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Overview

The Oklahoma Local Development and Enterprise Zone Incentive Leverage Act provides funding for local units
of government to match local tax revenue dedicated to support a project located in an enterprise zone.

Recommendation: Based on its evaluation of available data, the project team recommends retaining,
the program with minor modifications.

Key Findings

Oklahoma City is this incentive’s primary and nearly sole beneficiary. According to the Oklahoma
Tax Commission (OTC), it is nearly the only user of this program.’

Very limited data is available regarding the program’s use. Limited data exists to aid in the
evaluation of this program. Five Oklahoma City tax increment finance (TIF) Districts with project
budgets ranging from $5 million to $167 million currently use leverage funds available under this
program.

Information related to most evaluation criteria (employment, capital investment and other
results associated with enterprise zones, such as changes in assessed value) is not available.
This issue is not unique, as studies of the impact of enterprise zones frequently site the inability to
isolate metrics within an enterprise zone’s boundaries.

The program is intended to be fiscally neutral to the State. Applicants are required to demonstrate
a positive return on investment for local governments and the State, and applications must include an
estimate of the incremental revenues likely to be derived from the project.

To ensure revenue neutrality, the Department of Commerce (Department) calculates a net
benefit rate for each project as required by law. This approach is a best practice used in many states
to help ensure a positive return on investment, while creating an incentive program that achieves its
goals of jobs creation and attracting private investment. The Department uses an in-house methodology
to determine the net benefit to the State of Oklahoma after deducting direct and indirect expenses
incurred by the State. The net benefit rate for a hotel project, for example, is computed by dividing direct
net benefits to the State by the projected sales tax revenue that would be generated given an estimated
hotel occupancy rate (e.g., 70 percent occupancy).

Based on standard econometric multipliers, it is reasonable to estimate the State of Oklahoma
captures an amount equal to or greater than the incentives offered under this program. By
design, the net benefit calculations estimate the total eligible payment to a project after subtracting
direct educational and general government costs. No attempt is made to estimate other direct tax
revenue or the indirect and induced effects (e.g., workers spending wages in the local economy). In
FY2018, for example, sales tax (State only) represented about 25 percent of total collections from all
sources administered by the OTC. Projects using this program would generate additional tax revenue,
such as income tax, alcoholic and mixed beverage tax and gasoline tax. The total economic and tax
impact (direct + indirect + induced) yields positive tax revenue above what is calculated in the net
benefit analyses.

Developers typically receive other incentives in conjunction with this program. In addition to the
benefits provided by this incentive, developers also receive other enterprise zone-related benefits. The

" In addition to projects within Oklahoma City, this program has supported a military growth impact project associated with Fort Sill.

Local Development & Enterprise Zone
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new federal opportunity zone provisions and Oklahoma’s associated “Priority Enterprise Zones” add an
extra layer of possible benefits, including the ability to defer and/or reduce capital gains tax liability.

Other Findings

The incentive is relatively uncommon among states. While enterprise zones are often employed
nationally, the leverage/match associated with this program is unique.

The State is not currently at risk of significant increases in costs related to this program.
Because the program requires a net benefit rate and the matching payments are based on actual sales
tax revenues generated by the projects, and because there is an aggregate limit placed on all state
local government matching payments that might be made, the State is not at risk of expenditures
increasing beyond its control.

Recommended Program Modifications

Increase program appeal and usage beyond Oklahoma City. Currently, the program’s sole user is
Oklahoma City. In order to expand its uses, the State should ensure the program is widely advertised
statewide.

Improve data collection. Very limited data is currently available regarding the program’s use, making
an evaluation of the program challenging. The State should collect and report on employment, capital
investment and other impacts associated with enterprise zones, such as changes in assessed value.

Local Development & Enterprise Zone
Incentive Leverage Act Evaluation 5
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Incentive Evaluation Commission Overview

In 2015, HB2182 established the Oklahoma Incentive Evaluation Commission (the Commission). It requires the
Commission to conduct evaluations of all qualified state incentives over a four-year timeframe. The law also
provides that criteria specific to each incentive be used for the evaluation. The first set of 11 evaluations were
conducted in 2016, 12 were conducted in 2017 and an additional 11 were conducted in 2018.

The Oklahoma Local Development and Enterprise Zone Leverage Act is one of 10 incentives scheduled for
review by the Commission in 2019. Based on this evaluation and their collective judgment, the Commission will
make recommendations to the Governor and the State Legislature related to this incentive.

Industry and Incentive Background

When communities across the nation seek to stimulate economic growth, they have several options designed
to provide incentives to businesses, including tax increment financing (TIF) districts and enterprise zones.?

In addition to these economic development tools, since July 1, 2000, Oklahoma provides funding for local
governments to match local tax revenue dedicated to support economic development projects. This program,
authorized under the Oklahoma Local Development and Enterprise Zone Incentive Leverage Act (62 O.S. §
840 et. al), uses a portion of State taxes levied and collected to pay local enterprise and local government
incentive claims and is intended to be fiscally neutral to the State. Eligible projects must be located entirely in
an enterprise zone, in support of a major tourism destination or in support of a military growth impact.

Criteria for Evaluation

A key factor in evaluating the effectiveness of incentive programs is to determine whether they are meeting the
stated goals as established in state statute or legislation. In the case of this credit, the specific goal included in
legislation is not provided.

To assist in a determination of program effectiveness, the Commission has adopted the following criteria:

= Program usage and amount of layering with other programs;

= Oklahoma employment associated with the program;

= Capital investment associated with program use;

» Results associated with enterprise zones — changes in assessed value of property within zones, case
studies, survey results, comparison to similar non-zone area results; and

= State return on investment.

2 TIF districts and enterprise zones are explained more fully later in the evaluation.

Local Development & Enterprise Zone
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Geographically Targeted Incentives

When communities across the nation look to stimulate economic growth, they have several options designed
to provide incentives to businesses, including tax increment financing (TIF) districts and enterprise zones. While
both have similar goals, they are designed differently. These tools — along with Federal Opportunity Zones —
are summarized in the following.

TIF Districts

Tax increment financing (TIF) is a common method for local governments to finance infrastructure and other
improvements. TIF programs collect and then divert to specific uses the additional property tax generated by
improvements within the TIF district.

While some of the details vary, the classic model for a TIF is a blighted parcel or area where there is little
expectation of growth in assessed value. A TIF district is created and improvements are made within the district
that generate additional tax (usually property tax) revenue because of the improvements. That additional
revenue is then diverted to pay for the improvements made within the TIF district — in essence, a form of
financing for the improvements. At the same time, the amount of property tax revenue generated prior to the
improvements continues to flow to the property taxing jurisdictions (schools, cities, counties, etc.). The theory
is that these taxing districts have not lost out, because there was little expectation that the property would have
generated additional tax revenue ‘but for’ the improvements.

There is significant variation in the mechanics surrounding TIF from state to state, as state statutes generally
establish the process and requirements for forming a TIF district. There is something of a regional flavor to
TIFs — the upper Midwest portion of the country has generally greater use of TIF. The following map, from the
Lincoln Land Institute, identifies the number of TIF districts by state:

Figure 1: Map of TIF Districts by State
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As previously noted a TIF district’'s incremental tax revenue (or the increase in property tax revenues due to
higher value) remains with the district to pay off redevelopment costs or to pay for more investments, as
opposed to being directed to the jurisdiction’s general fund. In all cases, local property taxes are captured, as
the effectiveness of a TIF is contingent upon the generation of incremental revenue coming from the increase
in assessed property value within a district.

While property tax is the primary tax that is captured and diverted via TIF, some states also divert sales tax
revenue (or, in the case of Missouri, other revenue related to economic activity within the TIF. The theory of
diverting other revenue is that it would not have occurred absent the improvements in the TIF district that
created the economic activity. Sales tax collected within a TIF may be retained for eligible uses in 15 states
(including Oklahoma, Colorado, Connecticut, lllinois, lowa, Kansas, Kentucky, Mississippi, Missouri, New
Jersey, Pennsylvania, Tennessee, Texas, Utah and Washington) and Washington, D.C. Most (but not all) states
that use sales tax TIFs impose an additional tax on top of the existing tax, rather than directing a portion of the
existing tax to the TIF.

As in most states, Oklahoma administers TIF districts at the local level. Authorized by the Oklahoma Local
Development Act of 1992, the state’s TIF districts are local incentives that may be utilized for the redevelopment
and reinvestment of blighted areas. TIFs are used by cities in Oklahoma to promote private development. A
portion of taxes generated within the district are used to invest in the district’s infrastructure or fund other
economic development projects. The rationale for a TIF is that new investment in the district leads to higher
property values and the increase in city tax revenue is a revenue source for the investment within the district.

Enterprise Zones

Enterprise Zones are meant to stimulate private sector investment in economically depressed areas by
providing tax incentives and other financial assistance to induce companies to expand their operations or
relocate to the most economically distressed areas of the state.

In Oklahoma, the Department of Commerce (Department) makes annual designations of enterprise zones,
which it defines as:

= A county which (1) has experienced a decrease in population during the 10-year period preceding the
data an establishment enters into a commitment to locate within an enterprise zone or expands activity
within an existing enterprise zone; or (2) has been determined to rank in the lowest one-third of counties
(lowest 25 counties) for per capita personal income for the calendar year preceding the beginning of
the fiscal year for which an application is made.>

= An area within or contiguous to the corporate limits of any city on town where the Department
determines it is an area of economic distress.* The area must (1) have a population of at least 30
percent of its total for which the household income is equal to or less than the poverty level;® or (2) have
a per capita gross income of 15 percent or more below the state per capita income.

= An area designated as a federal enterprise community; or

= Any enterprise zone designated by the Department prior to July 1, 2000.

The following map, produced by the Department, displays the locations of Oklahoma'’s current enterprise zone
tracts.

3 Per capita personal income as measured by the Bureau of Economic Analysis.
4 Must consist of one or more census tracts located within a city or town or contiguous to a city or town.
5 As measured by the U.S. Census Bureau for the Oklahoma region for the most recent year for which data is available

Local Development & Enterprise Zone
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Figure 2: Map of Current Enterprise Zone Tracts

Source: Oklahoma Department of Commerce Business Incentives Online Map (accessed October 7, 2019)

The Oklahoma Enterprise Zone Act of 1983 provides several incentives to businesses located within enterprise
zones, including:

= The Investment/New Jobs Tax Credit may be doubled.

= Low interest loans may be made available through enterprise district loan funds.

= Local communities may exempt local taxes for six years (rather than five) for qualifying businesses
that are in Incentive Districts.

= Small Linked Deposit Loans may be for longer terms.

= The enterprise district management authorities created in some enterprise districts are empowered to
establish venture capital loan programs and to solicit proposals from enterprises seeking to establish
or expand facilities in Enterprise Zones.

Critics of enterprise zones often argue that companies relocate into them to take advantage of the incentives
and reduce their investment elsewhere. It is also argued that the incentives are too small to truly drive location
decisions and thus fail the ‘but for’ test.®

Federal Opportunity Zones

At the end of 2017, Congress passed the Tax Cuts and Jobs Act, which contained a provision to create Federal
Opportunity Zones in each state. Federal Opportunity Zones are meant to spur investment in impoverished and
economically distressed areas by allowing investors and companies to defer and/or reduce federal capital gains
taxes when invested in a qualifying Opportunity Fund/Zone.

In March 2019, Oklahoma announced it would utilize Priority Enterprise Zones (PEZs) created in the Oklahoma
Enterprise Zone Act to attract capital to Oklahoma’s Opportunity Zones. The Act gives the Department the
authority to designate PEZs where degree of need and likelihood of success is considered. According to the
Department, “It is the first defined state initiative that incorporates state and local incentives touching

% The ‘but-for’ test is the determination of whether the business makes decisions that are induced by the offered incentive. Critics of
incentives argue that businesses make location and expansion decisions for reasons not connected to the offered incentives. There is
substantial debate on both sides of this issue.

Local Development & Enterprise Zone
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manufacturing, community redevelopment and entrepreneurship activities coinciding with the Opportunity Zone
designations.””

Investors taking advantage of Oklahoma’s Federal Opportunity Zones within PEZs can potentially layer on
additional state and/or local incentives, including:

Investment Tax Credit. Allows a corporate income tax credit for new investment or job creation.
Location in a PEZ would double the income tax credit and allows for the lengthening of the period of
time for the designation, which provides certainty to businesses for multi-year planning purposes.

Enterprise Zone Incentive Leverage Act. Allows local areas to capture state sales tax in the local
areas have a match. Location in a PEZ would allow participation in leverage incentive, if extended.

Oklahoma Small Business Linked Deposit Act. Would allow small businesses located in a PEZ to
receive low interest loans from banks participating in the Oklahoma Treasurer's Linked Deposit
Program.

TIFs. Local incentive authorized in state statute utilized for the redevelopment and reinvestment of
blighted areas. PEZ designations are evidence as distressed areas and would be allowed to be
incorporated in a Local Development Plan as a TIF District.

Individuals or entities that invest in an Opportunity Zone through a qualifying Opportunity Fund can defer and/or
reduce their federal capital gains tax liability. If an investor’s capital is left in a qualifying fund for five years, the
investor will defer their federal capital gains taxes. In the fifth year, the investor can reduce their capital gains
tax, with an additional reduction in the seventh year. If they leave their investment in the fund for 10 years, any
appreciation in the asset from the time of initial investment is not subject to any additional capital gains tax. This
deferral and/or reduction in federal capital gains taxes will improve return on investment and also direct capital
to areas that need investment.

” Oklahoma Department of Commerce — News Release: Collaborative Initiative to Promote Federal Opportunity Zones (March 18, 2019).
Accessed electronically at https://okcommerce.gov/wp-content/uploads/2019/03/Federal-Opportunity-Zones-and-Priority-Enterprise-
Zones.pdf

Local Development & Enterprise Zone
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Incentive Characteristics

In addition to the economic development tools described in the preceding chapter, Oklahoma provides funding
for local governments to match local tax revenue dedicated to support economic development projects. This
program, authorized under the Oklahoma Local Development and Enterprise Zone Incentive Leverage Act (62
0.S. § 840 et. al), uses a portion of State taxes levied and collected to pay local enterprise and local government
incentive claims and is intended to be fiscally neutral to the State. Prior to January 1, 2014, the Act also provided
for a tax credit equal to 100 percent of the amount of ad valorem taxes exempted; the credit could be carried
forward for 10 years.

Eligible projects must be located entirely in an enterprise zone, in support of a major tourism destination or in
support of a military growth impact. All projects within an enterprise zone must generate a minimum of $1.0
million in payroll (exclusive of payroll for construction) or $5.0 million in investment. Gambling establishments
and developments where more than 10 percent of the net leasable space will be used for retail are not eligible
for local government matching payments. Tourism projects are eligible only if the local government has
determined that the destination is likely to significantly benefit contiguous or nearby enterprise census tracts.
For projects resulting from military growth activities, the project area must anticipate experiencing a population
growth of at least 1,000 people and increased payroll of at least $10 million within five years.

Local Enterprise Matching Payments

A business that locates or expands its facility within an enterprise zone and is in an incentive district may be
eligible for State-provided local enterprise_matching payments. The maximum amount of aggregate investment
in all qualifying facilities located in any single county that can qualify for the local enterprise matching payment
is computed as $200 multiplied by the population of the county according to the most recent estimate provided
by the U.S. Bureau of the Census. The maximum amount of local enterprise matching payments cannot exceed
$200,000.2 The aggregate investment limit for all facilities located within a county that may qualify for the local
enterprise matching payments is at least $20 million for counties with a population of less than 100,000 and not
more than $40 million for all other counties.

Local Government Matching Payments

A local government that approves a project plan within an enterprise zone or in support of a major tourism
destination project is eligible for State-provided local government matching payments. The aggregate limit for
all local government matching payments made within a single county is equal to the net benefit rate multiplied
by the taxable gross sales derived from the project over the period of apportionment of local sales taxes (as
certified by the Secretary of Commerce). Local government matching payments cannot be used to supplant
local revenue currently being expended within the increment district boundaries.

To be eligible for local government matching payments for approving a project within an enterprise zone, a local
government must provide to the Department:

= An estimate of the incremental revenues likely to be derived from the project;
= Certification that all projects within the related project plan will generate a minimum of $1.0 million in
payroll (exclusive of payroll for construction) or $5.0 million in investment.

To be eligible for local government matching payments in support of a major tourism destination, a local
government must provide to the Department:

= An estimate of incremental revenues new to the State likely to be derived from the project;
= Certification that the major tourism destination meets applicable criteria;

8 Previously, 62 O.S. § 842(D) provided that the combined maximum amount of state local enterprise matching payments and the amount
of income tax credit authorized pursuant to 68 O.S. § 2357.81 for an enterprise per fiscal year shall not exceed $200,000; the income tax
credit referenced has been repealed.

Local Development & Enterprise Zone
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= An agreement to provide payment to the Department to defray the cost of a market and feasibility study
required to determine if a project qualifies as a major tourism destination project. The study is
commissioned by the Department and is completed by an independent consultant.

Historic Use of the Program
According to Department, Oklahoma City is nearly the only local government using the leverage incentive, and

very limited data is available regarding the program’s use.® The following summarizes the current active
Oklahoma City TIF districts which have utilized State leverage funds:

Table 1: Oklahoma City TIF Districts Utilizing Leverage Act Funds

Purpose

Created/
Expires

Revenues*

Skirvin Sales | Sales Renovation 7-Jul-04/ 30- $5.0 Based on Skirvin Hotel sales tax
Tax Tax of the Skirvin Jul-30 revenues. City has paid $4 million
Hotel since opening in 2007; State has
matched $4 million through February
2019.
Oklahoma Ad Assist Dell 29-Mar-05/ $28.2 Over $1 billion billed in payroll
Riverfront valorem/ | Computers/ 30-Jun-31 generation since inception. City has
Sales Tax Sales Redevelop paid $3.4 million since opening in
tax Waterfront 2007; State has matched $3.2
million, pending application review.
Devon Ad Infrastructure | 16-Dec-08/ $157.0 | A total of $11.3 million generated
Development | valorem/ | and 30-Jun-13 (based on min. tax covenant);
sales Economic (sales tax); Assessor billed $7.7 million.
tax Development 30-Jun-34
(ad valorem)
Core to Ad Support the 1-Jul-18/30- | $167.0 | TBD
Shore South | valorem/ | development Jun-43
CBD/Central | sales area south of
Park tax the CBD
American Sales Leverage 20-Nov-18/ $151.0 | TBD
Indian tax state and TBD
Cultural local
Center investment in
(pending) AICCM
development

Source: Oklahoma City Economic Development Program, Tax Increment Financing Summary (as of March 20, 2019)

* Matching payments may not be isolated to the provisions of this program

According to the OTC, three projects have been paid pursuant to the Act; however, the process used to pay

the local government entity did not include use of the Oklahoma Local Development and Enterprise Zone
Incentive Leverage Act Incentive Payment Fund (in accordance with 62 O.S. § 845). According to the OTC,
governmental funds, such as the one created in 62 O.S. § 845, can only be used to receive funding (i.e.,

% In addition to projects within Oklahoma City, this program has supported a military growth impact project associated with Fort Sill.

Local Development & Enterprise Zone
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legislative appropriations and/or apportionment of tax revenues); they cannot be properly used to make
incentive payments. Additionally, the OTC noted that other available payment mechanisms, such as operating
funds used to pay vendors and purchase order disbursements processed through the State Accounting
system, are inappropriate for incentive payment purposes. Consequently, the incentive payments under the
Act were processed pursuant to the same procedures as those employed for tax refunds.

Across the three projects, total annual payments over the past five fiscal years have ranged from $0.5 million
in FY2015 to $2.2 million in FY2016. Payments have totaled approximately $1.2 million for each of the past
three fiscal years.

Figure 3: Local Development & Enterprise Zone Incentive Leverage Act Payments, FY2015-FY2019
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Source: OTC data
In the aggregate, payments for the past five fiscal years have totaled $6.3 million: $3.5 million for a military
growth impact project associated with Fort Sill, $1.7 million for the Skirvin Hotel and $1.0 million for Dell.

Incentive Administration

Prior to the State’s involvement, a potential economic development project is identified, a local government and
developer enter into an agreement, and funds for that project are secured. The OTC and the Department both
have responsibilities related to the program, which is comprised of three main components: certification,
payment and reporting.

= Certification. For local enterprise matching payments, businesses must obtain a certification (provided
by the governing body of the local government creating the incentive district) stating that the business
qualifies for the sales tax exemption. The certification must include the beginning and ending date of
the exemption, the total amount of projected investment to construct or expand the facility during the
period; and the legal name and business entity classification of the entity to which the exemption is
afforded or to which sales tax payment is made by the local government. The local government provides
a copy of the certification to the OTC.

For local government matching payments, local governments provide the OTC with a certification that
the local government has created a tax increment district which qualifies for matching payments. This
certification must include:

Local Development & Enterprise Zone
Incentive Leverage Act Evaluation 16



- The beginning and end date of the district;

- A description of the project costs authorized by the project plan for which the matching payments
will be used and the estimated date for substantial completion of the project being assisted;

- A certification by the Department that the project plan is located in an enterprise zone or supports
a qualifying major tourism destination project, and the investment and development has been or
will be substantially completed by December 31, 2034;'°

- The amount of local sales taxes that has been apportioned during the previous six month period
by the local government for the payment of project costs;

- The name of the public entity authorized to carry out activities pursuant to the project plan.

» Payment. As revenue associated with the project is generated, the local government transfers funds
to the TIF district, which in turn remits those funds to the OTC. For local enterprise matching payments,
the OTC makes a payment to the business equal to the amount of sales tax that is certified as exempt.
The matching payment is made only for the sales tax foregone by local governments or rebated to the
business by local governments for purchases made by the business and not on the basis of any sales
tax collected by the business from consumers or users on taxable sales made by the business.

For local government matching payments, after the local government provides the certification, the
OTC makes payment to the public entity in an amount equal to the lesser of (1) the certified amount of
the local sales taxes apportioned during the previous 6 months; or (2) the estimated net direct state
benefits.

= Reporting. The OTC is responsible for maintaining a record of state local enterprise and state local
government matching payments. Local sales taxes apportioned under the applicable project plan are
reported, collected, remitted and disbursed in the same manner as other local sales taxes. The OTC is
also responsible for preparing a report separately identifying the matching amounts and must submit a
report prior to April 1 each year to the Governor, the Speaker of the House and the President Pro
Tempore of the Senate.

Administration Case Study: OMNI Hotel

The City of Oklahoma City filed an application with the Department for enterprise matching payments for the
development of the Convention Center District Project and Omni Hotel. As part of the application, the Alliance
for Economic Development of Oklahoma City (Alliance) retained HVS Convention, Sports and Entertainment
Facilities Consulting (HVS) to produce an economic and fiscal impact analysis of a convention center district in
Oklahoma City. HVS estimated that the project would generate the following annual recurring impacts:

= Oklahoma City: $156.9 million economic impact, 1,040 full-time equivalent jobs (FTEs) and $3.5 million
in fiscal impact;
= State of Oklahoma: $89 million economic impact, 590 FTEs and $3.1 million in fiscal impact.

' The previous deadline was December 31, 2024 but was extended under SB473 of the 2019 legislative session. The following provision
was also repealed: “The payments authorized shall be available for business and governmental entities qualifying pursuant to the Local
Development Act for investments made within an incentive district or for improvements made within an increment district prior to
December 31, 2007, or for which an incentive district or an increment district has been created prior to December 31, 2018, if the
investments or improvements are begun not later than December 31, 2019.”

Local Development & Enterprise Zone
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The Department reviewed the information in the application and certified that the proposed project was in an
eligible Enterprise Zone. Additionally, it determined that the net benefit rate of the project would be 3.53 percent
under the following methodology/set of assumptions in its net benefit rate model:"!

= The project would create 438 new jobs with 2020 payroll of $15.8 million and would bring 46 new
families to the area;

= Between 2020 and 2043, direct additional State tax receipts (consisting of direction additional
consumption tax receipts as well as direct additional sales tax revenue from the hotel) would total
$40.7 million;

= The direct additional State government costs (consisting of direction additional education costs and
direct additional general government costs) would total $10.9 million.

The Department noted in its review that it was its understanding that “the maximum sales tax increment
commitment of the City of Oklahoma City utilizes multiple TIF districts and MAPS 3 funding sources as
described in the application in excess of $450 million for the Oklahoma City Convention Center District Project
and Omni Hotel.” The review added that “while the maximum contribution from the City of OKC is in excess of
$450 million, the maximum matching payment reimbursement from the State is $29.9 million [equal to direct
additional State tax receipts minus direct additional State government costs], so that would also represent the
maximum possible payments by the Oklahoma Tax Commission.”

Economic and Fiscal Impact

" The net benefit rate is computed by dividing net benefits to the State by the project sales under a 70 percent occupancy scenario that
is between HVS and hotel estimate ($846.5 million).

Local Development & Enterprise Zone
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Economic and Fiscal Impact

Similar to other programs that have been evaluated by the Oklahoma Incentive Evaluation Commission, the
Department uses an in-house methodology to determine the net benefit to the State after deducting direct and
indirect expenses incurred by the State. This approach is a best practice used in many states to help ensure a
positive return on investment, while creating an incentive program that achieves its goals of jobs creation and
attracting private investment. For this program, there is a direct linkage between new job creation, private
investment and the incentive offered.

The project team reviewed the net benefit analyses produced by the Department for three development projects:
the Skirvin Hotel project, the Devon World Headquarters project and the City of Oklahoma City Convention
Center District/Omni Hotel project. Each analysis was similar in its approach and focused on the direct sales
and consumption tax generated by each project. By design, the net benefit calculations estimate the total eligible
payment to a project after subtracting direct educational and general government costs. No attempt is made to
estimate other direct tax revenue or the indirect and induced effects (e.g., workers spending wages in the local
economy).

In FY2018, for example, sales tax (state only) represented about 25 percent of total collections from all sources
administered by the OTC. Projects utilizing the Local Development and Enterprise Zone Incentive Leverage Act
would generate additional tax revenue, such as income tax, alcoholic and mixed beverage tax and gasoline tax.
The total economic and tax impact (direct + indirect + induced) yields positive tax revenue above what is
calculated in the net benefit analyses. Based on standard econometric multipliers, it is reasonable to estimate
the State captures an amount equal to or greater than the incentives offered under this program.

Local Development & Enterprise Zone
Incentive Leverage Act Evaluation 19
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Benchmarking
A detailed description of comparable state programs can be found in Appendix A.

For evaluation purposes, benchmarking provides information related to how peer states use and evaluate
similar incentives. At the outset, it should be understood that no states are ‘perfect peers’ — there will be multiple
differences in economic, demographic and political factors that will have to be considered in any analysis;
likewise, it is exceedingly rare that any two state incentive programs will be exactly the same.’?> These
benchmarking realities must be taken into consideration when making comparisons — and, for the sake of
brevity, the report will not continually re-make this point throughout the discussion.

The process of creating a comparison group for incentives typically begins with bordering states. This is
generally the starting point, because proximity often leads states to compete for the same regional businesses
or business/industry investments. Second, neighboring states often (but not always) have similar economic,
demographic or political structures that lend themselves to comparison. Due to this incentive’s unique matching
provisions, the project team’s analysis focused on geographically targeted incentives provided directly to local
governments or indirectly to businesses.

While enterprise zone programs are prevalent among states, far fewer states were found to have incentives
comparable to Oklahoma. These states are Florida, Missouri, Nebraska and Texas.

= Florida. The Local Government Distressed Area Matching Grant (LGDAMG) Program was created in
2010 to stimulate economic activity and enhance the ability of distressed communities to attract new
job creation opportunities. Local governments that intend to offer qualified business assistance (not
derived from State or Federal funds) to a specific business in the area are eligible. Targeted businesses
are required to create at least 15 full-time jobs and the project must either be new to Florida, expanding
operations in Florida or leaving Florida unless it receives local and state government assistance. The
amount awarded by the State is $50,000 or 50 percent of the local government’s qualified business
assistance amount, whichever is less. The program made only three awards (all in 2012) and has not
been funded since."

= Missouri. The State’s Enhanced Enterprise Zone (EEZ) incentive offers state tax credits —
accompanied by local real property tax abatements — to “enhanced” business enterprises. Tax credits
may be provided each year for up to five tax years after the project commences operations. To receive
the tax credits for any of the years, the facility must have created and maintained the minimum program
requirements, which vary depending on the type of business (new or expanded versus replacement).
Eligible investment expenditures include the original cost of machinery, equipment, furniture, fixtures,
land and building and/or eight times the annual rental rate paid for the same. Inventory is not eligible.

= Nebraska. The Site and Building Development Fund (SBDF) creates favorable conditions for improving
the industrial readiness of the state. State funding is focused on land and infrastructure costs with 40
percent of funding available to non-metro areas. Projects must be taken on by a committed local
development team, including a local economic development corporation. Eligible activities include land
and building acquisition, building construction or rehabilitation, site preparation, infrastructure
development and improvements, engineering and design costs, technical assistance and planning, and
pre-approved costs necessary for the development of industrial-ready sites and buildings.

2 The primary instances of exactly alike state incentive programs occur when states choose to ‘piggyback’ onto federal programs.
'3 Florida Department of Economic Opportunity — Annual Incentives Report (December 30, 2014). Accessed electronically at
https://www.enterpriseflorida.com/wp-content/uploads/12.30.2014-DEO-Economic-Development-Incentives-Report.pdf
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Texas. The Texas Leverage Fund Program provides a financing source for cities to leverage their sales
tax receipts if they meet certain eligibility requirements, including a limit on the total amount of
corporation obligations. The Fund provides low-interest loans, backed by a pledge of tax receipts, to
provide funding for designated projects. The maximum amount of loans outstanding may not exceed a
total of $25 million.

Benchmarking Program Evaluations

A 2010 evaluation of Missouri’'s Enterprise Zone and Enhanced Enterprise Zone Tax Credit Programs found
that the State does not adequately monitor the businesses receiving credits and that the economic benefits of
both programs were overstated.' These weaknesses make it difficult to determine whether the programs are
an effective use of State resources. The report recommended that the State:

Require supporting documentation be submitted with all tax credit claims, utilize state wage information
as part of the monitoring process and make efforts to increase the number of on-site monitoring visits
to help ensure the State is receiving the expected level of economic benefit.

Ensure the assumptions used to generate the overall economic forecast report to the General Assembly
are accurate and can be traced to source documentation.

Reevaluate the amount of the individual project limit currently in place, as well as the State’s method
of calculating the credit.

From the project team’s perspective, these are all useful recommendations that the State of Oklahoma should
also consider.

4 Missouri State Auditor — Enterprise Zone and Enhanced Enterprise Zone Tax Credit Programs (September 2010). Accessed
electronically at
http://www.ncsl.org/Portals/1/Documents/fiscal/evaluation_database/MO_Enterprise_Zone_and_Enhanced_Enterprise_Zone_Tax_Credit
_Programs.pdf
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Appendix A: Comparable State Programs

State Program Created State Cost Eligibility Requirements Incentive

OK | Local 2000 $1.2 million | Eligible projects must be located All projects within an Matches local tax
Development (FY2018 | entirely in an enterprise zone, in enterprise zone project plan | revenue dedicated
and Enterprise actual) support of a major tourism destination | must generate a minimum of | to support
Zone Incentive or in support of a military growth $1 million in payroll economic
Leverage Act impact. (exclusive of payroll for development

construction) or $5 million in | projects.
investment.

FL | Local 2010 $0 Local governments that intend to offer | Businesses must create 15 $50,000 or 50% of
Government (currently | qualified business assistance to a full-time jobs and the project | the local
Distressed Area unfunded) | specific business in the area. must either be new to government's
Matching Grant Florida, expanding qualified business
(LGDAMG) operations in Florida or assistance amount,
Program leaving Florida unless it whichever is less.

receives assistance.

MO | Enhanced 2004 $17.4 "Enhanced" business enterprises. 2 new employees, plus: Program consists
Enterprise Zone million Eligible investment expenditures $100,000 new investment for | of 2 types of
(EEZ) Program (FY2010) | include the original cost of machinery, | new or expanded business financial incentive:

equipment, furniture, fixtures, land facilities; $1 million new State income tax
and building and/or eight times the investment for replacement | credits and local
annual rental rate paid for the same. business facilities. real property tax
Inventory is not eligible. abatements.

NE | Site and Building 2011 $3.1 million | Local governments and NE Must provide a 1:1 match. State funding is
Development (estimated | nonprofits. Eligible activities include Proposals must address a focused on land
Fund (SBDF) CY2019 land and building acquisition, building | variety of topics, including and infrastructure

allocation) | construction or rehabilitation, site job creation and available costs, with 40% of
preparation, infrastructure workforce and training, but funding available to
development and improvements, there are no minimum non-metro areas.
engineering and design costs, requirements in place.
technical assistance and planning,
and pre-approved costs necessary for
the development of industrial-ready
sites and buildings.
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State Program Created State Cost Eligibility Requirements Incentive

TX | Leverage Fund 1997 $0 Economic development corporations Loan proceeds must be Provides a program

Program (currently | (EDSs) are eligible. Projects must be | used to fund eligible costs of | loan ($25,000-$5
inactive) | in support of business expansion, qualified projects, which may | million) to the EDC

recruitment and exporting. include land, buildings, to fund the cost of

machinery and equipment an eligible project.
for manufacturing and Loan is secured by

industrial operations as well | sales and use tax

as sports, athletic, receipt proceeds.

entertainment and public
park facilities.

All loans require a first lien
pledge on 4(A) and/or 4(B)
sales tax receipts. Borrowers
must maintain specified debt
service coverage ratios
throughout the term of their
loan.
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