Rebooting Economic Development

Control.  Alterations.  Deletion.


Problem:
The Department of Economic bases their proposal on the following problems:
· Missouri has more than 50 active tax credit programs.
· Tax credit authorizations, issuances, and redemptions have rapidly outpaced General Revenue growth in recent years and have contributed significantly to recent revenue shortfalls.
· Programs are narrow in scope and serve special interests.  
· Programs lack uniformity and consistency.  They are complex and cannot reasonably be understood by the general public.  
· Programs are inflexible and cannot adapt to Missouri’s rapidly changing economy.
· Programs currently can be stacked to provide more subsidy than is necessary for the project or targeted activity to occur.
 
Bottom Line: 
The current methods of promoting economic development in Missouri are outdated and threaten the long-term stability of Missouri’s budget. 

Tax Credit Reform:
DED proposes to consolidate the purposes of all of Missouri’s tax credit programs (except the Senior Citizen Property Tax Credit and the Homestead Preservation Tax Credit) into 6 new programs.  These new programs will focus on 6 specific purposes and will be administered by the Department of Economic Development (DED).  These purposes are:
· Business Development
· Community Assistance
· Public Infrastructure
· Redevelopment
· Affordable Housing
· Financial and Insurance 

The reform is based on the following criteria:

Budget Control
The programs will be structured in a way to provide forward-looking budget accountability.

Flexibility & Adaptability
The design of the programs will provide DED the tools necessary to adapt to Missouri’s ever evolving economy and also incorporate the purposes of all existing active programs.  

Tangible & Quantitative Results
DED will consider projects and activities based on the most effective and efficient use of state dollars and other relevant factors, ensuring the greatest return on investment to taxpayers.  DED will employ economic impact analysis to evaluate business development projects and activities and will use cost-benefit analysis to evaluate the projects and activities of the other programs.

Accountability 
The programs will have the tools necessary to allow DED to ensure that projects will deliver their promised results.

Consistency, Uniformity, & Simplicity
Programs will have standard definitions for each economic development purpose, will have the same flexible features, will be tracked in a uniform manner, and will be easy for the general public to understand and comply with their requirements.  The reform will streamline the administration of the programs.


DED Will Have Flexibility To:
· Determine the Amount (Up to a Predetermined Maximum Benefit) and Features (Sellable/Transferable, Refundable, Certificated, Carry-forward No Greater than 5 Years) of Tax Credits Specific to Needs of Projects and the Budget Situation of the State
· Not Authorize Maximum Amount of Tax Credits in Any Year
· Authorize Tax Credits in “Streams” for Projects or Activities
· Require Repayment to the State
· Require Clawback and Recapture Provisions
· Require Local Effort if Necessary
· Determine the Taxes Against which the Owner of the Credit May Apply the Credit 
· Determine whether it is a contribution or investment credit

Project Selection:

· Applications for the business development program will be open year round.  
· All other programs will have a deadline for submission of applications.  The department will evaluate the applicants’ proposed projects and activities based on benefits to the state relative to the costs, critical need, and region.


Maximum Benefits for Each Program:

Business Development 
Up to the lesser of: 
1. A positive net general revenue impact within a period not to exceed 10 years
2. The direct economic impact of the project

Community Assistance 
Up to 50% of the project or activity costs but not to exceed a reasonable cost to benefit ratio

Public Infrastructure 
Up to 50% of eligible project costs but not to exceed a reasonable cost to benefit ratio

Redevelopment 
Up to 35% of eligible project costs but not to exceed a reasonable cost to benefit ratio

Affordable Housing 
Up to the net present value of 50% of the net present value of the eligible project costs but not to exceed a reasonable acceptable cost to benefit ratio  
The discount rate used for determining net present value will be the Wall Street Journal Prime Rate plus 2%

Financial and Insurance
To Be Determined

Every project or activity that is awarded tax credits would be evidenced by an executed contract or agreement that describes, at minimum:

· Public Benefit
· Project Requirements
· Benefit Amount
· Benefit Period
· Clawbacks or Recapture Provisions (if necessary) 

Each year, DED would publish annually a draft plan for public review and comment which would include:

· The proposed amounts set for each of the 6 new programs for the coming year
· The application deadline dates for each of the 6 new programs (except Business Development)
· The evaluation criteria proposed for each of the 6 new programs
· The type of analysis used to determine return on investment, consistent with the type of new program
· Any priorities established for the use of the credits

DED would require minimum data collection requirements for each applicant, each recipient, and each credit.  Specific reporting requirements would be required of DED to provide information to:
· The Public
· The Executive Branch
· The Legislature

Dempsey Proposal:

Global Cap:

Tax credits that fall under these purposes will be subject to a global cap.  
· The initial global cap will be based on 70% of tax credit redemptions for fiscal year 2009 ($314 Million) (excluding the Senior Citizen Property Tax Credit, the Homestead Preservation Tax Credit, and the withholding tax portion of the Quality Jobs program) and will change annually according to the growth or decline of General Revenue collections.  The cap would apply to authorizations of tax credits.
· Authorizations of tax credits would apply to the year in which the authorization was made, unless DED enters into a contract to allow for a “stream” of credits, in which case the stream of credits would apply to the years in which the credits stream.  
· From this global cap, a minimum percentage of this cap will be dedicated to each purpose of economic development.  
· The department will have the flexibility to allocate the undedicated tax credits to the economic development purposes based on: the needs of the state, the demands of the public, and the return on investment.  
· The global cap would allow for a designated percentage of tax credits in the global cap to be refundable; this percentage would be limited at first and then gradually increased to a designated percentage over a period of time.  This will help limit the exposure of new tax credits to the budget in the short-term.

Minimum Percentages Dedicated to Programs:

Business Development:
30% or $94.2 Million initially

Community Assistance:
5% or $15.7 Million initially

Public Infrastructure (with advice of MDFB):
6% or $18.84 Million initially

Redevelopment:
25% or $78.5 Million initially

Affordable Housing (with advice of MHDC):
10% or $31.4 Million initially

Financial and Insurance:
4% or $12.56 Million initially

At Large Pool:
20% or $62.8 Million initially


The “at large pool” of tax credits would be subject to an allocation made annually by the General Assembly in the appropriations bill dealing with public debt beginning in Fiscal Year 2012.  DED would receive the at large pool of credits in Fiscal Year 2011.

Shields Proposal:

Global Cap:

Tax credits that fall under these purposes will be subject to a maximum global cap of 5% of net GR collections from two fiscal years prior.  
· The cap would apply to authorizations of tax credits.
· Authorizations of tax credits would apply to the year in which the authorization was made, unless DED enters into a contract to allow for a “stream” of credits, in which case the stream of credits would apply to the years in which the credits stream.  
· The department will have the flexibility to allocate tax credits to any of the economic development purposes based on: the needs of the state, the demands of the public, and the return on investment.  
· The global cap would allow for a designated percentage of tax credits in the global cap to be refundable; this percentage would be limited at first and then gradually increased to a designated percentage over a period of time.  This will help limit the exposure of new tax credits to the budget in the short-term.

From this 5% of net GR collections cap:
 
A statutory cap of the greater of:
1. 1.5% of net General Revenue collections; or 
2. $100 Million from two years prior would be dedicated solely for Business Development and would be statutorily authorized for each fiscal year. 

Beginning in Fiscal Year 2012, up to 3.5% of net General Revenue collections from two fiscal years prior would be subject to an allocation made by the General Assembly in the appropriations bill relating to public debt.  This allocation of tax credits could be allocated to any of the six new programs administered by DED:
Business Development
Community Assistance
Public Infrastructure (with advice from MDFB)
Redevelopment
Affordable Housing (with advice of MHDC)
Financial and Insurance

Crowell Amendment to the Shields Proposal:

The amendment requires that instead of the General Assembly allocating a certain amount of tax credits in the appropriations bills, the legislature would have to appropriate money into funds for each of the six tax credit categories, but not to exceed 3.5% of General Revenue collections.  (The key difference in this amendment is that instead of an allocation, it would be an actual appropriation.)  However, DED would be able to authorize an amount of tax credits that were appropriated to the fund.  The greater of 1.5% of General Revenue collections or $100 Million would be available to DED annually outside of the appropriations process for authorization under the business development category.  Money would transfer out of the “tax credit funds” and into General Revenue as the tax credits are redeemed against general revenue taxes.


