind: The state did not rev iew 

al l major Lax i ncen tives, n o r  did i L  use 

data Lo i n form pol icy choices. 

Qu al ity: 
Leading the way: The state's best 

evaluat ion measured economic impact 

and drew clear conclusions .  

Mixed results :  The state's besL evaluat ion 

measured econom ic i m pact OR d rew 

clear concl usions, but not bot h .  

Trail ing behind:  Ei ther  t h e  slate d id  n ot 

cond uct any eva luat ions or  the slate's best 

evaluat ion did not meet e i ther cri terio n . 

Rating the 
qual ity of evaluation 

QUALITY RATING 

• Leadi n g  the way 

M ixed results 

@ M ixed results 

0 Trai l ing behind 

Measure Draw 
economic clear 

impact conclusions 

The two ratings are combined for an overa l l  rating. A state that i s  lead i n g  the way on 

either scope or q u a l ity i s  lea d i n g  the way overa l l .  States that met at  least one of the fou r  

criteria but a re n ot lea d i n g  t h e  way i n  scope o r  qua l ity have m ixed results overa l l .  States 

that d i d  not meet a ny of the fou r  criteria a re tra i l i n g  beh i n d .  

PEW CENTER ON TH E STATES 
• 



A P P E N D I X  B :  M E T H O D O LO G Y  

Overa l l :  
Those two ratings are combined for an 

overa l l  rat ing.  A slate t hat  is leading the 

way on e i ther  scope or qual i ty  is leading 

the way overal l .  States L ha t  met  at  least one 

of the four cr i te ria,  but are not leading the 

way in e i th e r  scope or qual i ty, have m ixed 

resulLs overa l l .  States Lhat  d id  noL meet any 

of the fou r  cri ter ia are t rai l ing beh i n d .  

Lead ing the  way : A s t a t e  c a n  lead 

the way i n  the scope or evaluat ion lby 

i n forming p o l i cy c h o ices and i nc l u d i ng 

a l l  nrn j o r  Lax i n cemives) or  in  L h e  

qua l i t y  o f  eval uat ion ( b y  measu r ing 

economic  i mpacL and d rawi n g  c lear  

conclusi ons) . 

M ixed resul ts :  A slate wi th  m ixed resul ts 

has only partia l ly met t he cr i teria for 

scope and/or qual i ty  of evaluat ion . 

Trai l ing behin d :  A slate is L ra i l ing beh ind 

i[ it has not met any of the cri teria for 

scope or qua l i ty or eval uat ion . 
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A P P E N D I X  C :  S TAT E - B Y- S TAT E E VA L U AT I O N S  

State- by-State Eva l u at i o n s 

This sLUdy consid e re d  t h e  scope or L ax 

incemive eval uations from 2 007 to 

20 1 1 ,  assessing states o n  whether they 

1 )  evaluated a l l  rnaj o r  tax inccmives 

and 2) sought to  ensure that pol icy

making d e l i berat ions we re i n formed by 

the resul ts .  Listed below i s  a document 

from eve rv state that met. one o r  both o f  , 
these cri teri a .  For states that evaluated a l l 

major tax i n cemives i n  a single documenL , 

that document is l i sted ; fo r states that 

cond ucted a se ries o f  reviews over 

lime, the l ist inc l udes the i r most recen L  

eva l uations o r  documents  desc r ibing t he i r  

process . 

To assess qu::diLy, L h is swdy assessed 
the states' s i ngle best evaluation of a 1 ax 

incern ive from 2007 t h rough 20 1 1 .  Listed 

below i s  the best eva luat ion in every st a t e  

t h a t  m e t  at l east o n e  o f  t h e  two c ri ter ia  
for qual i ty :  t horough ly measu ring the 

economic  i m pact of tax i n cem ives and 

drawing c lear  con cl us ions .  Although some 

states have produced m u l t iple  eval uat ions 

that met  one or  both cri teri a  for qual i ty, 

only t h e  si ngle best eval uation-the one 

used LO assess the state-is 1 isled . 

Note: All l inks were active as of March 26, 20 1 2 . 
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Arizo n a  

Scope : Rating was based o n  t he s ta te 's 

ongo i ng review p rocess. For more 

i n format i o n ,  see :  ht tp ://azrne mory. l i b .  

az. us/eel m4/documenL. p h  p 7ClSOROOT =I 

statepubs&ClSO PTR= l 84&REC=3 

Arka n s a s  

Scope and qua l i ty: Arkansas 

Legisbtive joint  Audi t i n g  Com m i ttee . 

"Performance Aud it  - SeleCLed 

Programs of the Consol i dated 

Incent i ve Act of 200 3 , "  October 

2009 , ht tp ://arklegaud i t . gov/show fi l e .  

php7t =webaud i t &fid = PSPE02908.  

Ca l ifo rn i a  

Scope : State o f  Cal i fo rnia Frnncl1 i se 

Tax Board . ''Ca l i fornia  Income Tax 

Expend i t u res Compendium o f  Incl i \r idual  

Provisions,"  Decembe r 2 0 1 1 ,  h ttps://www. 

ftb . ca . gov/aboutft b/Tax_Expenditure_ 

Report_20 l l .  pd f 

• 



A P P E N D I X  C :  S TAT E - B Y- S TAT E E VA L U AT I O N S  

Co n n ect i cut 

Scope and quality:  Con nect icut 

Department o f  Economic and Communi ty  

Deve lopment , "An As essment of 

Connect i cu t'.s  Ta:--: Credi t  and Abatement  

Programs," December 20 1 0 ,  h t tp ://www. 

ct  .gov/eccl/l i b/eccl/cleccl_sb_SO l_sec_2 7 _ 

repon_ l 2-30-20 1 O_fina l . pd f. 

D e l awa re 

Scope : Delaware Department o f  F inance , 

"20 1 1 Ta:-.: Prefe rence Report ," December 

20 1 1 , h t tp  ://fi nance .de laware .gov/ 

publ icauons/tax_prefe r/repon_ l l . pd f. 

I owa 

Scope: Rat ing was based on  t he states 

ongo i ng review process. For more 

information , see : h t tps://wwwl egis . i owa. 

gov/DOCS/LSNlntComHand/20 1 2/ 

I H MJ DOOO .PDF 

Quality: I owa Depar tment  o f  Revenue,  

'' I owa's Research  Activit ies Tax Credi t Tax 

Credi ts Program Evaluat ion Study," January 

2008 , hup ://www. iowa.gov/tax/tax law/ 

IDRTaxCredi tEvaljan2008. pdf. 

K a n s a s  

Scope and qual i ty:  Kansas Legis la t ive 

Div is ion of Post Aud i t ,  "Kansas Tax 

Revenues, Pan [ :  Reviewing Tax Credi ts , '' 

February 20 1 0 , h t tp ://www. kslpa .org!cloc I 

reports/ 10pa03- l a .  pel f. 

Ke ntucky 

Quality :  Unive rsi ty of Ken tucky Center 

fo r Business and Economic Research 

( for Ken tucky Cab inet for Economic 

Deve lopment) , "An Examinat ion of 

I ncent ives Lo  Amact and Reta in Businesses 

i n  Kemucky," January 2007, h t tp ://cber. 

uky.edu/Downloads!Business lncent ives_ 

F i na l%20Repon_O l 1 82007 .pd f. 

Lo u is i a n a  

Quality:  Lou isi ana  Economic Development ,  

" En te rprise Zone Program 2009 Annual  

Report , "  March 2 0 1 0 ,  http ://www. 

l ou isianaeconom icdevel oprnen t .  corn/ 

downloads/2009_Annual_Repon_ 

En terprise_Zone . pel f. 

M assachu setts 

Qual i ty :  Massachuset ts Department of 
Revenue , "A Report. on the M assachuset ts 

F i l m  I ndustry Tax I ncentives . "  November 

201 1 ,  hup://www. mass.gov/dor/clocs/clor/ 

ne.ws/20 1 1 fi l mincent ivereport . pel f. 

M i c h i g a n  

Quali ty :  Michigan enaLe Fiscal Agency, 

"F i lm Incentives In  M ichigan ,'' September 

2 0 1 0 ,  hup://www.senate .michigan .gov/ 

sfa/Pub l i cat ions/1 ssues!Fi l m1 ncent ives/ 

F i l  mlncemives.  pd f. 
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M i n n es ota 

Quality:  Minnesota Offi ce of  the Legis lat ive 

Aud i tor, "Eval uat ion Report : JOBZ 

Program," February 2008, hup ://wv\'\V. 

aud i tor. leg .sta le .  rn n .  us/ped/pedrep/j obz . pd f. 

M issou r i  

Scope : Missou ri Tax Cred i t  Review 

Commission , "Report o f  the M issouri 

Tax Credi t Review Com miss ion ," 

l ovember 20 1 0 ,  h t tp ://Lcrc .mo .gov/pd f/ 

TCRCFinalReport 1 130 1 0 . pd f. 

Quality: M issouri S ta te Audi tor, "Analysis of 

the lew Generat ion Cooperat ive I ncenti \"C 

Tax Credi t  Program ," February 2007 ,  h tt p :// 
WWW.auditor. mo.gov/press/2007-06. pd f. 

N ebraska 

Scope and qua l i ty :  l ebraska Departmen t  

o f  Revenue , "Nebraska Tax I ncentives: 20 1 0  

Annual Report to the ebraska Legis lature . '· 

Ju ly  20 1 1 , hup ://www. reven ue ne .gov/ 

i nccnLiv/ann rc p/l  Oan_rcp/20 1 O _ince n t i \'CS_ 
ann ual_report_F T NA L. pel f. 

N ew J e rsey 

Quality: Delta Deve lopment Group ,  I nc .  

and H R&R Advisors, I n c .  ( for  Te\/\' jersey 

Economic Deve lopment  Authori ty) , "New 

je rsey U rban Emerpr ise Zone Program 

Assessment , "  February 20 1 1 ,  h t tp ://www. 

state .  nj . us/treasury/pd ( J %20Urban%20 

Enterprise%20Zone% 20Progrnm. p d f. 
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N ew M ex i co 

Quali ty :  New Mexico Stale Uni ve rsi ty 

Arrowhead Ce nter ( for New Mexi co 

Legislat iYe Finance Cornrnit tec) ,  ''The F i l m 

Industry i n  New Mexico and The PrO\ 'ision 

o[  Tax I ncemives ,"  August 2008, http :// 

wvvw n m  legis .gov/lcs/I !di fcdocs/Ci I m  %20 

cred i t  01620study%20T P&J P  _08 . pdf. 

N ew Yo r k  

Quali ty :  Office of  t h e  New York State 

Comptro l ler, "Annuc:d Perform ance 

Report on New York States l ncl ustrial 

Deve lopment Agenc ies," Ju l y  20 1 1. hup:// 

v\'Ww.o c .state . ny. us/local gov/pubs/research/ 

idapcrf ormancc20 1 1 .  pel f. 

N o rth Ca ro l i n a  

Scope and quali ty :  Un iversity o f  North 

Caro l i na  Cen te r  for Compet i t ive Economies 

( fo r  the North Caro l ina Gene ral Assembl y  

Joint  Sel ect Com m it tee o n  Econom ic 

Deve lop ment lncent ives) , "An E,·aluat ion  

of NorLh Caro l i na's [conomic Developme n t  
1 ncent i ve  Programs: Fi nal  Report ,"  July 

2009, b u p ://www. nc leg. neL/docu mentsites/ 

commiuees/JSCED1/UNC%20C3E%20 

2009%2Qfi na] 0/c)2Qreport 0;(12 0Lo%2Q 

CGA %20jo in t  %20SelecL %20 

Comm i t tee%20on%20Econornic%20 

Deve lopment %20 lncentives .  pd!. 
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O h i o  

Scope and qual i ty :  Ohio  Department 

o f  Developrnem , "Oh io Economic 

Developrnem 1ncentive Study,"  May 

2009, hup://www.developmen L . oh io gov/ 

DepanmenLRepons/Repons/IncemiveSLudy. 

pel f. 

Oregon 

Scope :  RaL ing was based on  the  stales 

ongo ing review process . for more 

i n formation , see :  http ://www. leg. state .or. us/ 

comm iuees/corn mPages/20 1  l ij Lax. h Lml . 

Quali ty :  Industr ia l  Econo mics,  lnc .  ( ror the 

Oregon Department o[ Energy) ,  ' 'financial 

and Econornic I mpact o f' the Oregon 

Business Energy Tax Crecl i L :  An Analysis or  

Representative ProjecLs Cen i fied During Lhe 

Period 2002 LO 2009 ,"  May 20 11 ,  ht tp :// 

www.oregon .gov/ENERGY/clocs/repons/ 

BETC_Ana I ysis_f Ec_Report_to_ ODO E_ 

May 20 1 1 .  pd f. 

P e n n sy lva n i a  

Scope : Legis lat ive Budge t  and F inance 

Committee of the Pen nsylvan ia Genera l 
Assembly, "Pennsylvan ias Tax Cred i t  

Programs," June 20 1 0 ,  hup ://lb [c . l egis .state. 

pa.us/reports/20 1 0/49 . PDF 

Quali ty :  Pennsy lvania Legis lat ive Budge t  

and F inance Comrniuee,  "An Evalual ion 

of  Lhe Keystone OpponuniLy Zone (KOZ! 

Program,"  June 2009 , h t tp ://lbfc . legi .state .  

pa . us/repons/2009/36 . PDF 

Texas 

Scope and qua l ity :  Texas Comptro l l er of  

Publ ic  Accounts ,  "An Analysis o f  Texas 

Economic Deve lopment Incentives 2 0 1 0," 

April 2 0 1 1 ,  h t tp ://wvvw. texasaheacl .org/ 

re pons/i ncemi ves/pcl r!Econo rnic Incentives. 

pd r .  

Vi rg i n i a  

Scope and qua l i ty :  Virgin ia  joint 

Legisla L ive Audi t  and Review Com mission , 

"Review or  the Effectiveness o f  Virgin ia  Tax 

Prefe rences ," ovembe r 20 1 1 , h t tp ://j larc. 

vi rgin ia .gov/meet ings/November  1 1/TaxPref. 

pel f. 

Was h i n gt o n  

Scope: Rating was based o n  t h e  states 

ongoing review process. For more 

in format ion,  see : ht tp ://w\vw.ci t izemaxprd. 

wa.gov/. 

Qual i ty :  'vVash ingt on joint Legislat ive Aud i t  

and Review Cornmiuee, ''Tax Preference 

Performance Review : Beef Processors," 

March 2007 ,  hup ://www. leg.wa.gov/ 

jLARC/AuditAndStudyRepons/2007/ 

Documents/07-7 .  pel f. 

W i s co n s i n  

Qual i ty :  Wisconsin DepanmenL o r  

Commerce , ''Cost Benefi L  Analysis o r  

Wisconsin fi l m  Tax Credi t  Program ,"  

March 2009,  h t tp ://commerce . wi .gov/ 

COM/docs/COM-Fi l m -Analysis

Presemalion.  pdf. 
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OTH ER TYPES OF KEY TAX INCENTIVE DOCUM ENTS 
Although th is  report focuses on state eva l uations of tax incentives, states produce 
other reports a bout tax i ncentives that play an important rol e  in the pol icy process. 
When these documents i ncl ude eva luat ion,  they a re considered in our assessment. 
Exa mples of these other types of documents inc lude: 

Tax expenditure reports o r  budgets: These documents deta i l  the fisca l 
impact of tax i ncentives. They vary in scope and qua l ity, but the best 
ones-such as  those produced by the D istrict of Col umbia ,  M innesota , and 
Oregon-include crit ica l i nformation such as the fisca l cost, who benefits, and 
the purpose . 

Fiscal notes: These a re offic ia l  est imates of the cost of new leg is lation .  
Est imat ing the cost of  tax incent ives can be cha l leng ing,  but  i n  the current 
fisca l  c l imate, it is more im portant than ever to get i t  r ight.  

Audit repo rts: Audits that incl ude eva l uation of the effectiveness of tax 
incentives a re inc luded in  our assessment. Others focus on crit ica l i ssues 
concern i n g  the admin i strat ion of tax incentives, such as  whether recip ients 
of i ncentives and state agencies that offer incentives a re complyi n g  with 
e l ig ib i l ity ru les.  

Reports on economic development program activity: State leg is latures 
often requ i re a performa nce report on a specific tax i ncentive progra m .  These 
a re typica l l y  prepared by the implementing agency and incl ude i nformation 
on the bus inesses receiving the incentive and, in some cases, data on jobs 
as  reported by businesses. These reports provide usefu l i nformation for the 
legis lature, but the jobs data reported often a re not audited or reviewed 
for accu racy, a nd such documents genera l ly  do not address whether the 
incentive d i rectly led to the creation of the jobs. 
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I N D E X  O F  R E F E R E N C E S  TO S TAT E S  

Alabama: p. 7, 32, 3-1 

Alaska: p. 7, 32, 34 

Arizona: p.3, 1 0. 1 2 ,  1 6, 1 7, 32. 34, 38 

Arkansas: p 1 7, 22, 32. 34, 38 

Cal i fornia: p. 7,  8, 1 7, 32, 34, 38 

Colorado: p 32, 3-1 

Connecti cu t :  p.3.  4, 1 7, 1 8, 23, 25, 26, 32, 34, 39 

District of Col umbia:  p. 7, 32. 33, 34 

Delaware: p.6, 1 7, 32, 34, 39 

F lorida: p.32, .3-1 

Georgia: p. 7, 32. 3-1 

Hawaii :  p.2 1 ,  32, .3-1 

Idaho: p. 7, 32, 34 

l l l inois :  p. 7, 32, 34 

I ndiana: p. 7, 32, 34 

Iowa: fl.3, 1 2 ,  1 6, 1 7, 1 9, 24, .30, 32, 34, .39 

Kansas: p.22, .32, .3-1 . .39 

Ken t ucky: p.32, 34, 39 

Louisiana: p . .3, -I, 7, 8, 22, 2 7, .32, 3-1 . .39 

Maine: p. 7. 32, 34 

Maryland: p. 7, 29, 32, 34 

Massachuseus: p. 7, 24, 25, .32, 34, 39 

i\l i e h igan: p. 7.  32, 34, 39 

M in nesota: p.3, 7, 1 0, 2 1 ,  2 7. 29, 32, 3-1, -10. 42 

Mississippi :  p. 7 .  32, 34 

M i ssouri :  p. 1 8, 22, 23, 26, 28. 32, 3-1, -10 

PEW CENTER ON THE STATES 

lV l ontana: fl. 7, 32, 3-1 

Nebraska: p. 1 7, 29, 30, .32, 3-1, 40 

Nevada: fl· 7, 32, .3-1 

ew Hampshire: fl· 7, 32, 3-1 

ew Jersqr: p.23, 26, 32, 3-1, -10 

New Mexico: p.5, 32, 3-1, 40 

New York: p. 1 2 , 32, 34, -10 

N o rt h  Carolina:  p.24, 28, 32, 34, -10 

North Dakota: p.32. 34 

Ohio: p 8, 1 8, 32, 34, -I 1 

Oklahoma: p.8, 1 7, 32. 34 

Oregon: p. 1 ,  4, 1 2, 1-1, 1 5, 1 6, 1 7, 2 1 ,  25, 26, 32, .3-1. 4 1 ,  42 

Pennsylvania:  p.8, 2 7, 32, 34, -I 1 

Hhode Island: p . .32, 34 

South Carol ina :  p.32, 3-1 

South Dakota: p. 7, 32, 3-1 

Tennessee: 11. 7, 32, .3-1 

Texas: p.22, 32. 3-1, 4 1  

Utah:  fl· 7, 32, 34 

Vermont:  p. 7, 32, .14 

Virginia:  f' . .32, 34, -f l  

Wash i ngton: p.3, -I ,  1 2 , .1 4, 1 6, 1 7 , 1 8, 28, 32. 34, 4 1  

\Vest Vi rgi nia:  p.32, 3-1 

Wisconsin :  f'.3, 8. 23, 32, 34, -I 1 

Wyom i ng: p.7,  32, 34 
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Economic Development Tax Incentives Page 1 of 4 

Economic Deve lopment Tax I ncent ives 

Overview 

Why Tax Incentives M atter 

States spend billions of dollars a year on tax credits, deductions and exemptions meant to 

encourage businesses to create or retain jobs and make investments. When designed and 

managed well , tax incentives can strengthen a state's economy. But Pew's research reveals 

that lawmakers often approve or continue incentives without knowing their potential cost or 

whether they are working. State leaders need better information to avoid unexpected budget 

challenges, identify effective incentives, and reform or end programs that are not meeting 

expectations. 

See our Frequently Asked Questions page 

How We Conduct Our  Work 

We study the policies and practices states have used to generate much-needed answers 

about the budget risks and economic returns of tax incentives. Based on this research ,  we 

work with leaders in selected states to advance policies that: 

• Protect budgets from unexpected tax incentive costs; 

• Evaluate all tax incentives on a regular schedule; and 

• Inform lawmakers' policy choices with evidence from evaluations 

Eva luati ng State Tax I ncentives 

• How to I nform Policy Choices 

• How to Measure Economic I mpact 

http ://www . pewtrusts.org/en/proj ects/economic-development-tax-incentives 1 12 1 /20 1 5  
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• How to Gauge Progress Toward Goals 

Our  Work 
View All 

Tax I ncentive P rog rams 
Issue Brief 

Economic Development Tax I ncentives 

This report advises states on how to design and implement these laws, so that tax incentives 

are evaluated regularly and rigorously and so that lawmakers can use the findings to improve 

economic development policy. Read More > 

Tax I ncentive Eva luat ion Law: State Fact S heets 
Fact Sheet 

Economic Development Tax I ncentives 

From 2012 to 2014, 10 states and the District of Columbia passed laws that will require 

regular evaluation of tax incentives or will improve existing evaluation processes. As the 

passage of these 1 1  laws demonstrates, policymakers across the country are demanding 

better information. Read More > 

Eva luat ing the Effectiveness of State Tax I ncentives 
Opi nion 

Economic Development Tax I ncentives 

State leaders need better information to avoid unexpected budget challenges, identify 
programs that are effective, and modify or end programs that do not achieve their intended 

purpose. Read More > 

http://www.pewtrusts.org/en/projects/economic-development-tax-incentives 1 /2 1 120 1 5  
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Economic Development Tax I ncentives 

Fact Sheet 

Strategies for Evaluat ing Tax 
I ncentives 

Report 

.. - .. - - . 

Evidence Counts 

Evaluating State Tax Incentives for Jobs and Growth 

Featured Resource 

Frequently Asked Questions About Economic Development Tax Incentives 

http ://www. pewtrusts.org/en/projects/economic-development-tax-incentives 

Page 3 of 4 
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Economic Development Tax I ncentives 

Related Experts 

Robert Za h radn ik  
Director 
State Policy, State Fiscal Health and Economic Growth 
The Pew Charitable Trusts 

J eff C h a pman 
Director 
Economic Development, State Fiscal Health and Economic Growth 
The Pew C h a ritable Trusts 

MEDIA CONTACT 

Michelle Blackston 

Officer, Communications 

202.540.6627 

mblackston@pewtrusts. org 

TOPICS 

Fiscal And Economic Policy, Governing 

PROJECTS 

Economic Development Tax I ncentives 

http://www .pewtrusts.org/en/proj ects/economic-development-tax-incentives 
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The Pew C haritable Trusts I Research & Analysis I Evidence Counts 

REPORT 

Evidence Cou nts 

Page 1 of 3 

Eva l uati ng  State Tax I ncentives for Jobs and G rowth 
April 1 2, 20 1 2  

Economic Development Tax Incentives 

Policy makers spend billions of dollars annually on tax incentives for economic development, 

but no state ensures that policy makers rely on good evidence about whether these 

investments deliver a strong return. Often, states that have conducted rigorous evaluations of 

some incentives virtually ignore others or assess them infrequently. Other states regularly 

examine these investments, but not thoroughly enough. 

The use of these investments appears to have grown substantially. Today, every state has at 

least one tax incentive program, and most have at least several. Tax incentives are policy 

choices with significant implications, especially at a time when most states are trying to rebuild 

their budgets and many have not regained the private-sector jobs lost during the Great 

Recession. If states do not base decisions on evidence , they could have less money to spend 

on other critical services. By not using effective incentives, states could miss opportunities to 

create jobs and support businesses. 

A report by the Pew Center on the States concludes that 1 3  states are leading the way in 

generating much-needed answers about tax incentives' effectiveness. Twelve states have 

mixed results. Half the states have not taken the basic steps needed to know whether their 

incentives are effective. The study highlights a wealth of promising approaches states have 

taken to help lawmakers find those answers. 

http ://www.pewtrusts.org/en/research-and-analysis/reports/20 1 2/04/ 1 2/evidence-counts-ev. . .  1 12 1 /20 1 5  



Evidence Counts 

Executive Summary 

PEW CENTER ON THE STATES I N F OG RAPHIC 

13 • 
Leading the way 

12  .. 
Mixed results 

26 
Trailing behind 

evidence 
counts 
How wel l  are states 
evaluating tax incentives tor 
economic development? 

4 steps states can ta l<e tor ellective evaluations 
Inform 
pollcy choices 

= Include all maJor 
tax Incentives 

Page 2 of 3 

Bui ld evaluation of incentives into 

policy and budget deliberations to 

ensure lawmakers use the results. 

Establish a strategic and ongoing 

schedule to review all tax i ncentives 

for economic development .  

Measure 
economl c Impact 

Draw clear 
concluslons 

http://www.pewtrusts.org/en/research-and-analysis/reports/20 1 2/04/ 1 2/evidence-counts-ev. . .  1 /2 1 /20 1 5  



Evidence Counts 

Ask and answer the rlght questions 

using good data and analysis. 

MEDIA CONTACT 

Michelle Blackston 

Officer, Communications 

202.540.6627 

mblackston@pewtrusts.org 

TOPICS 

Determine whether tax incentives 

am achieving the state's goals. 

Fiscal And Economic Policy, Federal Policy, Governing 

PROJECTS 

Economic Development Tax Incentives 

Page 3 of 3 
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Testimony of Keith Lund, President 

Economic Development Association of North Dakota 

In Support of S B  2057 
January 1 4, 201 5  

Chairman Cook and members of the Senate Finance and Taxation Committee, I 'm Keith 

Lund , vice president of the Grand Forks Region Economic Development Corporation and 

president of the Economic Development Association of North Dakota (EDND) . On behalf of 

EDND, I would like to express our support for SB 2057 , which establ ishes a process for 

evaluating state economic development tax incentives. 

EDND represents more than 80 state economic development organizations on the front 

l ine of economic development efforts throughout North Dakota. The primary purpose of the 

organization is to support the creation of new wealth and the diversification of North Dakota's 

economy. 

Our organization is supportive of efforts to demonstrate the value of the state's 

investment in business support programs to grow and diversify North Dakota's economy. In 

add ition, I would like to reiterate EDND's willingness to be a resource in making sure tax 

incentives are meeting legislative intent and effectively meeting the changing need s of our 

economy. We too want to assure North Dakota taxpayers these investments are a return on 

their investment. 

EDND was involved in the meetings related to the development of this bill during the 

interim. We met with representatives from the North Dakota Department of Commerce, North 

Dakota Tax Department, PEW Charitable Trusts, Center for Regional Competiveness, 

Chairman Cook and Senator Grindberg, and other key stakeholders. 

Our board and membership have reviewed the bil l ,  and we believe this is a unique 

model other states will follow in which all state economic development tax incentives would be 

evaluated by the legislature every six years. And , the concept is included in EDND's 20 1 5  

Legislative Agenda. 

EDND supports a periodic review of these investments and agrees that it is important for 

a number of reasons. It demonstrates to the public that these investment decisions are not 

taken lightly, and it confirms that the investments have a net gain to the state. 



Although m uch of the information i m portant to this task is already collected , it may not be 

com pi led and comprehensively a nalyzed . I n  other cases , the i nformation m ay not be avai lable 

due to confidential ity issues. Any analysis of the effectiveness of tax i ncentives needs to 

con sider what i nformation is req u i red and address a ny impediments i n  atta in ing the i nformation.  

We bel ieve the com panion b i l l ,  HB 1 060, wi l l  he lp address these chal lenges. 

EDND i s  supportive of creating and appropriately resou rcing a system whereby tax 

incentives a re placed on a reg ular  sched ule for review agai nst pre-establ ished goals .  EDND i s  

w i l l i n g  t o  continue t o  work with legislators a n d  state agencies t o  develop a m atrix and goals to 

effectively evaluate our  economic development tax i ncentives. 

Thank you for the opportun ity to appear before you today to express our suppo rt for SB 

2057. 



Testimony of Jon Godfread 
Greater North Dakota Chamber of Commerce 

SB 2057 

January 1 4, 20 1 5  

G 
ure ter North Dakota C�Jmbe 

Mr. Chairman and members of the committee, my name is Jon Godfread, I am the Vice 
President of Government Affairs at the Greater North Dakota Chamber, the champions for 
business in North Dakota. GNDC is working on behalf of our more than 1 ,  I 00 members, to build 
the strongest business environment in North Dakota. GNDC also represents the National 
Association of Manufacturers and works closely with the U . S .  Chamber of Commerce. As a 
group we stand in support of SB 2057.  

The GNDC supports the proactive legislation to periodical ly review our business tax 
incentives to ensure they are meeting legislative intent are both working for the business 
community as wel l  as the people of North Dakota. 

The periodic review of these investments is good public policy as it seeks to not only 
demonstrate the effectiveness of a particular tax incentive, it also ensure that the legislature is 
being a good steward of the taxpayers' dollars. This review wil l  also allow the business 
community to comment on what is working, what isn't, and to offer some any changes that may 
make a particular program more effective. 

This periodic review may also help answer questions from taxpayers on j ust what a 
particular incentive is doing, and give the business community the opportunity to show the value 
of the incentive to the legislature and the public.  I ncreased transparency and communication 
would be an expected by product of this legislation. 

The GNDC also supports H B  1 060 which we believe to be a companion bill to this bil l ,  
which would address some of the confidentiality concerns and information sharing concerns that 
have been identified. 

Thank you for al lowing me to testify,  we would support a DO PASS recommendation on 
SB 2056. I would now be happy to attempt to answer any questions. 

Champions �� Business 

PO Box 2639 P 701-222-0929 
Bismarck, ND 58502 F: 701-222-16 1 1  

www.ndcharnber.com 
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Testimony of Connie Ova, Vice President 

Economic Development Association of North Dakota 

In Support of SB 2057 
March 9, 2 0 1 5  

Chairman Headland and members of the House Finance a n d  Taxation Com mittee, I ' m  

Conn ie  Ova, C E O  o f  the Jamestown/Stutsma n  Development Corporation and vice president of 

the Economic Development Associatio n  of North Dakota (EDND) .  On behalf of EDND,  I would 

l ike to express our support for SB 2057, which establ ishes a process for eva luating state 

economic development tax i ncentives. 

EDND represents more tha n  80 state economic development organizations on the front 

l ine of economic development efforts throughout North Dakota . The primary purpose of the 

o rganization is to suppo rt the creation of new wea lth and the d iversification of North Dakota's 

economy. 

Our o rganization is supportive of efforts to demonstrate the va lue of the state's 

investment in business support programs to g row and d iversify North Dakota's economy. I n  

add ition ,  I would l ike to reiterate EDN D's wi l l ing ness to b e  a resou rce in  making sure tax 

ince ntives a re meeting legislative i ntent and effective ly meeting the changing needs of our 

economy. We too want to assure North Dakota taxpayers these i nvestments a re a return on 

their investment. 

EDND was involved in  the meetings related to the development of this bil l d u ring the 

interi m .  We met with representatives from the North Dakota Department of Commerce, North 

Dakota Tax Department, PEW Charitable Trusts, Center for Regional Competiveness,  

Chairman Cook and Senator Grindberg ,  and other key stakeholders .  

Our board and membe rsh ip bel ieve th is  is a unique model other states wi l l  fol low in  

which a l l  state economic development tax incentives would be evaluated by the legislature 

every six years. And, the concept is i ncluded in EDN D's 201 5 Legislative Agenda. 



EDND supports a period ic review of these investments and agrees that it is important for 

a number of reasons. It demonstrates to the publ ic that these investment decisions a re not 

taken l ightly, a nd it confi rms that the investments have a net gain to the state . 

Although m uch of the i nformation im portant to this task is a l ready collected , it may not be 

com piled a nd com prehensively analyzed . I n  other cases, the information may not be avai lable 

due to confid ential ity issues.  Any analysis of the effectiveness of tax incentives needs to 

consider what i nformation is req u i red a nd address any impediments in atta in ing the information .  

We bel ieve the com panion b i l l ,  H B  1 060, wi l l  he lp  address these chal lenges. 

E D N D  is supportive of creating and appropriately resou rcing a system whereby tax 

incentives a re placed on a reg ular sched ule for review against pre-establ ished goals.  EDND is 

wi l l ing to continue to work with legislato rs and state agencies to develop a matrix and goals to 

effectively eva l uate our economic development tax i ncentives.  

Thank you for the opportun ity to appear before you today to express our support for SB 

2057. 
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Mr. Chairman and members of the committee, my name is Laney Herauf; I am the 
Government and Regulatory Affairs Specialist for the Greater North Dakota Chamber. GNDC i s  
worki ng on behalf of our more than 1 ,  1 00 members, t o  build the strongest business environment 
in North Dakota. GNDC also represents the National Association of Manufacturers and works 
closely with the U.S .  Chamber of Commerce. As a group we stand in support of House Bi l l  
2057.  

The Greater North Dakota Chamber has long supported and lobbied for responsible tax 

incentives.  They play a vital role in a healthy economy. It is important, however, that they 

follow the intent and ultimately work toward the intended goal . Tasking the legislature with 

ensuring the goals and legislative intent are met, we can be more certain that the incentives are 

working. Investments by North Dakota citizens should not be taken l ightly. This bi l l  makes sure 

that the investments are worthwhile and solving a need. 

At the same time reviewing these incentives wil l  provide the business community the 

opportunity to show what is working, how it is working and a venue to discuss any potential 

changes that may need to be made to the incentives. A process we can certainly support. 

I respectfully request a DO PASS recommendation on SB 2057. 

Champions �� Business 

PO Box 2639 P: 701-222-0929 

Bismarck, ND 58502 F: 701-222-16 1 1  

www.ndchamber.com 
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Adopted by the Finance and Taxation 
Committee 

March 9, 2015 

PROPOSED AMENDMENTS TO SENATE BILL NO. 2057 

Page 3, after line 16, insert: 

S8 6051 
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".s..,_ Any economic development tax incentive created by the sixty-fourth 
legislative assembly." 

Renumber accordingly 
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