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Introduction
Financial incentives are today a central tool of economic development practice. In a recent poll of the
International Economic Development Council’s (IEDC) membership, 83 percent of economic developers
agreed that professional standards of administration and evaluation would assist them in better use of
incentives.1
This paper begins with the principle that incentives are investments made on behalf of stakeholders- the
citizens of the locality or state that the EDO represents- with the objective of generating a return on
incentives (ROI), a term that borrows from the private sector concept of return on investment, also
commonly abbreviated as ROI. Like private investors, economic development organizations (EDOs)
should manage their incentives with the goals of maximizing ROI and minimizing risks.2 However, return
on incentives differs from private sector investments in that returns can take a number of forms,
including new jobs, increased local spending, and higher tax receipts.
This report offers models that EDOs can use to calculate ROI. By rigorously evaluating the efficacy of
their incentives, EDOs can reduce their costs, minimize risks, increase regulatory compliance, and spur
innovation. Organizations that regularly perform evaluations of their investments and actively manage
their portfolios are significantly more likely to achieve their projected returns.3 The Government Finance
Officers Association writes,
“Providing a thorough and rigorous analysis of each project is critical… Responsible use of public
funding requires that projects funded provide a suitable return for the jurisdiction, are
consistent with overall community goals and priorities, and require that investments are made
in a transparent manner with full understanding of all short- and long-term costs and benefits.”4
This report also offers model standards of practice that can be adapted by EDOs to design and
administer high-performing incentives programs, including:


1

Methods to lay the groundwork for high returns
Best practices in designing incentives programs and agreements

International Economic Development Council member’s survey, “Members’ Opinions on Incentives Practices,” 2013.
Renault and Poole, “Prove It!”; Andy Nicholas, “Every Dollar Counts,” Washington State Budget & Policy Center, 2011.
3
Project Management Institute, “Portfolio Management.” Retrieved December 11, 2014.
4
Government Finance Officers Association, “Evaluating and Managing Economic Development Incentives,” 2014.
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Mechanisms to collect the information required to project ROI

Defining Economic Development Incentives
When deciding where to invest, firms consider three types of factors: operating costs, operating
conditions, and quality of life. Operating costs are business operating expenses that often vary from
place to place, including the costs of labor, materials, transportation, land, and utilities, as well as a
firm’s likely tax bill. Operating conditions are non-financial factors that can significantly influence
business operations, including proximity to customers, safety, regulatory environment, and the
availability of a skilled labor force. Quality of life factors include education and housing quality.5
In the long-run, public policy can influence most or all of these factors. But in the short-term, when
trying to assist a company in choosing a location to invest, an EDO actually has little influence on the
costs of doing business. Incentives, inducements provided to increase a community’s investment
attractiveness, are an available short-term tool. Incentives help to ameliorate operating conditions, or
decrease operating costs. The recent EDRP report, More Than Money: Alternative Incentives That
Benefit Companies and Communities, discusses non-financial incentives, which generally affect
operating conditions; this present report concerns financial incentives, which most often reduce
operating costs.
Financial incentives encompass several design dimensions. Incentives can be direct or tax-based. Direct
financial incentives, such as grants and loans, aim to reduce non-tax operating costs; tax incentives
reduce firms’ tax liabilities through credits and exemptions.6 Another dimension is whether incentives
are awarded on a statutory or discretionary basis. In a statutory incentive design, firms meeting defined
criteria are granted the incentive; discretionary incentives are so-named because they give EDOs
discretion, or leeway, in which firms receive incentives and the amounts of awards.7 A final distinction
of incentives concerns the timing of their payment. In some programs, incentives are paid up front, in
anticipation of the achievement of incentive objectives, such as job creation; other incentives programs

5

Ronald C. Fisher, “The Effects of State and Local Public Services on Economic Development,” New England Economic Review,

March/April 1997, 78.
6

Good Jobs First, “Corporate Income Tax Credits;”U.S. Small Business Administration, “Job Creation Grants," July 29, 2011; U.S.

Department of Housing and Urban Development, “Welcome to the Community Renewal Initiative;” Alan Peters and Peter
Fisher, “The Failures of Economic Development Incentives,” Journal of the American Planning Association, (70:1), Winter, 1994
27-37.
7

Louise Anderson, “Knowledge is Power: Working Effectively With Site Selectors,” (Washington, DC: International Economic
Development Council/ Economic Development Research Partners), 2012.
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commit incentives to a company, but do not make payments until the objective has been verifiably
achieved.
The Appendix offers a comprehensive list of incentives with examples.

The State of Incentives Today
The prevalence and size of economic development incentives has grown steadily since the 1980s.8
Today, there are incentives at the federal, state, and local levels. In 2013 there were estimated to be
1,800 incentive programs at the state level alone.9
The value of individual incentives agreements has also increased: between 1990 and 1998, the average
value of incentives offered to businesses grew from 10 percent of a recipients' tax bill to 30 percent.10 A
2012 estimate suggested that state and local agencies annually provide approximately $80 billion in
incentives.11 In 2014, two large incentive investments made national headlines. The state of Washington
signed an incentive agreement with the Boeing Company reportedly worth $8.7 billion. Hillsboro,
Oregon agreed to a $2 billion incentive package to retain Intel Corporation.12
Given the prevalence of incentives, economic developers should ensure that they are using these tools
as effectively as possible. At present, many jurisdictions do not track the amount of incentives they
commit, nor do they calculate the economic benefits of the incentives they have actually awarded. One
recent study found that between 15 and 45 percent of incentives programs never collect data, perform
evaluations, or publish updates.13

Better management techniques would maximize the value of

incentives and provide the data necessary to demonstrate the effectiveness of this economic
development tool.
More than Money: Alternative Incentives That Benefit Companies and Communities
Washington, DC: International Economic Development Council/Economic Development Research
Partners. Swati Ghosh and Tye Libby

8

Dan Gorin, “Economic Development Incentives: Research Approaches and Current Views,” Federal Reserve Bulletin, 93, 2007.
Council for Community and Economic Research (C2ER), 2012 State Economic Development Incentives Survey Report, 2013.
10
Peter C. Fisher, “The Fiscal Consequences of Competition for Capital,” paper for the University of Minnesota conference,
“Reining in the Competition for Capital,” 2004.
11
New York Times, “Explore the Data,” 2012.
12
Timothy Egan, “Under My Thumb,” New York Times, November 14, 2013; Mike Rogoway, “Intel’s New Tax Deal is a
Whopper,” The Oregonian, August 11, 2014.
13
C2ER, State…
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This recent EDRP report investigates the use of non-financial incentives, such as providing companies
with workforce development, rapid permitting, networking opportunities, packaged information,
customized research, and infrastructure. The report finds that non-financial incentives, like traditional
incentives, assist in attracting businesses to the community, but may be preferable because of their
lower cost and because a greater proportion of their benefits stay within the awarding community.

Best Practices in Incentives Portfolio Management
In a recent survey, 83 percent of IEDC members reported that it would be helpful to have guidelines for
awarding incentives.14 The following guidelines are not intended as a “set” that must be adopted or
rejected as a whole. Rather, it is recommended that EDOs, as they design and administer incentive
programs- should select tools from this list that are best-suited to their intended objectives. They
should also take into consideration local economic and political factors.

Set the Context
EDOs should to create an operating environment in which they can effectively use incentives. To achieve
a framework for effective incentive programs, economic developers should:





Identify long-term community economic development objectives
Create strong cooperative regional partnerships
Deploy non-financial incentives
Acquire the equipment and human resources needed to manage incentives programs

Engage in Strategic Planning
IEDC endorses the practice of “strategic planning”- drafting a comprehensive and cohesive plan that
encompasses all aspects of a community’s economic growth and development, including business
retention and expansion programs, marketing, and workforce development. Incentive programs should
advance the objectives outlined in strategic plans by attracting and retaining investments in identified
target industries, or locations targeted for redevelopment.
Create Regional Agreements
Much of the competition for investment is at the level of metropolitan areas, not individual jurisdictions.
Local competition for private investment is rarely the most productive use of incentives. In some of the
most publicly criticized cases, some businesses have been granted incentives repeatedly to move over

14

International Economic Development Council members’ survey, 2013.
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short distances, without creating any new jobs or spending.15 IEDC members have expressed support for
states to legislate curbs on local incentive competition.16
A best practice identified by economic developers across the nation is for communities to be proactive
and embrace metropolitan cooperation. This is a long-term strategy that has proven to be significantly
more successful than local, incentive-driven competition. In the absence of state restrictions on
incentive use, jurisdictions have entered into regional compacts that promote collaboration and
voluntarily restrict the use of incentives for short-distance relocations. Such regional compacts have
been adopted in many regions across the United States, allowing localities to focus their limited
resources on expansions and relocations from elsewhere.
For example, the regional agreement in metropolitan Cleveland affirms that:
“[Our] economy will be stronger if its communities work together, rather than against each
other… The focus of economic development efforts should not be on encouraging companies to
move from one community to another within the county… Where a business has not indicated
that it is considering a move from its current location in a participating community, we will not
actively pursue that business to encourage it to re-locate.”17
Deploy Non-Financial Incentives Whenever Possible
Non-financial incentives include rapid permitting, business information services, networking
opportunities, training, and technical assistance. A recent EDRP report found that non-financial
incentives tend to be less expensive and in many cases more efficient than financial incentives. For
example, expedited permitting encourages faster construction of a project. Faster construction typically
means earlier start up and a faster track to new jobs and taxes generated for the jurisdiction. For
businesses, the impact of opening a new facility faster can have a significant positive impact on a
company’s bottom line that would be expensive to replace with financial incentives.18 Because of nonfinancial incentives’ lower cost, EDOs should consider using non-financial tools prior to financial
incentives.
Build Monitoring into Incentive Programs
When designing and administering incentives programs, EDOs should consider the methods of tracking,
monitoring and calculating ROI, and then train staff or hire consultants to ensure this occurs. There are
many considerations involved in determining incentive effectiveness, which include calculating

15

Kevin Collison, “Applebee’s to Move Headquarters, 390 Jobs to Kansas City, Mo., from Lenexa,” Wichita Eagle, May 28, 2011.
International Economic Development Council members’ survey, 2013.
17
Cuyahoga County, “Cuyahoga County Business Attraction and Anti-Poaching Protocol,” 2011. Retrieved December 15, 2014.
18
Swati Ghosh and Tye Libby, More than Money: Alternative Incentives that Benefit Companies and Communities,
16
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economic multiplier effects over time. Some EDOs have found it helpful to purchase and employ their
own econometric software, while others hire economic consultants to do independent evaluations.

Design Effective Programs
EDOs can design more effective incentive programs by undertaking the following design steps:








Articulating a statement of the incentive’s purpose
Identifying target industrial sectors, locations, and project types whose attraction will help meet
strategic economic development objectives
Explicitly stating clear criteria for projects that will qualify for financial incentives
Employing financial structures that provide a high degree of effectiveness for cost
Creating mechanisms that reward companies for achieving public objectives
Specifying the maximum amount that can be paid out under the program
Engaging recipients in data collection over the life of the incentive

Articulate a Statement of Purpose
The design of an incentive program should begin with a Statement of Purpose that describes what the
incentive is intended to do.19 Effective statements of purpose are clear, simple, and offer certainty to
both citizens and potential incentives recipients.20 The Statement of Purpose should specify:





The ultimate intended goals of the program
How the program advances strategic community goals
The ways in which stakeholders will benefit from the program
The risks inherent in the program

The Statement of Purpose is implemented through Investment Agreements and their Investment
Criteria.
Design Incentives to Advance Strategic Objectives
A strategic economic development plan specifies a community’s objectives, and identifies the types of
business activities that will need to be retained, expanded, and attracted to meet these objectives.
Incentives should be designed to improve the attractiveness of the community by addressing the factors
critical to these facilities and industries, and to incent companies to remain or relocate to the
19

Municipal Association of South Carolina, “Municipal Economic Development Incentives,” 2010; Texas Taxpayers and Research
Association, “Programs and Incentives,” September 7, 2011.
20
Investment Consulting Associates, “Comprehensive Evaluation of Maine’s Economic Development Incentive Programs,”
2014.
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jurisdiction that would not have located in the jurisdiction but for the incentive.21 Therefore, incentives
programs should explicitly state what industries, locations, or facilities they will target, and how they will
do so.
Pew-CREC Business Incentives Initiative
The Business Incentives Initiative project is a partnership between the states of Tennessee, Oklahoma,
Michigan, Maryland, Virginia, Indiana, and Louisiana. Supported by the Pew Trusts and the Center for
Regional Economic Competitiveness (CREC), the initiative is designed to identify and disseminate best
practices in awarding, administering, and evaluating incentives programs at the state level.
Design Incentives with Clear and Explicit Criteria
Incentives programs should explicitly state the process for how companies can apply for incentives, the
benefits available from the incentive, and the qualifying criteria by which incentives will be awarded to
projects. Programs with such transparent and predictable criteria enjoy greater public support and
greater legal durability in the case of challenges based on constitutional equal treatment and
competition provisions.22 Although most programs at the state level currently conform to this standard,
public officials have sometimes been given broad authority to waive requirements, and many recently
implemented programs do not have clear or consistent criteria for awards.23
Select Effective Financial Structures
There are many financial structures that can be used to structure incentives. The most common forms
are direct incentives, such as grants, and tax incentives, such as abatements, credits, and rebates, but
practitioners should also be aware of other structures, such as loans.
Compared to loans and tax incentives, grants can offer a high degree of fiscal certainty to public
accountants, because loan repayment schedules are often flexible and businesses often have discretion
over when they will claim tax credits or deductions.24 Furthermore, grants appeal to businesses because
they provide cash to a recipient immediately upon meeting investment criteria; the earliest that tax
credits and rebates can be claimed is usually at the end of a fiscal year.

21

Robert C. Dauffenbach and Larkin Warner, "Oklahoma's Ad Valorem Tax Exemptions and the Quality Jobs Act: Analysis of
Economic Impacts and Tests for Differential Growth,” in Robert Dauffenbach, Alexander Holmes, Ronald L. Moomaw, Kent W.
Olson, and Larkin Warner, State Policy and Economic Development in Oklahoma: 2004 (Oklahoma City: Oklahoma 21st Century,
Inc.), 13-27; Dan Gorin (2000), “State Economic Growth Incentives and the Oklahoma Quality Jobs Program,” Oklahoma Policy
Studies Review, 1, (Spring–Summer), 7–12; IEDC, “More than Money.”
22
Daphne A. Kenyon, Adam H. Langley, and Bethany P. Paquin, “Rethinking Property Tax Incentives for Business,” (Cambridge,
MA: Lincoln Institute of Land Policy), 2012. MASC, ”Incentives.”
23
Ben Weisfuse, “Sealing the Deal,” Site Selection, May 2012; C2ER, State….
24
Virginia Joint Legislative Audit and Review Commission, “Review of State Economic Development Incentive Grants,” 2012.
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Many incentives are designed around reducing recipients’ tax burdens by credit, abatement, or
exemptions. Tax incentives can be less expensive than grants, but it is important to recognize that when
tax incentives are awarded to recipients that would have located in the jurisdiction regardless of the
incentive, they reduce revenue that governments would have otherwise collected. It is thus necessary
that tax incentives should be carefully designed to ensure that recipients would not have located in the
jurisdiction but for the incentive.
Loans improve recipients’ upfront cash flow, increase the attractiveness of a location and ease the credit
problems that sometimes stand in the way of otherwise viable projects. Moreover, because loans are
recoverable and can be structured into revolving loan funds which are in theory perpetual, loans can be
a significantly less expensive incentive instrument than are non-recoverable expenditures.25 Thus, EDOs
should investigate the use of loans instead of permanent incentives, such as grants and abatements.
Reward Performance
When companies apply for incentives, they usually project the number of jobs they will create and the
amount of money they will invest locally. Incentives can be granted in advance of construction and
hiring, based on recipients’ commitments or an EDO’s projections of job creation, investment, and ROI,
or upon evaluation that these benefits have occurred. At present, approximately half of state-level
incentives programs are designed to reward performance; the other half are based on forward
projections by recipient companies.26 When incentives are based on commitments or projections,
however, EDOs run the risk that benefits will not materialize. Investments may then have to be
recovered through clawbacks, which are difficult to collect and tend to create negative feelings with
investors.
EDOs can reduce the risks for both stakeholders and recipient businesses by designing incentives that
reward performance. After capital investments have been made and jobs created, hard data on hiring,
payroll contributions, construction costs and taxes generated by the project are more readily available
and relatively precise, allowing for more accurate ROI calculations for incentives. In fact, the enhanced
accuracy of the performance-based incentive allows EDOs to recommend incentives that are
proportional to a project’s demonstrated success in creating jobs or meeting or other objectives.27
While most financial structures, including grants and tax credits, can be designed to reward
performance, an innovative performance-based structure is the forgivable loan. In this structure, an
applicant receives a regular loan from the EDO, backed by a promissory note or mortgage. Once the
25

Robert T. Greenbaum and Daniele Bondonio, , “Incentivizing Economic Development: An Empirical Examination of the Use of
Grants and Loans,” South Carolina Journal of International Law and Business, 7:2 (2011), 191-213.
26
C2ER, State…
27
MASC, “Incentives…”
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borrower demonstrates compliance with investment criteria specified in an incentives agreement, the
EDO defers payments on both the interest and principal. If the borrower meets the criteria continuously
for a period specified by the incentives agreement, the EDO forgives the loan principal. In this model,
businesses receive funds upfront, thus immediately improving cash flow while public risk remains low.28
Design Data Collection, Evaluation, Monitoring and Review Regimes
Wherever possible, EDOs should create the mechanisms that will allow for data collection, evaluation,
monitoring and review as part of the program design. This should be done prior to entering into any
agreements or formally awarding any incentives.
One of the most important requirements in calculating ROI is data on incentives applicants and
recipients. In advance of awarding incentives, EDOs should determine which data will be necessary to
monitor performance, calculate ROI, and evaluate the program. Then, data sources and collection
mechanisms should be identified. One commonly used mechanism to collect certain forms of data that
are otherwise inaccessible is to require corporate recipients to disclose construction, jobs, tax and
capital investment information as part of their incentive agreement.
In other cases, EDOs will need to coordinate with government agencies to maintain access to critical
data. One vital piece of data is the dollar value of the incentives that are awarded. For example,
surprisingly many agencies do not maintain accurate records of the end value of the tax incentives they
have provided over time.
Effective incentive portfolio management takes resources, in the form of both staff training and staff
time to calculate ROI. To reduce the public cost of training staff and administering incentives programs,
economic developers should consider designing incentive programs to shift responsibility for a portion
of these costs to their recipients. This could be accomplished by paying staff expenses through
incentives awards, or by making recipients responsible for applying for incentives and then requiring
them to submit audited evidence of adherence to investment criteria, such as ROI calculations.
The program design should also indicate how individual incentives recipients will be evaluated. By
deciding upon the method and assumptions that will be used in calculating ROI as early in the process as
possible, EDOs will significantly increase certainty for businesses and stakeholders once the program is
in operation. Finally, the program design should specify when and how the program as a whole will be
evaluated.
Many incentives programs are never regularly reviewed either by the jurisdictional government or the
EDOs that marketed them. Without such evaluation, incentives may remain in effect long after their
28

MASC, “Incentives…”

9

intended purpose has passed.29 Establishing a clear evaluation protocol can help to keep the incentive
responsive to business needs and effective at building local economies.
Limit Portfolio Size
Regular reviews of program effectiveness allow EDOs to adjust the limits of their incentives portfolios as
necessary. Therefore, it is a wise practice for EDOs to consider capping the total dollar volume or scope
of incentives programs prior to launching them. Placing such limits is particularly useful in such
situations when programs do not have enforceable investment criteria or when ROI will be evaluated
infrequently. This can help prevent the expansion of an incentive program substantially beyond its
intended size and scope.30 Such an unexpected expansion occurred in Louisiana, where the state
instituted a tax deferral program to promote the obscure horizontal oil drilling technique. As this drilling
method became widespread, the volume of the program rapidly increased from $285,000 in 2007 to
$239 million in 2010.31

Create Incentive Agreements
Once an incentive program has been designed and marketed, prospective companies may begin to apply
or be identified by the EDO to receive the incentive. An incentive agreement is a legal document that
specifies the characteristics of individual incentives investments, including details of the financing to be
offered, the conditions upon which it will be offered, and whether financing will be available upfront
(projection-based) or after meeting criteria (performance-based). Incentives agreements should consist
of standard clauses that remain consistent across all recipients in the program, as well as some
information specific to the project.
Companies are often offered incentive packages that include varied incentives such as job creation
grants, tax abatements, and state income tax credits. The incentives that form these packages are often
committed through programs that vary in their objectives and intent, and that may be administered by
different agencies and budgets. Thus agreements should be created for each type of incentive
commitment in a company’s package.
Standard clauses of the agreement may include:
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The financial structure of the incentive; if a company is offered 'package' of various incentives, a
separate agreement should be created for each incentive it will receive
How the incentive supports strategic economic development objectives in the incentive
program's Statement of Purpose
The investment criteria that the recipient must meet for funds or credits to be disbursed, and
the metrics for how performance will be assessed and monitored over time
The means of data collection
o What data the recipient must disclose to the EDO or evaluating agency
o How often data will be submitted or collected
o Independent data that will be collected and employed by the EDO or evaluating agency
o When third-party audits of any part of the application, evaluation, or calculation
processes will be employed32
Whether ROI will be calculated and if so, what methodology that will be used and how the
calculated return will be used and published
The consequences of non-adherence to investment agreements

While the above portions of an investment agreement should remain standard for all incentive
recipients in a program, the following clauses may vary according to the nature of the recipient project:






The name and contact information for the corporate recipient
The specifications for the project that public funding will be supporting
When incentive benefits will be available to the recipient
The maximum dollar amount claimable under the incentive agreement
The duration of the incentive

Incorporate Investment Criteria and Metrics
Standardized metrics and criteria are essential to effective portfolio management.33 Therefore,
economic development programs should award incentives based on consistent, clearly defined
investment criteria, measured by standardized, quantifiable benchmarks.34

The criteria and metrics

used to award incentives should be readily understood by potential corporate applicants and public
stakeholders.35 Investment criteria should be selected to meet the broader objectives contained in the
community’s Comprehensive Economic Development Strategy and more specific objectives contained in
the incentive program‘s Statement of Purpose; wherever possible, the criteria should themselves be

32
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34
ICA, “Maine.”
35
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described in the pre-agreement design.36 Well-defined, consistently used criteria and metrics help to
create expectations for regular, predictable, and transparent processes of incentive payment,
monitoring, evaluation, and reporting.37
Investment criteria that have been used by various states and localities include:
Criterion

Possible metrics

Minimum private investment38

Minimum
acreage,

Example

square

footage, In an incentive agreement with

dollars

in

new the Ford Motor Company to
retain a plant in the city, the City

construction

of Chicago specified a minimum
square footage for the facility39
Requirements

about

on-site Qualitative type (e.g. offices, Requirement
retail,

business activity

research

that

recipient

and projects maintain a headquarters
at site40

development)

Minimum local purchases by Minimum local purchases of Michigan’s Consumers Energy
recipient company

made a commitment to increase

labor or goods

their local purchases by $250
million over five years
Maximum

public

investment Minimum jobs per public dollar In Oregon’s Enterprise Zones,

per new job

invested to exist for a certain incentives investments must not
number of years41

create job losses outside the
zone, and they must meet the
job criterion the whole time the
project receives incentives

Minimum pay per worker

Minimum wages exceeding the Ohio’s Job Creation Tax Credit
average

market

wage,

the mandates an average wage for

federal poverty level, the federal new employees of 150 percent

36
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minimum wage, or fixed dollar of the federal minimum wage43
amounts42

Mississippi Business Investment
Act lowers interest rates on
loans by one-half percent for
every dollar that wages exceed
the

state

manufacturing

44

average.
Minimum

average

hours and benefits

worker Maximum proportion of jobs An Alabama rule restricts the
going to part-time or temporary number of temporary workers
who

workers

may

facilities

be

employed

receiving

in

state

45

incentives

Minimum proportion of jobs Minimum proportion of jobs Maine’s Progressive Alliance for
going

to

demographics

identified going

to

local

minorities,
displaced

women,
workers,

demographics

residents, Careers and Training program
youth, ties financial assistance to aid for
or other newly trained and displaced
workers46
Incentives recipients in Oregon
Enterprise Zones must enter into
a first-source agreement with
local job training providers
In North Carolina’s Enterprise
Zones, companies must disclose
how many jobs are filled by
residents living in the zone

42

Steve Lerch, Economic Development Accountability Laws, (Olympia, WA: Washington State Institute for Public Policy),
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Minimum

period

that

the Minimum years, until investment In

Connecticut,

state

that

law

company must remain at the is repaid

mandates

businesses

site

cannot relocate out of the state
for 10 years after receiving an
incentive

and

cannot

move

within the state unless workers
are offered jobs at the new
location
Recipients of Ohio’s Corporate
Franchise and State Income Tax
Credits must stay in the same
location for twice the duration of
the credits47
Adequate corporate financial Minimum years of profitable Due diligence or risk assessment
operation;

performance

minimum

recent is conducted to the satisfaction

growth in sales, revenue, profit, of an outside assessor
or number of employees48

Minimum

projected

or Payback period or percentage Internal rate of return of 10

performance-based return on return

percent

49

incentives.

47

48

Lerch, “Accountability”
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While investment criteria and metrics are essential to maximizing returns on incentives, EDOs cannot
evaluate whether incentive recipients are in compliance without reliable data. Investments agreements
should therefore specify what data will be collected, by whom, and how often.
Specify the Agreement Term
Some incentives are paid only once as a grant, loan, or tax credit. Other forms of incentives, such as tax
abatements, are continuous over a number of years. Investment agreements should limit benefits to a
set aggregated dollar amount, a set duration, or both. For example, in Oregon, many incentives
agreements expire after five years; legislators must vote to renew the agreements made under the
programs.
Use the Language Necessary to Make Agreements Legally Binding
Though agreements are essential, not all are legally binding; courts have dismissed some agreements
that are not adequately specific or appropriately worded as mere “expressions of hope” with no legal
ramifications, leaving the community unable to take any action based on the agreement.50 Investment
agreements should be drafted or reviewed by knowledgeable legal counsel, with the aim of providing a
reasonable guarantee that the terms will be honored.51

Analyze and Monitor Portfolio Performance
The financial structure of the incentive agreement decided upon in the program design phase
determines whether public funds and benefits will be disbursed immediately or at some later time
based on performance criteria. Whether payment is immediate or delayed, once the investment
agreement has taken force, the task of portfolio monitoring begins. This involves collecting and
analyzing data, and calculating the return on incentives through various methods. These evaluations
can be used at the investment agreement level, as well at the program level, to ensure the types of
companies and facilities that are receiving funds accord with the program’s target recipients. Data can
also help EDOs to calculate any discrepancy between projected and actual performance of recipients.52

50

In the case of Charter Township of Ypsilanti v. General Motors Corp. (1993), leaders in Ypsilanti, MI sued General Motors

after it ceased production at a plant that had benefitted from tax abatements. An appeals court subsequently ruled in favor of
the carmaker, arguing that its promises were legally no different than ‘expressions of hope’ that it would create jobs. (Yellin)
51
52
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Comprehensive evaluations of this type help economic developers to sharpen investment criteria and
mitigate risks as necessary over time.53
Though most incentives agreements incorporate investment criteria, many jurisdictions do not collect
the data needed to properly evaluate ROI after an investment has been made. Fewer than half of state
incentives programs, for instance, track the number of jobs created by the program or the capital
investment made by recipient companies. Only 13 percent of tax-based incentives programs track the
tax revenues generated by the projects they fund.54
One of the most effective means of collecting this data is to collect the information that agreements
require recipients to disclose, such as employment at a facility, or annual facility revenues.55 Disclosure
can give economic developers access to information that is not otherwise publicly available, including
the number of new jobs and the amount of tax relief that a company has received. Another type of data
sought by jurisdictions is information on facility costs and revenues, allowing evaluators to calculate the
influence on incentives on cost and whether a facility might be more profitable in another location, but
for the incentive.56 Disclosures of various kinds are now required in incentives programs in Ohio, North
Carolina, Texas, Illinois, Connecticut, and Louisiana.57
In addition to collecting information from recipients, evaluators must collect data about jobs growth,
property values, industrial operating costs, and local budgets -- information which is often essential to
determining whether recipients have achieved investment criteria and in calculating ROI. Although EDOs
may routinely gather some of this data in the normal course of their work, acquiring all relevant data,
such as tax returns, may require EDOs to cooperate with government agencies. Interagency datasharing initiatives are thus highly beneficial to improving incentive evaluations and monitoring.
Using the data collected internally and from recipients and other agencies, EDOs can evaluate whether
recipients are achieving their committed objectives according to the metrics of the investment criteria.
Data can also be used to calculate ROI, which is extensively discussed later in this report. EDOs could
also rank the effectiveness of incentive agreements within the program to show which agreements are
outperforming, performing as expected, and underperforming.

53
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Periodically, EDOs should engage outside evaluators to conduct or verify performance evaluations.
The range of evaluators includes economic consulting firms, fiscal departments, Certified Public
Accountants and academics. For example, in Mississippi, incentives evaluations are periodically
reviewed by economists at the University Research Center, a body which regularly conducts economic
analyses on behalf of the state government; in Rhode Island and Indiana, evaluations of state incentives
are reviewed by the fiscal department.58

Actively Manage the Portfolio
Economic developers use portfolio analysis to measure the effectiveness of incentives investments. The
next step is to decide whether incentives investments should be retained, expanded, or terminated.
Investments agreements should specify what actions will be taken when companies fail to meet
investment criteria. It is usually difficult to alter agreements or recover funding after they have been
signed when criteria have not been clearly identified.
One of the simplest ways to adjust incentives is to scale incentive payments in proportion to
performance.59 For example, consider an investment agreement in which an EDO offers to abate
property taxes by 50 percent in exchange for a corporate commitment to employ 100 people within one
year of commencing operations. If the recipient facility only employs 80 workers after the first year, the
abatement could simply be adjusted to 40 percent to reflect the facility’s performance.
Per the relevant clause of the investment agreement, if a recipient fails to meet investment criteria over
a significant duration of time, EDOs should recommend that non-compliant incentives investments be
terminated. Most incentives agreements currently allow agreements to be terminated prematurely.60
Clawbacks are an additional tool that may be used in conjunction with termination to recover payments
made to companies that have failed to achieve investment criteria. Clawbacks require incentives
recipients to repay a portion or all of the incentives they have received. They are a way for EDOs to
recoup bad investments. One study found that 18 percent of incentives agreements allow for
clawbacks.61 Additionally, some jurisdictions, such as Washington and Connecticut, charge interest on
top of clawbacks.
Clawbacks are effective tools for incentives programs where investments are made on a one-time basis,
such as one-time grants, loans, or infrastructure improvements. Furthermore, for incentives programs
58
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where an ongoing public investment is made (such as income tax credits), clawbacks are sometimes
necessary, especially where portfolio evaluations are relatively infrequent. However, for incentives
programs with frequent evaluations and ongoing investment, recovery of past investments may be
overly punitive for companies that have begun to underperform after the investment agreement has
come into force, especially in response to changing economic conditions in the jurisdiction.
Some jurisdictions have included measures that outlaw companies that fail to meet investment criteria
from receiving future financial benefits from the jurisdiction, such as receiving state contracts and
pension fund investments.62 This is a highly punitive measure that should be reserved only for
companies that have been proven to seriously abuse the public trust with incentives.

Communicate with Shareholders
Economic developers should communicate the success of their incentive investments to stakeholders
through:




Regular or annual reports on program design and effectiveness of the EDO’s portfolio
Regular comparison with other economic development incentive programs
Periodic comprehensive review of all incentives programs

Submit Regular Reports to Stakeholders
EDOs should communicate the success of their incentives and publicize the results of their ROI
calculations. One means of communicating with shareholders is an annual report to lawmakers and the
public. These reports could include:






62

63

The dollar amounts of incentives committed and paid out under a program
The number of agreements in force, the expected length of those agreements, and the criteria
associated with those agreements
Whether past incentive recipients have grown or contracted in the jurisdiction since the
agreement ended63
The proportion of incentives going to attractions, retentions, and expansions
The compliance rate of companies with investment criteria, with a “dashboard” of metrics
The amount of recapture and the reasons for recapture

Lerch, “Accountability.”
Craig Howard and Natalia Carrizosa, Review of Montgomery County’s Economic Development Incentive Programs, Office of

Legislative Oversight, Report Number 2013-2.
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The overall calculated ROI for the program

These reports have been mandated in several jurisdictions, especially at the state level. In Nebraska, the
State Tax Commissioner reports annually to the legislature about new incentives investments and
agreements still in effect, including wage levels and number of jobs created at each recipient company.
In Ohio, incentive recipients’ disclosure reports are aggregated and sent to the Governor and state
legislature for review.
Compare the Incentives Program with Similar Investments
The incentive program should regularly be compared against the historical performance of programs
within the jurisdiction, as well as comparable programs in other jurisdictions. Because other investment
programs have different aims, target industries, and mechanisms, comparisons should not rely on a
single metric. For example, while some incentives may have job creation as a primary goal, others may
have as a principle goal increased taxes or enhanced technology transfer.64 Thus, incentives portfolios
should be compared on multiple metrics. It is also important that various portfolios be compared on an
“apples-to-apples” basis, using similar ROI and other metric methodologies. Program objectives and
duration of benefits should also be noted when comparing performance against other programs.65
These program comparisons should be made part of annual reports and comprehensive portfolio
reviews.
Undertake a Regular Comprehensive Portfolio Review
The schedule for review, the identity of the reviewers and the budget necessary to complete the review
of incentive programs should be ideally established in the initial design of the program and incentive
enabling legislation.66
Periodic comprehensive review gives economic developers and stakeholders the opportunity to
evaluate program effectiveness, and to clarify or re-orient programs as needed.67 The questions that
can guide such reviews are:




What goals do investments potentially seek to achieve, if any?
Are these goals worthy of investment and if so, how much?
Could programs be merged, restructured, or enhanced so that they more effectively meet its
objectives?68
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Although a recent study found that only seven percent of incentives programs across the United States
included regular reviews. Eight states -- namely Alaska, Florida, Indiana, Maryland, Mississippi, New
Hampshire, Rhode Island, and Virginia -- have legislated since 2012 that incentives be evaluated on a
regular, comprehensive basis.69

Evaluations in the Commonwealth of Virginia
The Commonwealth of Virginia has been proactive in reporting on incentives. Virginia’s Report on
Business Incentives 2012-2013 lists the number of companies receiving incentives and the dollar
amounts received by each company. For each recipient, the report also lists the number of jobs, the
average salary, and the private investment to be created as per the incentives agreement.
Another recent initiative in the Commonwealth was the Virginia Joint Legislative and Audit Review
Committee’s (JLARC) review of grant-based incentives. Legislators reviewed the recipients of Virginia’s
incentive grants according to whether they targeted companies with:


High employment multipliers



An export orientation, with most sales outside of Virginia



High wages, relative to the industry average

JLARC then made recommendations to improve the administration of incentives in the state.

Design a Model to Calculate Return
Return on incentives (ROI) can be calculated using several methodologies. Though calculation usually
requires staff time, specialized training, and computer software, ROI calculations are essential tools that
allow economic developers to maximize the efficiency and effectiveness of their efforts. The following
sections detail considerations that must be addressed in building a model to assess ROI. EDOs must
understand how these considerations affect the choices and assumptions they make in constructing ROI
models and then communicate and explain those choices effectively to stakeholders.

Promote Ethics, Transparency, and Accountability
No matter how complex and detailed the incentives portfolio manager wishes to be, ROI calculations
always incorporate assumptions, educated estimations, and omissions. As one analyst writes, “It is
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almost impossible to characterize and predict all of the impacts a [private investment] will have on the
existing community and on the jurisdiction's financial situation.”70 ROI calculations are further limited by
the currency, comprehensiveness, and accuracy of data used as inputs in the model. Finally, it should be
noted that ROI calculations can be significantly manipulated, obscuring rather than illuminating the
issues intended to be addressed by ROI.
To increase accuracy and transparency and ensure that ethical norms of economic development are
followed, these rules should be observed in calculating ROI:







Be as accurate and comprehensive as data will allow
When exact data is not available, use ranges of data, sometimes known as “sensitivity analysis”
Be as consistent as possible in methods of calculation from year to year and across incentive
types; when methods must be adjusted, state this clearly
Make data and sources used in calculation freely and publicly available, excepting proprietary
and confidential data and sources
Make financial models used in calculation freely and publicly available, excepting proprietary
components such as commercial economic modeling software
Be forthright in all communications to stakeholders about assumptions, estimations,
sensitivities, and uncertainties

The International Economic Development Council Code of Ethics (2008)
This code of professional standards includes the following provisions, which should be routinely applied
throughout economic developers’ practice, including recommending that incentives be awarded and
calculating their impact:
 “Professional economic developers are mindful that they are representatives of the community and
shall represent the overall community interest.”
 “Professional economic developers shall keep the community, elected officials, boards and other
stakeholders informed about the progress and efforts of the area's economic development
program.”
 “Professional economic developers shall openly share information with the governing body
according to protocols established by that body. Such protocols shall be disclosed to clients and the
public.”
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Estimate the Percent of Private Investment Attributable to Public
Investment (‘Additionality’/ ‘Decisiveness’)
By definition, an incentive is "something that incites or has a tendency to incite to determination or
action."71 Thus, a public financial program can be described as an economic development incentive only
when it induces a company to invest where it otherwise would not have.72 Therefore, whenever
incentives are awarded, a calculation of ROI must distinguish the “changes in employment or investment
which would have occurred in the absence of the economic development incentive from that were
caused by the economic development incentive.”73 There are three ways to express this concept:




But for the incentive, would the investment have occurred?
Did the incentive create additional local economic growth?
Was the incentive decisive in the company’s location search? 74

While it is challenging to effectively answer these questions, they do matter because if a company would
have undertaken the action that the incentive is design to spur regardless of the incentive, that incentive
effectively creates a cost without any benefit. This is a phenomenon that economists refer to as
deadweight loss.75
However, determining whether incentives are additional or decisive is notoriously difficult. The role that
incentives play in site selection varies according to industry sector, age, and size. The degree to which
incentives play a role is partly a factor of the industry’s cost structure. For example, the average
manufacturer spends 75 times on wages what it does on property taxes, and thus slight variations in
local labor costs may be more influential to location decisions than large variations in property taxes.76
Furthermore, firms and the professional site selection consultants who work on their behalf closely
protect their location search processes.77
Incentives should ideally be designed so that they are awarded only to companies passing the “but-for”,
additionality, or decisiveness tests. However, in practice this is extremely difficult for parties outside the
business to ascertain. Various sources suggest that incentives are in fact rarely the deciding factor in
71
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private investment decisions. Instead, site selection consultants who work on behalf of large firms
report that incentive investments are a contributing factor to corporate location decisions, in addition to
factors such as local infrastructure, tax structure, and workforce skills and availability.78
While 41 percent of site selectors reported in a study that state and local incentives are important in site
selection, 11 other factors were ranked as very important by a greater share of site selectors, including
highway accessibility, union and right-to-work status, shipping costs, and energy costs.79 A study from
the state of Virginia suggests that incentives influence corporate site selection about 10 percent of the
time.80 Instead, research suggests that incentives are more decisive when only a few sites remain in
consideration.81 It has been argued that incentives play a larger role when site selection consultants are
indifferent between sites; in these cases, incentives might play a larger role.82
Economic developers thus have difficulty designing incentives that are only awarded for projects that
would not occur but-for the incentive. Instead, practitioners should as carefully as possible target
incentives around strategic goals and real business needs, and then estimate a percentage of awards
that pass the but-for test, expressed alternatively as:



The probability that any given corporate investment project is the result of the an incentive or
The proportion of private investment in a given project attributable to the incentive

This percentage could be arrived at through interviewing recipient companies and site selectors, or by
comparing jobs, investment, and sales growth between incentive recipients and non-recipient
competitors.83 Some questions to consider in developing this percentage include:




How do competitor communities resemble and differ from the target community?
What do site selectors and competing businesses report about the cost structure in that firm’s
industry?
After the incentive has been granted, did business activity in the target sector rise?84

These proportions can then be multiplied by “projected economic and fiscal effects of a firm’s
investment to estimate the effects attributable to the tax incentive.”85 In a Virginia study, ROI was
calculated on the basis that 10 percent of incentives induced investment, while 90 percent of recipients
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would have invested in the state despite the incentives. Nonetheless, the study found that the incentive
was effective in increasing the state’s employment, gross domestic product and revenues. This method
of calculating ROI may have given a more accurate estimate of incentives’ actual impact.

Account for Risks
Like all investments, economic development incentives carry a number of risks, some of which are
unique to investing public funds in private enterprises. These risks include the possibility that
corporations receiving incentives investments will go bankrupt, move out of the jurisdiction, or fail to
produce the projected private capital investments or jobs. The best way to mitigate these risks is to
reward demonstrated corporate performance, include legally binding investment criteria that reward
performance, and recommend that incentives agreements be adjusted or terminated in the case of noncompliance. In calculating the ROI on both specific investments and of the entire program portfolio,
economic developers should adjust their calculations according to outstanding risk factors. These risk
factors can best be estimated according to the actual stated performance of recipient companies in the
program. When this data is not yet available, data from comparable incentives programs in the
jurisdiction, other jurisdictions' data, or local data on comparable classes of companies may be used.
Risk factors include:





The percentage of companies that declare bankruptcy prior to the end of their incentives term
and within a set number of years after a term has expired
The percentage of recipient facilities that move out of the jurisdiction while an agreement is in
force, and after the agreement has ended
The number of recipients that do not meet mandatory disclosure requirements
The number of companies whose agreements are recommended for adjusted or premature
termination

Account for the Timing of Expenses and Benefits
The timing of costs and benefits for a new project rarely coincides. For instance, construction wages (a
benefit) are often paid soon after an incentives agreement is created, but if the agreement is
performance-based, the incentive (an expense) may not be granted until permanent jobs are created.
The duration and frequency of costs and benefits likewise do not frequently coincide.
An incentive grant, for instance, is paid only once, but the benefits such as new wages being paid in a
community will occur over a long period of time. To effectively calculate ROI, the economic developer
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must therefore determine the timing of expenses and rewards.86 The most common technique is to
determine the sum of all costs versus benefits that will occur in each year of the incentive’s term. The
ROI is then calculated both per year and cumulatively. It is important to note, then, that ROI is not static;
ROI will decline, increase, or stay relatively constant over time depending on the unique characteristics
of incentives programs and projects.
When projecting a program's future ROI, there is no single timescale that should be used. The time
horizons used by recent evaluations performed by EDOs have ranged from as little as a few years to 30
or more. The appropriate time horizon will depend largely on the characteristics of recipient projects
and the incentives program as a whole.
Regardless of the time horizon chosen for ROI evaluation, it is important to adjust future cash flows with
discounting. Discounting takes into account the declining value of money over time--a dollar today is
worth more than a dollar tomorrow. Discounting reduces the value of future costs and benefits by a
compounding rate, which is also known as the discount rate. Because the discount rate is a prediction of
what future funds will be worth, there is no prescribed rate. Commonly used rates include long-term
inflation, long-term interest rates, or the recent rate of return on bonds or other government financial
investments.87
By applying one or more discount rates to future costs and benefits, the economic developer arrives at a
net present value (NPV) – i.e. the value of the cash flow in today's dollars. The net present value is
calculated as follows:
NPV = (Costs - benefits) (1-Discount rate)^number of years
For instance, a tax increase of $1 million generated at the end of year five in the incentive period would
be worth $903,921 at a two percent discount rate (100,000*(0.98)^5). As in other aspects of the ROI
calculation, it is best to use a range of values for the discount rate, commonly known as sensitivity
analysis. Relatively small changes in the discount rate can have large effects; applying a 10 percent
discount to the tax receipts in the previous example would yield just $590,490.

Control for the Location of Benefits and Costs
As crucial as determining when an incentive project's benefits and cost will occur is determining where
they will occur. It is thus essential to define a geographic scope for the ROI calculation; most often, the
86
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limits of the incentive-granting jurisdiction are chosen. This choice has important implications in
determining the amount of leakage–namely the percentage of expenditures from the incentive
company and its workers that leaks into other jurisdictions due to commuting of workers and
expenditures of the business to suppliers that are located elsewhere.
The amount of leakage determines the multipliers for how cash is spent; an effect often modeled using
the economic impact analysis tool. A substantial portion of most firms' spending on goods and services
will go to firms that are located elsewhere, which underscores the need for targeted programs with
relevant, binding investment criteria to decrease leakage. When workers live in other jurisdictions and
commute to work, this reduces both the workers' aggregate local spending and the government's need
to provide these workers with residential services. It is also important to note that workers and firms
will save a portion of their earnings (these savings may or may not be kept or reinvested locally), and will
also remit a portion of their incomes in the form of taxes to other jurisdictions.88
This latter issue should also remind the economic developer to consider the effect of incentives on other
layers of government. Incentives will often have disparate effects on jurisdictions that overlap with
municipal government, such as fire districts, school districts, and counties. Incentives should strengthen
the fiscal position of all of the jurisdictions providing service in an area. Similarly, economic developers
should consider how state or local incentives may interact with federal taxes. Grants are considered
income subject to federal tax liability, while tax incentives reduce firms’ deductible business expenses.
Thus, local incentives may cause countervailing federal tax effects for recipient firms.
Finally, in the case of short-distance relocations, economic developers should consider the effects on
neighboring jurisdictions, and thereby reduce incentives-driven “border wars” where firms move short
distances without creating new spending.89

Include Indirect and Induced Effects
One of the most important reasons that communities offer incentives is to create indirect and induced
spending. Indirect spending occurs when firms make purchases at local suppliers and when their
workers buy goods and services with their wages. Induced spending occurs when the firms that benefit
from indirect spending in turn make purchases and hire more workers as a result of increased demand.
Thus, a firm's relocation to the community creates multipliers of spending, jobs, and tax revenue. While
an abatement or grant may reduce one form of tax revenue, such as property taxes paid by the
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business, indirect and induced spending will increase other tax revenues such as sales, income, and
payroll taxes. Multiplier effects must therefore be taken into account in ROI calculations.
It is also necessary to consider the indirect and induced costs of new projects. In addition to the direct
costs of a new corporate facility, such as sewers and roads, growth through indirect and induced
spending may also create new service demands, such as for any education, healthcare, and public safety
programs required to serve workers of the business who move into the community. These effects can be
difficult to estimate; however, the fiscal impact analysis tool offers several methodologies that allow for
better quantification of their effects, and thus, more accurate ROI calculations.

Consider Market and Price Effects
Many methods of accounting for spending and costs, including indirect and induced, assume that prices
and wages remain constant.90 However, direct, indirect, and induced spending can all affect local
markets for goods, housing, and labor, and thus change prices in complex ways. Such effects are
difficult to model, and require complex econometric calculations that are often times beyond the
resources of EDOs serving smaller markets. However, economic developers can also consult economists
from banks, universities, housing authorities and labor boards to consider possible effects on macro
indicators, such as housing and labor prices.
Macro effects are especially important to consider when the companies that are applying for incentives
are large businesses that have the potential to substantially alter local economic conditions. On the
positive side, such businesses can become “catalysts,” serving as anchors helping to drive the economy
in a community. The long-term effect may be that they help to retain or attract other smaller
businesses that support them as suppliers and service providers.
Another market effect that economic developers cannot ignore is the impact that new entrant firms will
have on locally-existing, competitor firms. First, EDOs should analyze whether incentive target firms will
primarily export goods or whether they will cater to the local population. This analysis should investigate
the capacity for growth in the market for the goods or services produced by the new business, as well as
the potential that goods and services purchased by other local suppliers might be replaced with
products from the new firm (displacement or substitution).91
The entrance of an exporter firm will likely be beneficial as a new economic driver, whereas a new local
service provider that will cater to the local population could be damaging, especially where there is
90
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already plentiful supply and weak demand.92 EDOs should poll their community’s existing business
leaders about attitudes towards the entrance of possible competitors.93 This is often done through an
open public hearing process where the community is given an opportunity to comment on the proposed
incentive.
Often, businesspeople will be enthusiastic about financial inducements to bring related firms into the
community. However, new firms may also compete with existing firms, even for export business.
Especially when it would reduce one business’ land, tax, or labor costs, awarding an incentive to a new
business can alter, usually negatively, the business fundamentals of the marketplace. The typical
argument is that the incentive given to the new business will create an “uneven playing field” in terms of
their cost structure, and therefore, a market advantage in pricing products or services.

Account for Intangible Effects
Many new investments create effects on the local economy whose value is difficult to quantify. Nonfinancial or intangible economic benefits include increased economic diversity, improved community
exposure, the creation of a business-friendly atmosphere, and induced tourism.94 Another intangible
benefit furthered by effective incentives is the clustering effect, in which new corporate investments
attract further private investment and workers with industry-specific expertise.95 For example, some
incentives target original equipment manufacturers (OEMs), whose presence attracts firms in the OEM’s
supply chain to the locale. Evaluating the scale of this effect can be difficult. Costs can also be intangible
-- increased congestion is an oft-cited effect of growth on which it is difficult to place a cost value.96
Another class of impacts does not have any evident economic value, but may nonetheless be considered
costs or benefits of a new project. These non-economic benefits can include increased civic pride, a
renewed sense of community and enhanced corporate citizenship. Non-economic costs may include
increased pollution, reduced safety, or community disruptions.
By their nature, intangible and non-economic benefits and costs are difficult to quantity. However,
economists have generated several innovative ways to place value on these effects. One such method is
to search for proxies, or quantifiable measures whose traded value tracks the increase in the value of
the effect itself. The social return on incentives calculation uses proxies to explicitly model intangible
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and non-economic effects. Deciding which impacts to include and the ways in which they will be
computed is often a matter for consultation with stakeholders.97

Correct for Double Counting
In general, the ROI calculation should only count each benefit and cost once per occurrence. Double
counting occurs when this principle is not upheld. For instance, if wages are counted as a benefit,
workers' local spending cannot be counted as an additional benefit because these are two ways of
accounting for the same funds. In practice, there are many situations in which it is difficult to detect if
double counting is occurring. The best practice to reduce double counting is to select at the outset
whether effects will be measured as incomes, spending, or tax effects. Another related concern is to
consider impacts according to category or type, for example the category “infrastructure,” and then to
chronicle all associated costs and benefits of that category or type.

Compare with Alternatives
The ROI of a particular investment can best be understood when it is compared against other
investments and alternatives. ROI comparisons could be made with:






Other incentives in the same program
Incentives in other local programs, where applicable
Comparable incentives programs in other jurisdictions, where available
Non-financial incentives
Broad tax cuts worth the same amount as the incentive

An EDO should also considering constructing counterfactual analyses that model the situation where a
community did not offer the incentive.98 These comparisons can help EDOs to understand the
effectiveness of their incentives programs in relation to other programs. These comparisons can be
facilitated by keeping a centralized database of incentive program evaluations.

Calculate Return on Investment
This section offers several ways to calculate Return on incentives (ROI), a concept based on the return
on investment calculations widely used by the private sector. ROI is an output that demonstrates the
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effectiveness of an incentive by comparing its costs and benefits, and can be expressed as a net present
value (NPV), internal rate of return (IRR) or other measure. ROI can be used at both the individual
recipient level, to assess incentive applicants and to review the effectiveness of existing incentives
agreements, as well as to comprehensively review an incentives program to demonstrate its
effectiveness to stakeholders. The following four calculations-namely Economic Impact Analysis, Fiscal
Impact Analysis, Cost-Benefit Analysis, and Social Return on Incentives-are ordered according to their
complexity, comprehensiveness, and accuracy. As ROI calculations are often complex, undertaking them
may require staff training, cooperation among multiple government departments or agencies, and the
use of independent auditors or reviewers.99

Economic Impact Analysis (EIA)/ Input-Output Modeling
Economic impact analysis (EIA), of which the best-known type is input-output modeling, is a calculation
of how a new spending from an investment flows through an economy. First, financial outlays flow
directly to the site of the investment, and then indirectly to supplying firms, and finally, on an induced
basis, to workers spending their wages on consumer goods.100 Through these effects, cash may cycle
several times through an economy, resulting in multipliers.
The benefits to an economy by multiplier effects are limited by leakage. As firms import goods from
other locations, workers spend their wages in other jurisdictions, and both firms and consumers save
parts of the income.101
The multiplier for a new investment illustrates its effect on local spending. To calculate the multiplier,
the economic developer requires detailed data on the spending patterns of both the potential
investment recipient and upstream firms. This data is often contained in input-output tables. To fill the
need for complex calculations, software applications such as RIMS II, IMPLAN, and REMI have been
developed.
Though often used to project future spending impacts, EIA can also be used to analyze the effect of
incentives that have already been committed or awarded.102 EIA does not directly address the issue of
whether private investment would have occurred but for the incentives, however gross EIA impacts
could be multiplied by an estimate of the proportion of private investments that are attributable to
incentives. For instance, assuming that investments would not have happened but for the incentive in
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half of the incentive awards, a gross EIA estimate that a new facility will produce $10 million in indirect
and induced spending would yield a net spending effect attributable to the incentive of $5 million.
Because EIA invariably produces a positive multiplier effect, it is useful to compare the multiplier of
competing projects to decide which incentives to award.103 A non-incentive economic development case
illustrates this well. Though officials in Denver projected that a new baseball stadium would produce
multimillion dollar spending impacts using EIA, it compared unfavorably with a similarly- priced
convention center that was projected to create 10 times more spending.104
It is also important to note that most EIA models do not account for market, price and competition
effects. Instead, EIA models extrapolate data from existing spending patterns, failing to distinguish
between spending that would not have occurred and spending that is displaced from elsewhere in the
community. EIAs are thus best suited for analysis of small and medium-scale projects that closely
resemble facilities already present in the community.
EIA also does not present the effects of an incentive investment on local budgets, nor does it account for
intangibles, such as media exposure or clustering- the effect by which investments in a business sector
tend to attract further investment. Cost-benefit analyses and measurements that consider social returns
on incentives are better suited for these tasks.105

Cost-Benefit Models
A more thorough group of tools than EIA, which more closely resembles how businesses consider return
on investment calculations, are cost-benefit models. Cost-benefit models include fiscal impact analysis
(FIA), cost-benefit analysis (CBA), and social return on incentives (SROI). These models account for the
temporal incidence and duration of the costs and benefits of a project, unlike an EIA, which models
spending only at one point in time. Cost-benefit models also incorporate discounting into the equation.
The general equation for cost-benefit models is as follows:
ROI = [B1 – C 1][D1] + [B 2 – C 2][D2]…[B n – C n] [Dn]
[C1][D1] + [C 2][D2]… [C n][Dn]
Where B is aggregate benefit, C is aggregate cost, D is the discount rate, and subscripts represent the
year when these effects occur.
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Fiscal Impact Analysis (FIA)
Fiscal impact analysis is used to calculate the changes in costs and revenues to a government budget as
a result of a financial incentive.106 Specifically, FIA is a “projection of the direct, current and public costs
and revenues associated with residential or non-residential growth to the local jurisdiction(s) in which
the growth is taking place.”107 The output of an FIA is a dollar figure, representing the net difference
between discounted costs and revenues associated with the project targeted by an incentive over a
given analysis timescale which can be up to 30 years.108
A positive output indicates that an incentive and the private investment it spurs will create net revenue,
allowing service quality to be enhanced, reserves to be generated, or taxes to be reduced; a negative
output indicates that as a result of a project, taxes will need to be raised, reserves used, or services
cut.109
Because incentives investments are usually made by abating, exempting or crediting publicly collected
taxes, FIA is the closest public-sector analog to the private-sector ROI. FIA is credited with replacing
emotional fear in some communities about growth with realistic discussions of the costs and benefits of
incentives.110 In general, the fiscal impacts of an incentive-funded project depend on:





The characteristics of a recipient project, including its need for services
Whether a community's tax structure leaves businesses over- or under-taxed, relative to the
services they consume
The proportion of a project's workers who reside in the jurisdiction and the proportion who will
commute
Characteristics of services in the community, including capacity and the need for capital
investment

Estimating the revenues from an incentive-receiving project in an FIA is relatively straightforward. The
economic developer needs data about the property-specific data including the value and size of the land
and the proposed square footage of the facility and local property value data and the tax rate on various
types of property. For example, if a new plant will have an assessed value of $100 million, the tax rate
on commercial property is 0.5 percent, and the incentive abates half of property taxes, then the benefit
to be entered under new tax revenue is $250,000. For FIAs based on sales, income, or payroll taxes,
information on these attributes will also be required.
106

Mary Edwards, Community Guide to Development Impact Analysis, (Madison, WI: University of Wisconsin Agricultural and
Natural Resources Consortium), 2000.
107
R.W. Burchell., The Fiscal Impact Handbook, (New Brunswick, NJ: The Center for Urban Policy Research), 1978.
108
Thayer Watkins, “Fiscal Impact Analysis,” San Jose State University Economics Department. Retrieved December 18, 2014.
109
Zenia Kotval and John Mullin, Fiscal Impact Analysis: Methods, Cases, and Intellectual Debate, (Cambridge, MA: Lincoln
Institute of Land Policy), 2006.
110
Kotval and Mullin, “FIA.”

32

The major challenge to completing an FIA is to estimate costs, which requires an understanding of how
an incentive-receiving project will affect the demand for local services. For example, a facility
constructed with incentives may directly require services and new capital infrastructure, such as new
roads and sewers. The location of a new facility within the jurisdiction can substantially alter local
servicing costs.111
Additionally, new residents attracted to the community as employees of a new business will also require
services and infrastructure, so the EDO should estimate the likely commuter versus resident
composition of the workforce. Estimating residential services costs requires an understanding of the
cost structures of major residential budget items, such as utilities, schools, conservation, health, public
safety and debt servicing
There are a number of methods to calculating service demand, which vary in complexity, data
requirements, and accuracy. The most straightforward method is the average costs per taxpayer, which
is based on observed costs in the jurisdiction or in similar communities. This method amounts to an
analysis of the relative distribution of the burden of taxation. If businesses generate more revenue than
the cost of the public services they consume, then the average cost method will yield a positive result,
so long as the project is not granted an incentive greater than the difference between average business
tax receipts and costs.
In most American localities, commercial properties generate more revenue than costs. One study found
that commercial and industrial land uses generated a dollar of municipal revenue for every quarter used
in costs.112 However, the average cost method is limited in that it concentrates on inputs -- the existing
costs of services-rather than on outputs or the actual expenses and revenues that will occur as a result
of development.
A more sophisticated method of FIA is marginal costing, a technique that has been recommended for its
accuracy in estimating the effects of projects benefitting from incentives.113 In the marginal cost
method, in-depth interviews are conducted with government officials, usually department heads, to
determine where peak and excess services capacities exist and whether capital spending would be
needed as a result of a new project.
Compared with the average cost method, the marginal cost method better recognizes how new projects
can affect demand and supply for services, especially when they do not fit the community’s average.114
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Due to the complexity of the marginal cost method, a blended method might be used where marginal
costs are estimated for expenses related to the largest portions of the budget, for example, education
and public safety, while average cost could be used for smaller inputs.115
FIA can be an effective tool for determining fiscal revenue effects, but like EIAs, they have a number of
limitations. First, they will not automatically answer but-for/additionality questions, though they can be
modified to take into account the probability that an incentive has been influential in attracting a new
business. Moreover, they can be useful for investigating individual investments, but because FIAs
assume that cost and revenue structures in the future will resemble the present- an assumption strained
over longer periods and larger projects-they can be less useful for evaluating entire incentives
programs.116
FIAs also omit a number of factors. As each FIA deals with only one jurisdiction, the fiscal impacts on
overlapping local jurisdictions, such as counties, fire districts, and school boards are overlooked unless
multiple FIAs are conducted in tandem.117 Additionally, by definition, FIAs only account for government
costs and revenues. Thus, FIAs may ignore critical investment criteria such as wage levels at a new
facility. Finally, FIA does not account for indirect and induced effects, market, and price effects, or social
and environmental impacts.118
Cost-Benefit Analysis (CBA)
A cost-benefit analysis in many ways resembles an FIA, but widens the scope from budgetary
implications to account for all community-wide benefits and costs. CBA is often simpler, but less
accurate than FIA, because it is more difficult to effectively delimit a scope of analysis. In a cost-benefit
analysis, budgetary, non-budgetary economic and intangible economic costs and benefits are included in
a discounted cash flow analysis. The output of a cost-benefit analysis is a net present value (NPV) of the
investment. A negative NPV suggests a rate of return below the discount rate.
Social Return on Investment (SROI)
SROI analysis is a modification of the CBA methodology that takes into account factors typically omitted
in CBA-namely social and environmental impacts of a new business development. Social benefits can
include increased civic pride and corporate engagement. Social costs typically include factors like
increased traffic congestion, safety concerns, increased pollution, and disruption of local lifestyles.119
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SROI attempts to put monetary values on these non-economic impacts by using financial proxies,
measures that track the increasing or decreasing value of these intangible factors.120 SROI allows for
incentives to be measured based on social goals. For example, some economic development incentives
may be aimed at revitalizing downtowns, protecting historic structures, improving environmental
sustainability, or reintegrating disenfranchised workers into the labor force. While some incentives with
social goals may show poorer performance in terms of job creation or FIA, SROI can offer a
demonstration of the enhanced social benefits of certain incentive programs.

Case Studies
Maine
The state of Maine has conducted several reviews of its incentives using discounted cost-benefit
analysis. One of the most striking aspects of the Maine program is its foresighted budgeting of resources
for evaluation. One percent of the value of Maine’s incentives is set aside for the purposes of review and
evaluation.
The state commissioned a “Comprehensive Evaluation of Maine’s Economic Development Incentive
Programs” in 2014 from an independent consulting firm. This evaluation used an

FIA model,

constructed using federal and state data sources, which considered how incentive programs affected
income and dividend tax receipts from the state’s residents and sales and payroll taxes collected by
business. The model also determines how incentives affect non-recipient companies as a result of both
indirect purchasing and increased competition. Finally, the model considers a “counterfactual scenario”
in which recipient companies do not receive the incentive.
Evaluating several programs, the review found that Maine’s incentives had internal rates of return
ranging from negative 22 percent to 19 percent. Thus, the review allowed for an effective side-by-side
comparison of different incentive programs on the same basis of evaluation. The report also examined
the design of comparable programs in the neighboring New England states.
Evaluators also used a sensitivity analysis to consider whether investments would have occurred as a
result of one program, the Pine Tree Development Zone, but for the incentive. They found that the
program produced internal rates of return, a measure of ROI, ranging from -22 percent if the incentive
produced no additional investment to 125 percent if all investment in the zone was attributable to the
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incentive. The review also estimated a break-even point for the incentive, if a quarter of projects would
not have invested but for the incentive.
After analyzing the state’s overall competitiveness, the 2014 report made several design
recommendations to increase the ROI of Maine’s incentive programs. These suggestions included
measures to:














Improve outreach and marketing about incentives to Maine companies
Increase the alignment of incentive program design with state strategic economic development
objectives through narrower targeting of high-value firms
Clarify and increase the certainty of what companies will be awarded incentives
Simplify the application process for incentives recipients
Strengthen investment criteria with an increased emphasis on performance
Improve the accuracy of job and investment projections
Standardize corporate data disclosure requirements and metrics between incentive programs
Use clawbacks more consistently
Refine the state’s ROI model
Centralize both the promotion and storage of information on the state’s incentive programs
Secure adequate financial support for annual evaluations
Establish firm stakeholder and corporate expectations about monitoring, evaluation, and
reporting
Explore alternative economic development measures such as tax reform

Maine’s most recent incentives evaluation is available on the state’s website, at
http://www.maine.gov/decd/reportspubs/pdfs/Maine%20Comprehensive%20Econ%20Dev%20Evaluation%202014.pdf

Florida
The state of Florida has adopted many controls to ensure that it receives a high ROI on its incentive
investments. The primary state-level EDO, Florida Enterprise, publishes an in-depth annual report on
incentives recipient. A state department completes a regular comprehensive review of the incentive
programs including a calculation of program ROI.
Applicants for Florida Enterprise’s incentive programs are first vetted with an internal analysis of the
company’s and project’s risk profile. This analysis is complemented by a separate risk analysis performed
by Florida’s Department of Economic Opportunity. Applicant companies are vetted for credit risks, such
as past insolvency, and regulation risks, such as criminal convictions of executives or history of incentive
conditions non-compliance. Once an applicant has been approved and formal incentive criteria have
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been met, incentives are granted. The state places incentive funds in escrow until firms submit
documentation that they have met performance goals.
Additionally, the state maintains the right to use clawbacks of either partial or total repayment of the
incentive plus interest. As a tool of enforcement, incentive agreements in Florida include a provision to
place a lien on noncompliant businesses.
All non-confidential information on incentive recipients is aggregated on Florida’s Economic
Development Portal, one of the first in the country to allow easy searchable access to data about
incentives awards recipients’ identities, locations and amounts.
This information is also published in an annual incentives report that lists the number of applications for
incentives received, the number of recommendations made, and the number of incentives approvals.
For each company that has entered into an agreement with the state or been paid incentives based on
performance, the report lists its business sector, capital investments, jobs created, average annual
wage, and local and state support. Particular emphasis is placed on companies that have received
multiple, or “stacked” incentives.121 Information is also presented on the proportion of incentives that
have been invested in state-designated distressed areas.
In 2013, Enterprise Florida commissioned an audit of its internal incentive reports from accounting firm
Ernst & Young. Enterprise Florida’s Incentives Reports and the Ernst & Young report are publicly
available on the EDO’s website,
http://www.floridajobs.org/business/EDP/EconomicDevelopmentIncentivesReport.pdf
Florida’s Office of Economic & Demographic Research is mandated to evaluate the ROI of Florida’s
incentive programs on a three-year cycle. The agency uses EIA to measure indirect and induced gains
that are result from state incentive investments. The EIA uses a general equilibrium model that
estimates supply-side changes such as investment and labor. A notable feature of the report is its
detailed description of the model and its key assumptions, allowing readers to more carefully follow the
agency’s calculations.
Many incentive projects failed the but-for criteria because they were already tied by market or natural
resources to Florida. However, the most recent report noted that the state’s highest performing
incentive programs shared a number of common elements:
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They were made in target industries that use local suppliers and have high overall multipliers

The report goes on to explain that certain special incentives that appear to have lower returns often
have social purposes, as in the state’s Enterprise Zones and Brownfields Incentives -- or expected longterm payoffs, such as the state’s Innovation Fund.
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Appendix: Types of Incentives
Customized job training: The state or community pays a portion of the costs incurred in developing or
delivering a specialized job-training program, generally at a community college, for a particular recipient
company. Customized training can reduce labor costs and increase productivity for recipient businesses.
Deal closing fund: A fund that can provide grants, loans, or other forms of financial assistance where
other incentives will otherwise be insufficient to secure an investment.
Deferred interest loan: A loan in which the borrower is not obligated to pay interest so long as they
meet terms of an Incentives Agreement.
Discounted loan: A loan in which interest is charged below the rate available in the private loan market.
Export promotion: A form of non-financial incentive in which technical assistance is offered to
companies hoping to expand their exporting activities.
Equity investment: An EDO or government provides financing in exchange for an ownership position in a
company.
Enterprise zone: A designated area, usually distressed, in which companies are eligible for tax
incentives, regulation abatements, technical assistance, job training, reduced utility costs, or accelerated
depreciation.
Expedited permitting: A selected project is given priority in the processing of necessary approvals. A
common non-financial incentive.
Fee exemptions: A recipient company is exempted, in full or part, from building permit and
development impact fees associated with new construction.
Forgivable loan: A loan whose principal is forgiven if the borrower meets Incentives Criteria for an
agreed-upon period.
Grant: An outlay of funding provided through budgeted programs for economic development purposes.
Guaranteed loan: A loan covered by a legally binding agreement under which the guarantor agrees to
pay any of the amount due on a loan instrument in the event of borrower nonpayment. May be used on
behalf of applicants that would otherwise have difficulty securing private financing.
Industrial development bond: A tax-exempt bond issued by the public on behalf of a manufacturing
company; usually limited to a value of $10 million.
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Infrastructure: Infrastructure improvements that are required by either zoning or for effective
operations, such as streetscaping, road construction, and parking, are publicly provided. Infrastructure
improvements constitute an incentive if the private sector is usually responsible for these
improvements.
Land write down: The public sale of land for less than its market value; the difference between the
land‘s actual or acquisition value and its sale price constitutes an incentive.
On-the-job-training grant: A form of workforce training incentive in which a public agency pays a
portion of new workers’ wages for a set period of time.
Revolving loan fund (RLF): A pool of capital in which the funding is recycled to provide future financing.
Ideally, the loan pool will remain stable or even grow with the interest payments of each generation of
borrowers. RLFs are often used to finance activities that are unattractive to conventional lenders. RLFs
provide more favorable lending conditions such as lower interest rates and longer terms. RLFs can also
be used to guarantee portions of loans made by conventional lenders.
Tax abatement: A reduction or exemption from a particular tax, such as property, income, or sales tax.
Usually given incrementally for new assessment as a result of private investment.
Tax credit: After a specific tax, such as sales tax, has been paid, a credit is issued that can be used to
offset future tax liabilities. Many tax credits are aimed towards special purposes, such as historic
building rehabilitation or the construction of low income housing.
Tax exemption: A reduction or exemption from a particular tax, such as property, income, or sales tax.
Usually given incrementally for new assessment as a result of private investment.
Tax increment financing (TIF): In a TIF, a bond is issued to finance public infrastructure development
such as parking and road improvements as well as private improvements such as feasibility studies,
property acquisition, environmental remediation, and project financing. The TIF then captures
incremental future tax revenues, beyond an initial base, from rising property values to pay bond debt.
Tax rebate: After a specific tax, such as sales tax, has been paid, a credit is issued that can be used to
offset future tax liabilities. Many tax credits are aimed towards special purposes, such as historic
building rehabilitation or the construction of low income housing.
Technical assistance and research: A non-financial research where EDO staff resources are used to
provide customized assistance or research for prospective investors.
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