Smart Incentives: Minimize Risk
Through Better Data and Design
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Missouri “Incentives” and “Finance”

Programs

Statewide programs exist under statutory categories of:
Agricultural
Business Development
Community Development
Domestic and Social
Entrepreneurial
Environmental
Financial and Insurance
Housing
Redevelopment
Training and Educational

(Red falls under Economic Development umbrella)



Missouri “Incentives” and “Finance”

Programs

Types of Incentives and Finance Programs:
State Tax Credits
Federal Tax Credits
Withholding tax diversion
Sales tax exemption
Federal grant and loan pass thru

State special purpose loans (disaster recovery, business
relief from civil unrest)

Technical Assistance Programs (Certified Sites, DREAM)

State tax credits make up lions share of “Incentives”



Business Development

Working Toward a Better Design

Most programs require new or retained job
creation as part of benefit equation; delivered
after the job is created or retained.

Some programs:

also require private investment thresholds or specific
locations (enterprise zone)

Some are “discretionary” and some are “entitlement”
and some are both discretionary and entitlement.

Some are industry specific (Sporting Events tax credit,
Film Production (expired), Data Center sales tax
exemption (termed)



Business Development

Working Toward a Better Design

Requirements common to all business
development incentives:
Performance based (action must take place before
incentive is paid)
All discretionary incentives require a positive fiscal

impact to the state over benefit term (measured
by REMI cost benefit calibrated to state budget)

If cost benefit is negative, discretionary amount of offer
is scaled back to achieve positive return.



Business Development

Working Toward a Better Design

If more than one incentive is included in a deal, all
incentives are included in the cost benefit analysis

All discretionary incentives require a contract for
performance maintenance with penalties for non-
compliance

All programs have annual caps



Business Development

Working Toward a Better Design

All programs have “sunset” or authorization
limitations in statute requiring review by Joint
Legislative Committee

All programs have annual reports to the General
Assembly and Governor

All programs are reviewed by Senate Approps and
House Budget Committees annually (not
“appropriated” since tax credits are not revenues
of the State)



Due Diligence

Eliminating Risk

All business development incentive recipients
are reviewed at various stages in any deal:
Prior to issuance of incentive proposal
At formal application stage
Prior to issuance of benefit



Due Diligence — Business

Development Projects

Components of due diligence include:
Secretary of State business licensing check
Dun and Bradstreet review

Principal background review (privately held
companies only)

Tax clearance, state and local

Internet search

E-verify

Financial statements for newer companies



Missouri Budget

Accounting for Incentives

Annual projections of tax credit authorizations,
issuances and redemptions are required
annually, to the Senate Appropriations and
House Budget Committee

Report includes:

Program descriptions/details of credit

2 year history, current year to date, 2 year projections
Fiscal impact

Performance measures



Missouri Budget

Accounting for Incentives

Tax credit redemption estimates are subtracted
from the projected State Revenues to form the
“"Consensus Revenue Estimate”

Sunset clauses on tax credits require a 6 year
review

Initiated by Legislative oversight one year in advance
of sunset

Report by oversight to Joint Committee

Reauthorization of credit requires action by both
Chambers.



Common Policy Questions with

Business Development Incentives

Does due diligence conflict with a “business
friendly state”?

Should measuring the fiscal return to the state
also require a measure of return to the locals?

Is giving businesses assurance with entitlements
worth the risk that you paying for things that
would have otherwise occurred?

Does supporting discretion to the ED agencies
gain a better outcome for the state?

Does keeping flexibility in the program outweigh
uncertainty of annual impact to budget?

Are performance measures telling the right story?




Common Policy Considerations with

Business Development Incentives

Fiscal impact to state (cost benefit) provides
limited measure of effectiveness to community,
social, and other programs

Limiting redemptions of tax credits negatively
impacts the value of the credit

State to State competition (KCMO v KCKS) limits
real gains by either

Rural/Urban differences in business growth
strategies

"Section 3" type strategies — where local
unemployed can access new job openings



Fall on the River in Missouri

Lots of programs means
lots of lessons learned!
Thank you'!



