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Dear Secretaries Barela and Padilla:

On behalf of the Legislative Finance Committee (Committee), I am pleased to transmit the
Evaluation of Job Creation Incentives for the Economic Development Department and the
Taxation and Revenue Department. The evaluation team assessed the effectiveness of certain
job creation tools including the Job Training Incentive Program (JTIP), Local Economic
Development Act Grants (LEDA), and select economic development tax expenditures.

The report will be presented to the Committee on August 23, 2012. Discussions were held with
each agency to address any concerns prior to the exit conference, which was conducted on
August 15, 2012. The Committee would like a plan from the departments to address
recommendations in this report within 30-days from the date of the hearing.

I believe this report addresses issues the committee asked us to review. We appreciate the
cooperation and assistance from the agencies’ staff.

o]

David Abbey, Director

Sing

Cc:  Dr. Tom Clifford, Secretary, Department of Finance and Administration
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EXECUTIVE SUMMARY

Significant Job Losses

2006-2012
Year Jobs

Company Closed Lost
America
Online 2006 900
Stream
International 2008 500
Solo Cup 2008 200
Eclipse
Aviation 2009 1,700
Convergys 2010 677
Proper
Foods 2012 125
Schott Solar 2012 250

Source: NM Business Weekly, KRQE, ABQ

Journal
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With New Mexico’s unemployment rate at 6.6 percent as of July 2012,
creating quality sustainable job opportunities in the state is a primary concern.
New Mexico is currently attempting to foster an environment conducive to
economic growth through job creation with a combination of tax expenditures
and direct incentives. Understanding the effectiveness of these different job
creation strategies can assist the Legislature in proposing effective policies to
promote quality employment growth.

This evaluation focuses on three programs designed to spur economic
development in New Mexico: the Job Training Incentive Program (JTIP), the
Local Economic Development Act (LEDA), which are both administered by
the Economic Development Department (EDD), and a selection of tax credits
administered by the Taxation and Revenue Department (TRD). In this
evaluation, LFC reviewed five tax expenditures related to economic
development: the High Wage Jobs Tax Credit, Rural Jobs Tax Credit,
Investment Credit, Technology Jobs Tax Credit, and Research and
Development Small Business Tax Credit.

Job creation incentives exist to attract businesses to the state and build the
overall economy. In New Mexico, the JTIP subsidizes training costs for
companies creating new jobs through expansion or relocation. LEDA
provides capital for building infrastructure with the intent of creating new
jobs. Tax expenditures reduce costs to companies by reducing their tax
liability.

As a package, these incentives can make New Mexico more competitive as
companies look at different states to locate. However, all three programs
have weaknesses in accountability, reporting, and assessing program value.
There is no comprehensive review or regular analysis of all job creation
incentives to inform budget decisions. The state of New Mexico is unable to
demonstrate the return taxpayers are receiving on their dollars.

Various issues complicate managing economic development incentives in
New Mexico including statutorily required confidentiality around tax data,
LEDA agreements without clawbacks to recoup state funds, and a lack of
consistent reporting requirements for program participants to measure
effectiveness. Other states have addressed these issues by requiring public
disclosure of taxpayer data for those receiving economic development tax
credits, only reimbursing companies through grant programs based on actual
jobs created instead of the intent of job creation, and creating parameters for
measuring total investments across direct incentive programs and indirect
incentives through tax credits. These steps create transparency,
accountability and a manner to measure how the entire system of incentives
work together in creating jobs.
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New Mexico uses a
combination of tax
expenditures and direct
incentives to promote job
creation.

There is no comprehensive
and regular analysis by
executive agencies charged
with administering economic
development incentive
programs.

KEY FINDINGS

New Mexico lacks a comprehensive approach for financing and

monitoring performance of job creation incentives. The state uses a mix

of incentives for job creation that cost an estimated $467.5 million between
FYO07 and FY11, including tax expenditures, direct incentives such as the
JTIP, and capital infrastructure investment though LEDA. The vast majority
of the state’s investment in economic development occurs within the tax code
through various tax credits, totaling foregone revenue of $374.5 million,
followed by grants through LEDA totaling $63 million. The state spends the
least on direct incentives under the JTIP, with a total of $30 million expended
between FY07 and FY11.

Previous LFC analyses highlighted a fragmented and uncoordinated
approach to job creation, which continues to this day. In a 2009 LFC brief,
staff identified various areas of concern in the execution and monitoring of
economic development incentive programs and offered the following
recommendations:

1. Prepare a statewide economic development plan that includes a
variety of high-performance measures;

2. Require incentive agreements;

3. Link incentives to performance;

4. Establish minimum wage standards for job creation and retention
requirements; and

5. Require incentive recapture (clawbacks) for non-performance.

Lack of a comprehensive and regularly produced tax expenditure budget
hampers decision-making and monitoring foregone revenue costs to the
state. The Taxation and Revenue Department (TRD) was due to release a
Tax Expenditure Report in summer 2012 per executive order, but as of the
publishing of this evaluation, the report has not been released publicly. The
Tax Expenditure Report is a first step in reviewing the effectiveness of tax
credits for achieving policy goals. The TRD’s testimony at the LFC July
2012 hearings indicates it is a tool for identifying and referencing the large
amount of tax expenditures in statute. Further steps are needed to bring New
Mexico in line with best practices of in-depth analysis.

The Pew Center for the States released a report in 2012 describing various
methods for measuring tax incentive effectiveness:

1. Build evaluation of incentives into policy and budget deliberations.

2. Establish a strategic and ongoing schedule to review tax
expenditures.

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

4. Determine whether tax incentives are achieving the state’s goals.

The report rated New Mexico as having mixed results in its ability to
effectively review its tax credits, exemptions and deductions.
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Within a sample of incentive
recipients, 96 percent of state
investment in economic
development occurred
through the tax code.

The Economic Development
Department reports the
number of jobs created based
on company reports of
anticipated jobs, not actual
jobs created.

In Minnesota, statute requires
taxpayer data related to
specific tax credits be made
public.

Without across-the-board strategic planning and accountability, the state is
not well-positioned to invest in incentives that create jobs at a reasonable
cost to taxpayers. Total incentives given to a particular company, including
tax credits, are valuable information for the Legislature and taxpayers. In the
case of Schott Solar, for example, the company received state and city LEDA
grants, JTIP reimbursements, loans facilitated through the New Mexico
Finance Authority, and likely also received High Wage Job Tax credits. Due
to lack of communication and coordination between the various entities
supporting Schott Solar, it is difficult to accurately value the costs and
benefits of these incentives and losses from the plant’s closure.

Information sensitivity and issues of confidentiality have proven a significant
barrier in performing a thorough assessment of economic development
programs. State law requires the TRD to maintain taxpayer confidentiality.
This has presented a problem in performing a thorough assessment of tax
incentives, even leading to data being omitted by the department in their
reporting to omit identifying information. LFC staff does not have access to
confidential data, and therefore cannot perform an in-depth study of the
effectiveness of tax credits. The JTIP would be able to more effectively
measure success of the program if it could monitor a trainee’s progress
through unemployment insurance filings housed at the Workforce Solutions
Department (WSD).

Combined incentives cost an estimated $31 thousand for each job
subsidized by the state, but the EDD and the TRD do not analyze or report
this total cost per job created. Based on cost per job analysis on a sample of
companies receiving incentives, it costs the state of New Mexico on average
an estimated $31 thousand to attract a job, with an average salary of $43
thousand. The LFC performed this analysis based on JTIP and LEDA
funding data and independently estimated sample companies’ eligibility for
the High Wage Jobs Tax Credit and the Rural Jobs Tax Credit for companies
awarded JTIP funds between FYQ07 and FY11l. While many states review
economic development programs or tax expenditures, LFC staff did not find
evidence of another state analyzing combined cost of tax credits and direct
incentive programs on job creation. The TRD and the EDD do not currently
analyze costs to the state of all job creation incentives per job they create.
Furthermore, the TRD does not report a number for jobs created from a
particular tax credit, making an actual versus estimated total cost per job with
tax incentives for all jobs created difficult to assess.

Other states’ best practices suggest ways to quantify the effectiveness of
incentives for economic development in light of greater economic factors
the state does not control and provide better accountability over jobs
created. In an independent analysis of Kentucky’s economic development
incentives, it calculated a cost per job to the state based on direct incentives,
tax credits, and costs to run their version of the EDD.

In 2012, Hawaii completed a legislative audit of its high-technology business
and research activities tax credits and found for a program costing almost $1
billion in foregone revenue, the state cannot measure or assess the credit’s
effectiveness. The audit concluded the state is unable measure the impacts of
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The state could have
recovered an estimated $5.5
million from Schott Solar if a
similar clawback as the city of
Albuquerque’s was in place
for state funds.

The EDD does not always
require municipalities to
report job creation numbers.

credits in order to justify losing an amount of revenue this size without
legislative oversight.

North Carolina has two main highly-competitive, performance-based
discretionary incentive programs, where state funds are only disbursed for
actual jobs created. In addition, North Carolina’s recent economic
development inventory is a step toward providing the tools needed to
encourage better legislative and executive oversight of economic
development spending.

Since 2007, the state has issued $64 million in Local Economic
Development Act grants without safequards to ensure jobs are created.
From 2007 to 2011, the EDD has received $64 million in capital outlay
appropriations to provide LEDA grants statewide. The grants were
distributed to wvarious political subdivisions and for specific economic
development projects such as Schott Solar and Fidelity Investments in
Bernalillo County. As of June 2012, 29 LEDA projects total $56 million, of
which 19 are complete.

LEDA agreements do not include clawback provisions, keeping the state
from recouping any funds if a company closes or reduces its workforce.
Clawbacks are limited to the local entity’s contributions and not state funds,
even when the state has contributed a larger portion of the funding. In 2009,
the LFC reported that state incentive agreements need to link incentives to
performance and recommended the state require incentive clawbacks for non-
performance.

Job creation requirements vary and there are no requirements in place for
job retention. The 2009 LFC Brief on the Survey of Economic Development
Initiatives recommended that minimum standards for both job creation and
retention be established. Hewlett Packard’s project participation agreement
(PPA) with the city of Rio Rancho clearly defines the number of jobs with a
full-time-equivalent as 2,080 hours per year. Examples of the various job
creation requirements in other project participation agreements include:

e Job creation defined in job years and it is not always clear how many
jobs are to be created:;

e Target number of jobs created on an annual basis with and without a
cumulative total; and

o Direct or indirect number of hours within a stipulated time period or
over a period of time, not specific as to number of jobs to be created.

Having different job creation requirements makes it difficult to capture
benchmark data. In some instances, there are targets in the PPAs for
maintaining a certain number of jobs over time, but none of the nine PPAs the
LFC reviewed include specific requirements for job retention.

Better accountability measures are needed to ensure the Job Training
Incentive Program produces sustainable long-term results. In FY11, the
program paid out $1.2 million to support the creation of 613 jobs, 43 of which
were in rural areas. Average trainee salary for FY11 totaled $58 thousand per
year.
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Originally created to expand
employment in
manufacturing, the JTIP now
primarily funds call center
jobs.

JTIP has a clawback
provision, but EDD has never
clawed back funds since the
provision was introduced in
2007.

TRD has not met the statutory
requirements for reporting to
the Legislature on the
Investment Credit,
Technology Jobs Credit, and
Rural Jobs Credit.

The High Wage Job Tax Credit
has grown from $9.3 million to
$48.1 million, or 520 percent
between FY11 and FY12, at a
time of minimal job growth.

JTIP funds small and large projects alike without a prioritization that
aligns with an overall state economic development strategy. Funds are
currently made available on a first-come-first-served basis instead of being
budgeted strategically to achieve specific goals. In the EDD FY13 strategic
plan, the JTIP’s objectives include increasing company participation in the
program, increasing the number of jobs funded, and sustaining the quality of
jobs funded. The plan reflects the focus on total jobs trained as opposed to
having a strategic focus for different industries in different areas of the state
based on region-specific strengths.

The JTIP paid $25 million in reimbursements of a total $50.2 million, or 50
percent encumbered between FY07 and FY11. Job and wage data provided
in the JTIP application have been amended during the contract period. These
amendments account for actual reimbursement payments being less than
originally budgeted. While unexpended funds are eventually unencumbered
and returned to the overall JTIP budget, this 50 percent differential in
budgeting may prevent other applicants from being able to access funds.

JTIP performance measures do not meaningfully assess the effectiveness of
the program. If JTIP is a job creation incentive, performance measures
currently in place do not measure effectiveness through job retention or
changes in employee wages at the recipient company. However, if JTIP is
intended as a workforce training program, then performance measures should
be tied to the trainee over the long-term.

The Taxation and Revenue Department cannot accurately measure
foregone revenue or_impact from tax expenditures designed to spur
economic_growth. The TRD does not routinely review and report
effectiveness of economic development tax credits to the Legislature, which
is inconsistent with best practices, and in some cases, does not comply with
statute. For example, for the Rural Jobs Tax Credit, the WSD and the EDD
are required to evaluate and report on the credit in conjunction with the TRD,
but none of the three agencies could produce a report for this credit that had
been presented to the Legislature.

The state does not have an established regular timeline for evaluating tax
expenditures. While some credits do have requirements for review within
statute, this does not span all credits. Similarly, while some credits such as
the High Wage Jobs Tax Credit have sunsets, New Mexico does not have
universal sunset provisions for tax expenditures. Evaluation timelines and
sunset provisions both create a timely process for reviewing tax expenditures.

The TRD does not have a system for collection and analysis of tax
expenditure data, limiting its ability to measure effectiveness and inform the
Legislature. In the case of the economic development tax expenditures
reviewed for this evaluation, TRD does not have a method for cataloguing
data and performing analysis electronically. Tax forms provide a great deal
of data that could be used to measure how the tax credits perform. However,
LFC staff does not have statutory authority to access the data needed to assess
the effectiveness of these expenditures.
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The High Wage Jobs Credit’s recent increase makes it comparable in size to
the Film Production Credit, raising similar concerns over future unchecked
growth. Constituents have voiced their concerns in other interim committees
over potential loopholes in the language of the High Wage Job Credit statue,
creating potential gray areas in claiming and administering the credit. In
testimony before the Revenue Stabilization and Tax Policy Committee,
Albuquerque Economic Development (AED) identified four areas to be
addressed:

Definition of Wages to Determine Size of Credit

o Wage Rates

e Lack of Time Limits to Claim Credit

e Sunset Provision

The AED also testified that during this interim, representatives from the
EDD, the TRD, the Department of Finance and Administration, and the
economic development community are convening to draft legislation to
address some statutory issues surrounding the High Wage Jobs Tax Credit.

KEY RECOMMENDATIONS

The Legislature should formalize within statute

e Public disclosure requirements for businesses receiving economic
development tax credits;

o Clawback provisions for all economic development direct
expenditures to ensure clawback requirements are consistently
applied.

e Prioritizing cost-effective evidence based economic development
incentives;

e Sunset provisions for economic development tax incentives,
including regular review of fixed wage and population definitions for
credit eligibility; and

e Guidelines for reporting on all tax credits to the Legislature to create
uniformity in information being reported and frequency of reporting.

The Economic Development Department should

e Include clawback provisions for state funds in its intergovernmental
agreements, and require local entities to include clawback provisions
for state funds in its project participation agreements;

e Establish a standard requirement for defining the number of jobs
created:;

e Include job reporting requirements in the intergovernmental
agreements for the LEDA that include actual jobs created and
retained, holding the local entity responsible for obtaining the
information and providing the quarterly wage and contribution
reports to the state to ensure accountability through the duration of
the company’s project participation agreement;

e Institute state-specific minimum wage and job count requirements to
fully access JTIP reimbursement to drive economic development
goals for the state; and

e Require JTIP recipient companies to report on job retention and
wages for a period of time after final reimbursement for longitudinal
analysis, such as three to five years.
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The Taxation and Revenue Department should

Research and formalize a measure of economic return to the state
from job growth in conjunction with economic research resources
such as the Bureau for Business and Economic Research at the
University of New Mexico (BBER) or the Arrowhead Center at New
Mexico State University;

Follow current statutory requirements on the reporting of economic
development tax expenditures; and

Establish criteria for tax expenditure analysis using recommendations
from the Pew Center for the States as a guide.

Economic Development Department and Taxation and Revenue Department, Report #12-08

Job Creation Incentives
August 23, 2012

11



BACKGROUND INFORMATION

Between 2008 and July 2012, New Mexico’s employment shrunk an average of 4.5 percent. While the state did not
encounter the same employment declines as other states such as Arizona and South Carolina, New Mexico has not
fully recovered from job losses, with employment gains in the first half of 2012 at 0.2 percent.

New Mexico Non-Farm Employment Growth
2008-2012

3.00%
2.00%
1.00%
0.00% -
-1.00% -
-2.00% -
-3.00% -
-4.00% -
-5.00%
-6.00%
-7.00%
-8.00%
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Source: U.S. Bureau of Labor Statistics

Economic Development Department (EDD). The EDD was created pursuant to the Economic Development Act
in Sections 9-15-1 through 9-15-55 NMSA 1978. The EDD’s mission is to enhance and leverage a competitive
environment to create jobs, develop the tax base and provide incentives for business development. The department
promotes economic development and diversification, as well as business recruitment, expansion, and retention in
New Mexico. The EDD provides a coordinated statewide perspective on economic development activities,
maintains a database for local and regional economic development groups, and serves as the comprehensive source
of information for businesses wishing to locate or expand in the state.

Table 1. Economic Development Department
Budget Summary

($ in millions)
Budget % Authorized
Fiscal Year Actual Change FTE
2007 $7,318.0 67
2008 $9,382.0 28% 68
2009 $9,750.8 4% 70
2010 $9,209.5 -6% 65
2011 $7,728.3 -16% 65

Source: LFC Vol. Il

Job Training Incentive Program. The Job Training Incentive Program (JTIP) supports economic development
in New Mexico by reimbursing qualified companies for a significant portion of training costs associated with newly
created jobs. The JTIP program, previously known as the Industrial Training Development Program (Section 21-9-
7 NMSA 1978) strengthens New Mexico's economy by providing financial incentives to companies that create new
economic-based jobs in New Mexico.
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The JTIP reimburses qualified companies for a portion of training costs associated with job creation. The program
provides for classroom or on-the-job training, reimbursing an expanding or relocating business for up to 75 percent
of a trainee’s wages for up to six months. The amount of the award depends on the number and complexity of jobs,
the wages paid, and the business location.

To qualify, new or expanding companies must either create a product in New Mexico, or provide a non-retail
service with 50 percent of the company’s customer and revenue base outside of the state. The eligible jobs must be
full-time and year-round. The trainee must be a new hire to the company, must be a current New Mexico resident,
and have resided in the state for at least one continuous year at any time prior to being hired.

Local Economic Development Act. The Local Economic Development Act (LEDA), Section 5-10-1 NMSA 1978,
allows communities to provide assistance to qualified economic development projects while maintaining safeguards
against the unauthorized use of public resources.

Economic development projects must create new job opportunities. After a local governmental entity creates and
adopts an economic development plan, a qualifying business is required to submit a project application, including
all information the local government deems necessary. Projects are approved by ordinance, and the local
government may negotiate with a qualifying business on the type and amount of assistance to be provided. In order
to qualify for Economic Development Capital Outlay funds, the following must be completed:

e An endorsed copy of the initial ordinance adopting a Local Economic Development Act;

e A description of how the funds will be used (scope of work) along with appropriate documentation
(purchase of land, loan approval, infrastructure order, etc.);

e A copy of the project application;

e A copy of the project participation agreement;

e The local government needs to adopt the project by ordinance attaching the application, project
participation agreement and proof of notice to the public; and

o A letter by the local government requesting the monies be transferred, a description of the due diligence
performed (cost-benefit and financial analysis), and a statement the project complies with LEDA.

Since 2002, sixty-four New Mexico communities have passed a Local Economic Development Act. Through
passing LEDA, a community adopts an ordinance creating an economic development organization and a strategic
plan. This empowers communities to embark on economic development projects tailored to their needs.

Taxation and Revenue Department (TRD). The TRD administers tax credit programs. Tax expenditures are a
method to advance policy through the tax code by incentivizing taxpayer behavior. In the case of economic
development, this mostly takes the form of tax credits applied against a taxpayer’s total tax liability to the state.
Tax expenditures are a form of spending, as they reduce the amount of revenue going into the state’s general fund,
allowing the taxpayer to keep more of their income. This comes in exchange for promoting a particular behavior,
such as increasing job growth in rural areas, fostering a particular industry such as film, or increasing wages paid by
employers operating in New Mexico. Furthermore, tax expenditures are a method of increasing a state’s
competitive advantage in recruiting businesses.

In a January 2012 report, Ernst and Young compared New Mexico’s tax rate for industries to a select group of
western states for a hypothetical manufacturer. Before tax credits, New Mexico’s effective tax rate was 15.9
percent, compared to the other states’ average effective tax rate of 7.3 percent. However, after applying available
tax credits, New Mexico’s effective tax rate drops to 6 percent, making it the third lowest rate among the sample set
of states. This study demonstrated the role tax credits play for New Mexico in competing with other states to attract
new businesses.
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Table 2. State Effective Tax Rates Ranked

Before Tax Credits After Tax Credits

State Effective Tax Rate Rank Effective Tax Rate Rank
Arizona 8.4% 4 6.5% 5
California 7.9% 5 7.6% 3
Colorado 6.6% 7 6.5% 4
Nevada 6.9% 6 6.0% 7
New Mexico 15.9% 1 6.0% 6
Oklahoma 10.8% 2 10.3% 1
Oregon 2.4% 9 2.2% 9
Texas 9.5% 3 9.5% 2
Utah 5.6% 8 5.3% 8
Other States' Average 7.3% 6.7%

Source: NM Tax Research Institute Business Tax Competitiveness Study

The LFC identified nine tax expenditures related to economic development spanning across personal and corporate
income tax, gross receipts tax, and property tax among others, totaling approximately $9 million in foregone
revenue for FY11. The largest tax credit is the Film Production Credit at $76.2 million, followed by the High Wage
Jobs Tax Credit at $10.4 million. No other credit in this category surpasses $4 million; however they range across a
variety of areas including technology and investment, rural jobs, and research and development. The table below
lists tax credits related to economic development, but not all of these credits have a job creation requirement.

Table 3. Foregone Revenue for Economic Development Tax Expenditures
(in thousands)

Title FY2007 FY2008 FY2009 FY2010 FY2011 Total
Film Production Credit $17,873.7 $46,217.0 $76,922.4 $69,310.9 | $76,252.5 $286,576.5
Laboratory Small Business Credit N/A $0.0 $2,525.3 $2,394.2 | $3,188.0 $8,107.5
Tax Increment Districts N/A N/A $2,946.1 $1,370.9 | $3,810.8 $8,127.8
Angel Investment Credit $0.0 $145.0 $157.8 $200.8 $80.8 $584.4
Investment Credit N/A $806.8 $9,033.6 $7,037.9 $1,862.9 $18,741.2
Technology Jobs Credit $59.9 $1,909.8 $5,916.4 $6,265.3 $3,112.7 $17,264.1
High Wage Jobs Tax Credit $1,262.6 $2,582.5 | $14,438.0 $4,579.7 | $10,402.3 $33,265.1
Rural Jobs Tax Credit N/A $179.5 $422.7 $664.6 $295.5 $1,562.3
R&D Small Business Tax Credit N/A $133.1 $107.1 $0.5 N/A $240.7
Source: TRD
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FINDINGS AND RECOMMENDATONS

NEW MEXICO LACKS A COMPREHENSIVE APPROACH FOR FINANCING AND MONITORING
PERFORMANCE OF JOB CREATION INCENTIVES

The state uses a mix of incentives for job creation that cost an estimated $467.5 million between FY07 and
FY11, including tax expenditures, direct incentives such as the JTIP, and capital infrastructure investment
though LEDA. The vast majority of the state’s investment in economic development occurs within the tax code
through various tax credits, totaling estimated foregone revenue of $374.5 million, followed by grants through
LEDA totaling $63 million. The state spends the least on direct incentives under the JTIP, with a total of $30
million expended between FY07 and FY11.

Previous LFC analyses highlighted a fragmented and uncoordinated approach to job creation, which continues
to this day. In a 2009 LFC brief, staff identified various areas of concern in the execution and monitoring of
economic development incentive programs including inconsistent or incomplete data, programs fragmented
between agencies, a lack of a statewide economic development plan, and clawback provisions for noncompliance.
As part of this analysis, the LFC staff made five recommendations to improve effectiveness and accountability in
economic development programs:

1. Prepare a statewide economic development plan that includes a variety of high-
performance measures;

Require incentive agreements;

Link incentives to performance;

Establish minimum wage standards for job creation and retention requirements; and
Require incentive recapture (clawbacks) for non-performance.
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While the Economic Development Department (EDD) has implemented portions of these recommendations, the
majority of them have not been addressed, leading to programs being utilized as subsidies instead of performance-
driving incentives, as well as no recourse for the state to recover funds, causing losses to the state totaling tens of
millions of dollars.

Lack of a comprehensive and regularly produced tax expenditure budget hampers decision-making and
monitoring foregone revenue costs to the state. The Taxation and Revenue Department (TRD) was due to
release a Tax Expenditure Report in summer 2012 per executive order, but as of the publishing of this evaluation,
the report has not been released publicly. The Tax Expenditure Report is a first step in reviewing the effectiveness
of tax credits for achieving policy goals. The TRD’s testimony at the LFC July 2012 hearings indicates it is a tool
for identifying and referencing the large amount of tax expenditures in statute. Further steps are needed to bring
New Mexico in line with best practices identified in other states.

The Pew Center for the States released a report in 2012 describing various methods for measuring tax incentive
effectiveness. The report rated New Mexico as having mixed results in its ability to effectively review its various
tax credits, exemptions, and deductions. While the report recognized that the state does look at economic impact,
the TRD does not have a mechanism to inform policy decisions, report on all tax incentives, or draw clear
conclusions on how the largest economic development program in the state is performing.

The Pew report identified various ways states can improve their analysis of tax incentives to better inform
policymakers:

1) Build evaluation of incentives into policy and budget deliberations. States do not generally include a
review of tax expenditures in budget discussions. However, tax incentives are a form of spending, as they
reduce revenues flowing into a state’s general fund. Therefore, to have a complete picture of a state’s cash
inflows and outflows, a regular review of tax expenditures is essential. Arizona, lowa, Oregon, and
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Washington currently integrate tax expenditure analysis into their policymaking process. In Washington,
members of the state’s nonpartisan Joint Legislative Audit and Review Committee staff review a tax
incentive’s performance to its objective and offers recommendations on whether to continue, modify, or
terminate the incentive. The report is presented to a citizen commission and to legislative fiscal
committees.

2) Establish a strategic and ongoing schedule to review tax expenditures. States have various schedules for
reviewing tax incentives varying from annually to revolving schedules ranging from five to ten years.
Different timelines and depth of review have tradeoffs regarding resources required to complete analysis,
so states have to decide how frequently and how in depth a review of tax incentives should go. For
example, Connecticut performed a review in 2010 that analyzed the effect of tax credits dating back to
1995, allowing a thorough historical economic impact analysis. Going forward, tax credits would be
reviewed every three years.

3) Ask and answer the right questions using good data and analysis. The Pew Center identified various
guestions that any analysis of tax expenditures should consider:

a. Cause and Effect: To what extent did the incentive reward a certain business decision, and how

much did the incentive reward behavior that would have occurred in spite of the incentive?

Winners and Losers: To what extent does the incentive benefit some at the expense of others?

Unintended Beneficiaries: Do benefits of the incentive go beyond state borders?

Timing: When will the costs of the incentive occur, and how long will they last?

Economics of Budget Trade-Offs: What were the adverse economic effects of the incentive, and do

the benefits of the incentive outweigh this negative impact?

f. Indirect Impacts: To what extent do the investments of businesses receiving incentives filter into
the broader economy, causing positive economic gains?
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4) Determine whether tax incentives are achieving the state’s goals. The greatest challenge in measuring tax
expenditure effectiveness is having a clear and measurable goal. All tax incentives have the goal of
creating some sort of economic impact, but being able to pinpoint whether that impact is to ease restrictions
for investment or to create jobs in rural areas helps to frame specific impact analysis.

These guidelines suggest areas where the state can improve its analysis of tax expenditures. Currently, foregone
revenue related to tax incentives is part of revenue analysis, but is not a part of the budgetary process. Performing a
cost benefit analysis of tax expenditures, and whether they are achieving more than what the same revenue could
achieve within a state program could prove useful in making budgetary decisions.

There is no comprehensive and reqular analysis by executive agencies charged with administering economic
development incentive programs. While the TRD and the EDD often report on the status of economic
development incentives to the Legislature, they do not regularly analyze how effective these incentives are as a
total package. Various tax credits such the High Wage Jobs Tax Credit and the Rural Job Tax Credit require
coordination between the EDD and the TRD on areas such as certification of eligible taxpayers and reporting to
Legislative committees. However, this appears to be a separation of tasks, and not a true collaboration. For
example, taxpayers wishing to take advantage of the Rural Jobs Tax Credit must also be participating in JTIP. The
EDD staff will provide the TRD with lists of rural JTIP recipients, but that is the extent of their involvement with
the credit.

Without across-the-board strategic planning and accountability, the state is not well-positioned to invest in
incentives that create jobs at a reasonable cost to taxpayers. Total incentives given to a particular company,
including tax credits, are valuable information for the Legislature and taxpayers. In the case of Schott Solar, for
example, the company received state and city LEDA grants, JTIP reimbursements, loans facilitated through the
New Mexico Finance Authority, and likely also received High Wage Job Tax credits. Due to lack of
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communication and coordination between the various entities supporting Schott Solar, it is difficult to accurately
value the total loss to the state when the company closes its plant in 2012. Schott Solar received over $20 million
in direct public funding or through loans facilitated by public entities. This number is higher when considering tax
credits claimed, but this data is not available to the LFC. As long as the state continues to offer various incentive
programs managed through various state agencies, it will be important to establish a uniform reporting mechanism
to get an accurate picture of how the state is investing taxpayer dollars in economic development.

Information sensitivity and issues of confidentiality have proven a significant barrier in performing a thorough
assessment of economic development programs. State law requires TRD to maintain taxpayer confidentiality.
This has presented a problem in performing a thorough assessment of tax incentives, even leading to data being
omitted by the department in their tax expenditure reporting to omit identifying information.

The staff of Washington’s Joint Legislative Audit and Review Committee has data sharing agreements in place
with their revenue agency to provide taxpayer-level detail on credits claimed to integrate into their review of tax
incentives. This provides a strong foundation to analyze and draw conclusions on which taxpayers are attracted to
which credits, and whether this matches the original intent of the incentive. The LFC staff does not have similar
access to confidential data, and therefore cannot perform an in-depth study of the effectiveness of tax credits.

The JTIP would be able to more effectively measure success of the program if it could monitor a trainee’s progress
in areas such as earning potential over their professional lifetime. This data is reported to the Workforce Solutions
Department (WSD) as part of unemployment insurance filings. These same filings would provide the EDD an
accurate job count so the agency would not have to rely on press releases and company self-reporting to calculate
job creation. The EDD did collaborate with the WSD to track wages of JTIP trainees for the period of 2002-2004,
but has not performed this type of analysis since. The results were included in a marketing brochure for the
program. The EDD analysis showed that trainee wages increased on average 37 percent in the year immediately
following JTIP participation when compared to the year prior. It is clear that having access to information housed
across agencies could be vital in performing a thorough analysis of economic development programs. However,
confidential employee information housed at the WSD has made accessing valuable employee data challenging.

The Economic Development Department reports the number of jobs created based on company reports of
anticipated jobs, not actual jobs created. The reported number of jobs created is misleading. Because the data is
based on projected jobs, the number of jobs created is not reduced by the number of jobs lost or abandoned over the
same period. This also leaves a gap for reporting job retention and does not reflect outcomes. Tracking projected
jobs created compared to actual jobs created would be valuable and could be used to demonstrate the success of
individual projects and the department’s programs as a whole. Job counts reported in the table below are self-
reported projections by companies, not actual jobs created.

Table 4. New Mexico Economic Development Department
Summary of Job Creation Performance Measures

2012

Description 2008 2009 2010 2011 39 Qtr
Annual net increase in jobs created due to
economic development department efforts 5,582 4,570 2,763 1,922 2,212
Total number of rural jobs created 1,890 1,641 1,446 958 1,330
Number of jobs created through business
relocations facilitated by the economic
development partnership 3,984 2,225 767 499 577

Source: LFC Performance Report Cards

Without the proper data to measure outcomes for job creation and job retention, the department cannot
effectively measure performance and benchmark its programs. The EDD’s performance measure process needs
improvement. For those programs that are intended to create jobs and retain existing employees, agencies could
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complement their measures by tracking and reporting additional information, such as the average wages of the jobs
created and whether they offer benefits such as health care or paid time off. The EDD does not include
requirements in its intergovernmental agreements with the local governments and JTIP contracts for providing
quarterly job wage and contribution reports submitted to the Workforce Solutions Department as part of the
company’s responsibilities. It is not sufficient for the department simply to require reporting, it must take steps to
ensure the reported outcomes are accurate and monitored.

The EDD performance monitoring plan in the Performance Based Budgeting System (PBBS) is incomplete.
Although the department has a performance measure monitoring plan as required by the Accountability in
Government Act (AGA), Section 6-3A-8D NMSA 1978, when the LFC inquired, the EDD staff was unaware it
existed. The monitoring plan does not always include specifically where the information comes from, how it is
collected, and a clear and specific description of how the measure is calculated. For example, the data source for
the number of workers trained by the JTIP described the program and application process but did not include
tracking the actual number of trained individuals. In addition, some measures do not include the required elements
of a monitoring plan, such as the measure definition, data sources and the method in which the measure is
calculated. The lack of input, processing, and review controls indicates that the Economic Development
Department performance measure data may not be reliable.

Combined incentives cost an estimated $31 thousand for each job subsidized by the state, but the EDD and
the TRD do not analyze or report this total cost per job created. Based on cost per job analysis on a sample of
companies receiving incentives, it costs the state of New Mexico on average an estimated $31 thousand to attract a
job, with an average salary of $43 thousand. This total includes JTIP, LEDA when applicable, and estimated
foregone revenue from the High Wage Jobs Tax Credit and the Rural Jobs Tax Credit for a sample of companies
awarded JTIP funds between FYQ07 and FY11. The LFC performed this analysis based on JTIP and LEDA funding
data and independently estimated sample companies’ eligibility for the selected tax credits (Appendix B - Sample
Cost per Job Analysis). While many states review economic development programs or tax expenditures, LFC
staff found only one example of a state attempting to analyze combined cost of tax credits and direct incentive
programs on job creation. Being able to assess total combined cost to the state per job created would allow
policymakers to prioritize the most cost-effective incentives.

In 2010, per capita income was $40 thousand for New Mexico, and $47 thousand for the entire United States,
according to the Bureau for Business and Economic Research (BBER) at the University of New Mexico. Based on
this sample, it appears economic development programs are successful in creating jobs that pay an annual salary 7
percent higher than average, yet the cost to do so is high, as the state invests 72 cents for every dollar of wages for
the first year of a newly created job.

Furthermore, within the sample set, 96 percent of state investment in economic development occurs through the tax
code without any way of measuring how effective these dollars are in producing sustainable economic base jobs in
New Mexico. The TRD does not report a number for jobs created due to a particular tax credit, making a total cost
per job with tax incentives for all jobs created difficult to assess. Therefore, the state cannot pinpoint the total cost
of a job created.

A complete return on investment analysis for economic development programs has never been completed and
proves to be a complex task. The cost per job calculation is a standard formula of cost divided by jobs used to
calculate effectiveness for economic development incentives. The EDD is required to report on cost per job
performance measures, but the TRD is not. Furthermore, cost per job does not address the question of total
economic impact of new jobs being created. The LFC staff attempted to quantify a return on investment to the state
through tax revenue, but without access to data specific to taxpayers claiming economic development tax credits,
even a basic analysis of this nature would not be useful. The Virginia Economic Development Partnership
attempted to quantify the benefits of economic development incentives looking at both return on investment (ROI)
and input-output models. The partnership’s conclusion was the ROl model did not include all costs to the state
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providing services to the firm, its employees and other associated economic activities. The input-output model
assumed all suppliers and existing firms (inputs) to the new business (output) would be positively impacted by the
business moving in, but both inputs could be negatively impacted. Due to the many considerations required to
accurately assess economic benefit, results can vary, as shown in studies completed on the impact of the film
industry in New Mexico.

Other states’ best practices suggest ways to quantify the effectiveness of incentives for economic development
in light of greater economic factors the state does not control, and provide better accountability over jobs
created. In a report commissioned by the Kentucky Legislature in 2012, an independent consulting firm
recommended state agencies managing economic development incentive programs produce an annual
comprehensive report of all incentives, both direct and indirect. The consultant noted this would require
collaboration between two separate state agencies on monitoring and reporting standards. The report goes on to
state that analysis should include summary measures such as jobs created or retained, investments made by
programs, foregone revenue from tax credits or grant programs, and number of new projects approved. This type of
collaborative analysis is not occurring in New Mexico between the EDD and the TRD.

In Kentucky’s analysis of its economic development incentives, the consulting group estimated a cost per job to the
state based on direct incentives, tax credits, and costs to run their version of the EDD. Over the ten-year period of
2001-2010, the average gross cost per job was $3,330. For comparison, Kentucky had a population of 4.4 million
and per capita income of $23 thousand in 2010 according to the U.S. Census.

Table 5. Kentucky Calculation for Cost per Job

Add:

Total Foregone Revenue from Economic Development Tax Credits
Total JTIP Dollars Paid Out

Total LEDA Dollars Awarded

EDD Total Budget Appropriation

Total:

Total Jobs Created by Economic Development Activities

Average Annual Cost per Job
Source: Anderson Economic Group Review of Kentucky Economic Development Incentives

In Minnesota, statute requires taxpayer data related to specific tax credits be made public. The Small Business
Investment tax credit program requires an annual report be published to include the names of qualified businesses
receiving investments, the investment amount, and credits claimed. Moreover, statute for this credit dictates what
is to be reported to the Legislature including number of credits issued, recipient data (name, location, line of
business), total investment in the recipient business, and number and amount of credits revoked. A final review
component in statute requires its Department of Employment and Economic Development contract with a qualified
entity to perform a program evaluation of this particular tax credit on the state’s economy by December 2012. The
contractor would have one year to complete the evaluation.

In 2012, Hawaii completed a legislative audit of its high-technology business and research activities tax credits
which found that for a program costing almost $1 billion in foregone revenue to the state, the state cannot measure
or assess the credit’s effectiveness. The audit concluded the state is unable measure the impacts of credits in order
to justify losing an amount of revenue this size without legislative oversight. The audit report recommended
following the Pew Center for the States model in designing effective analysis and reporting on these tax credits,
removing taxpayer confidentiality to enhance reporting and transparency, and strengthening internal controls over
department processes to ensure financial reporting is reliable. Similar to New Mexico, Hawaii has zero goals or
performance measures written into the statute for these credits, and no requirements for information disclosure from
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its Department of Taxation, which refused the auditor’s request for taxpayer data, making independent analysis
impossible.

North Carolina has two main highly-competitive, performance-based discretionary incentive programs, the Job
Development Investment Grant Program and the One North Carolina Fund. State funds are only disbursed for
actual jobs created under these grants. In addition, North Carolina’s recent economic development inventory is a
step toward providing the tools needed to encourage better legislative and executive oversight of economic
development spending. This inventory attempts to identify all state-financed economic development programs and
their funding trends. The Economic Development Inventory examines several angles of the issue:

e The specific programs and tax incentives that compose the state’s economic development spending and
who administers these programs;

e How spending on direct incentives compares to support programs; and

o How spending breaks down among tax incentives, general fund appropriations, and transportation.

By identifying the full spectrum of programs and itemizing such figures the state can begin to assess the
appropriateness, efficiency, and effectiveness of the state’s economic development spending.

Tennessee recently established a website that lists businesses and incentives information for state-issued grants, tax
incentives and community block grants and how many jobs the money has reportedly created.

In January 2012, Good Jobs First, a national policy resource center, reported on its evaluation of similar state
subsidy programs in terms of disclosure, performance standards, and enforcement practices. The table below
shows the top ten states in each category.

Table 6. Highest Ranked States for
Accountability Standards

Performance
Disclosure Standards Enforcement
Rank State Rank State Rank State
1 IL 1 NV 1 VT
2 Wi 2 NC 2 VA
3 NC 3 VT 3 IL
4 OH 4 IA 4 Ml
5 MO 5 MD 5 (tie) AZ
6 CT 6 OK 5 (tie) NC
7 Ml 7 VA 7 MD
8 IN 8 (tie) FL 8 (tie) CO
9 KY 8 (tie) RI 8 (tie) CT
10 (tie) LA 10 TN KS
10 (tie) PA
10 (tie) TX

Source: Good Jobs First Studies
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To assist economic development policymakers and practitioners in improving their subsidy enforcement practices,
Good Jobs First offered the following policy recommendations:

o All recipients in all programs should be required to report to agencies on job creation, wages, benefits and
other performance benchmarks. Recipient reporting data should be disclosed online at least annually as
part of a state’s disclosure system.

o All reported information should be verified by agencies using techniques such as auditing and cross-
checking of company claims against separate reliable data sources such as unemployment insurance
records.

e Agencies should penalize recipients found to be out of compliance, employing techniques such as recapture
(clawbacks), recalibration of future benefits and rescission or termination of subsidy agreements. Programs
that are performance-based should operate without penalties only if recipients are required to fulfill all
programs requirements before receiving any subsidies.

e Penalty systems should be straight-forward, consistent, and not weakened by various exceptions or by
giving agency officials discretion on whether to implement them.

e Agencies should publish detailed data on their enforcement activities, including the names of the recipients
found to be non-compliant and those penalized, including the penalty amounts.

Recommendations

The Legislature should consider formalizing within statute
o Public disclosure requirements for businesses receiving economic development tax credits;
e Prioritizing cost-effective evidence based economic development incentives;
e Data sharing requirements between the Economic Development Department, Taxation and Revenue
Department, and agencies that house information that would assist in analysis of incentives, such as the
Department of Workforce Solutions.

The Economic Development Department should
e Update its performance monitoring plan to include all the required elements that are clear and specific to
ensure accuracy and reliability; and
e Publishing comprehensive incentive information by recipient on its Data Center website.

The Taxation and Revenue Department should
e Research and formalize a measure of economic return to the state from job growth in conjunction with
economic research resources such as the Bureau for Business and Economic Research at the University of
New Mexico (BBER) or the Arrowhead Center at New Mexico State University.

The Economic Development Department and the Taxation and Revenue Department should
e Establish an inventory of all state financed economic development programs; and
e Implement a system to track all incentives given to a company by an economic development corporation, a
city, a county and the state. In order to gain a clear picture of all the incentives a company is receiving, a
total summary of tax incentives is necessary. A summary of a company's tax incentives from each level of
government will help ensure that one company is not over incentivized.
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SINCE 2007, THE STATE HAS ISSUED OVER $63 MILLION IN LOCAL ECONOMIC
DEVELOPMENT ACT GRANTS, WITHOUT SAFEGUARDS TO ENSURE JOBS ARE CREATED

Overall, from 2007 to 2011, the EDD has received $63.6 million in capital outlay appropriations to provide
LEDA grants statewide. The grants were distributed to various political subdivisions, and for specific economic
development projects such as Schott Solar and Fidelity Investments in Bernalillo County. As of June 2012, there
are 29 LEDA projects totaling $56 million, of which 19 are complete.

Table 7. Examples of LEDA Projects
(in thousands)

LEDA
Project Name County Amount

Louisiana Energy Services Lea $250
Bloomfield Industrial Park San Juan $300
Pre-Check Otero $400
Ramah Meats McKinley $465
CFV Solar/Fraunhofer Bernalillo $750
Schott Solar Bernalillo $15,940
Fidelity Investments Bernalillo $14,000
Hewlett Packard Sandoval $12,000
Santa Fe Film Studio Santa Fe $10,000
Total $54,105

Source: EDD

LEDA agreements do not include clawback provisions, keeping the state from recouping any funds if a
company closes or reduces its workforce. Clawbacks are limited to the local entity’s contributions and not state
funds when the state has contributed a larger portion of the funding. The state does not have a contractual
agreement with the company; clawback stipulations for state funds are not included in the intergovernmental
agreements and the project participation agreements. In 2009, the LFC reported that state incentive agreements
need to link incentives to performance and recommended the state require incentive clawbacks for non-
performance.

Clawbacks provide taxpayers a way of making sure their investment in development incentives pays off in the form
of real public benefit and allow governments to recoup their money if it does not. Clawbacks may be executed in
part or in full when jobs are not created. A percentage refund, based on the number of jobs created compared to the
number projected in the tax abatement agreement, is common. However, penalties are weakened by the fact that
their implementation is discretionary rather than mandatory or by the presence of various exceptions. Minnesota
bars companies subjected to clawbacks from receiving any incentives for five years or until the incentive is repaid.
Another technique is to distribute the incentive monies after interim projections have been met and support
documents have been verified. Public officials must monitor corporate performance on a regular basis, and enforce
clawbacks when needed.

In December 2011, the EDD created LEDA program economic impact policies. Although the policy provides
adequate guidance, it currently does not include specific requirements for measuring economic impact and does not
mention any requirements for clawbacks under the LEDA grants. The EDD is currently researching and discussing
various clawback provisions, but it has not revised the language in its agreements.

The state could have recovered an estimated $5.5 million from Schott Solar if a similar clawback as the city of
Albuquerque’s was in place for state funds. Schott Solar announced on June 28, 2012 it is ceasing Albuquerque
operations in 2012, laying off 200 workers immediately and the 50 remaining employees over the summer. Schott
Solar received $15.9 million in state capital outlay through LEDA grants, $1 million from the city of Albuquerque
and $500 thousand from Bernalillo County. These funds were committed under a project participation agreement
(PPA) with a 10-year lease, requiring Schott Solar to hire 735 employees by the end of 2014, and maintaining the
735 until 2018.
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The agreement has a facility closure clawback stating should Schott cease operation of the project on or before
December 31, 2018, Schott shall, within 90 days of the cessation of operations, pay to the city, in cash, an amount
equal to 25 percent of the city’s $1 million contribution less the amount that was contributed by offsetting
application and permit fees. Any clawbacks not paid when due will bear interest at the rate of prime plus 2 percent
per annum from the due date until paid. In mid-July 2012, the city sent a letter to Schott regarding the lease
agreement obligations for Schott to pay the city’s attorneys’ fees. As of July 27, 2012, the facility had not closed;
Schott is still manufacturing. The 90-day period under the PPA commences when Schott ceases operations.

In addition, the PPA clawback provisions while Schott Solar remained in business are directed to the city’s
contribution, not the state funds and include language for business climate changes and allow the city to waive or
modify the provisions if Schott does not meet 80 percent of the target. The solar industry in the United States has
been negatively impacted by a number of factors, notably the trade practices of China. As a result, Schott did not
meet its employment goals for 2011 (435 for LEDA and 360 for Industrial Revenue Bond (IRB)). In May 2012,
the city modified the clawback penalties, with Schott reimbursing the city $78.4 thousand ($24.5 thousand under
the LEDA PPA and $53.9 thousand under the IRB). The total amount due was $261.4 thousand, but the city
deferred the $182.9 thousand balance pending future compliance with the terms and conditions of the agreements.
Since Schott Solar will not be in operation for the full length of time, any deferred balances will be due along with
facility closure clawback penalties.

Table 8. City of Albuquerque
Schott Solar Annual LEDA Report

Target # of FTE as a Total FTE

Jobs Schott Payroll % of Contract as a % of
Date (cumulative) FTE Target FTE Total FTE Target
12/31/2009 135 179 132.6% 178 357 264.4%
12/31/2010 285 251 88.1% 46 297 104.2%
12/31/2011 435 252 57.9% 2 254 58.4%

Source: Schott Solar Status Report

Schott Solar provided annual reports to the city of Albuquerque, meeting the project participation agreement
requirements showing the number of employees hired. Schott Solar reported in its 2010 annual report it uses
temporary employees through the Manpower Group (“Contract FTES”) to maintain operational flexibility in light of
changing business conditions. According to the city, the number of employees had not been validated, but the city
has the option to review and audit Schott’s records.

While the city of Rio Rancho will be tracking all of Hewlett Packard’s 2012 job data, the clawback provisions
begin in calendar year 2013. Hewlett Packard (HP) received $12 million in state LEDA grants along with $7.4
million in JTIP funds and approximately $2 million in other incentives from the city of Rio Rancho. HP
consolidated three centers when it relocated to New Mexico, opening the Rio Rancho facility in late 2009 under a
15-year lease. HP’s project participation agreement does not have an annual requirement for the number of jobs.
Instead HP is to continuously employ 1,350 or more full-time equivalent employees on and after the end of
calendar year 2012. The Rio Rancho City Manager stated this allowed for a three-year ramp up period. The
project participation agreement does require HP to provide the city with copies of its New Mexico Workforce
Solutions Department Employer’s Quarterly Wage Contribution Report. HP had 1,136 employees as of April 2012,
and 1,048 employees as of June 2012, with 40 percent in technical support positions and 60 percent in sales. HP
has paid in excess of $196 million in employee salaries from January 2009 through June 2012.

In July 2012, HP announced it was laying off 100 workers at its Rio Rancho facility, which indicates it will not
meet its employment requirements at the end of calendar year 2012. Should HP fail to meet its full-time
employment requirement, the clawback provision is limited to a percentage of the annual value of the city provided
incentives and does not include state funds. The clawback for the city’s contribution is based on a percentage
shortfall of jobs applied to the annual value of its contribution with the annual value for any given year set at 6.67
percent of the total value. Using the number of jobs as of June 2012, less the 100 laid off employees, the
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percentage job shortfall would be 30 percent (402/1,350) and the estimated clawback for the city of Rio Rancho
would be $44 thousand for 2012. Applying a similar methodology, the LFC estimates $238 thousand in penalties
could be returned to the state if a clawback provision was in place for its contribution.

Bernalillo County has not fulfilled its oversight, monitoring, and reporting responsibilities as stipulated in its
agreements. In January 2009, Bernalillo County entered into a project participation agreement with Forest City,
NM, LLC (FCNM) as the qualifying entity under LEDA to construct a 216,000 square foot building, and lease it to
Fidelity. In turn, Fidelity would create and retain jobs within the county over a 10-year period. The state
contributed $14 million in LEDA grants, with the city of Albuquerque contributing $1 million for infrastructure and
a combined total of $13.3 million from Fidelity and Mesa del Sol.

The project participation agreement requires a minimum of 350 new jobs annually or 3,500 job years created
cumulatively under a 10-year lease with Fidelity, with the intent to create up to 1,260 jobs by the end of 2011. The
agreement requires FCNM to submit annual status reports 60 days after the end of each year that Fidelity leases the
building. Fidelity reported as of May 31, 2012, it had 454 employees at the site. The job numbers for prior years
were provided to the county by Fidelity. Although there are clawback provisions in the project participation
agreement, they do not go into effect until the end of 2017. If Fidelity creates less than the 3,500 job-years, FCNM
agrees to reimburse the county the sum of $1,000 multiplied by the number of employees less than the required
number of jobs.

It is the county’s responsibility to conduct annual performance reviews. When LFC requested the annual reports
and annual performance monitoring reports, Bernalillo County stated a “full report” would be provided under
separate cover and that it approved Forest City’s request for additional time to gather the more detailed payroll
information. Correspondence between the county and Fidelity indicates the county had not obtained the job
creation information until June 2012 when the LFC requested it. It appears the county has not conducted annual
performance reviews. As of this writing, Bernalillo County has not provided the requested information. In
addition, the Memorandum of Understanding between the EDD and the county requires the county to submit bi-
annual reports of direct and indirect jobs created. There was no evidence in the EDD project file indicating such
reports had been submitted.

In August 2010, the county’s internal audit department reported the required monthly legislative grant reports for
capital outlay projects were not being completed. State grant agreements require monthly progress reports be
submitted to the state Department of Finance and Administration for all legislative grants. The LEDA grant to
FCNM was for infrastructure, making it a capital outlay project.

The Santa Fe Studios” $28 million project could prove to be a risky investment to the state with its $10 million
contribution. Phase 1A construction was completed in October 2011. Santa Fe Studios (SF Studios) opened in
November 2011, complete with a state-of-the art 19,275 square foot soundstage, dressing and makeup rooms, and
office spaces. It also has an open 57-acre back lot to be used for building sets or more storage. Since opening, SF
Studios has hosted one production, a television pilot for approximately three months. The project participation
agreement requires SF Studios to provide 500 thousand hours of direct and indirect jobs of above-minimum wage
by 2018. All construction jobs are to be credited towards the job hour requirement. The SF Studios has provided
Santa Fe County two quarterly reports that include 12,348 job hours. However, the county has not tabulated the
cumulative total to include the construction jobs. In addition, the production company for the television pilot has
not yet submitted its job and wage reports to SF Studios.
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Job creation requirements vary and there are no reqguirements in place for job retention. The 2009 LFC
Brief on the Survey of Economic Development Initiatives recommended that minimum standards for both job
creation and retention be established. The HP project participation agreement clearly defines the number of jobs
and a full-time-equivalent as 2,080 hours per year. Examples of the various job creation requirements in other
project participation agreements include:

e Job creation defined in job years and it is not always clear how many jobs are to be created.

e Target number of jobs created on an annual basis with and without a cumulative total.

o Direct or indirect number of hours within a stipulated time period or over a period of time, not specific as to
number of jobs to be created.

Having different job creation requirements makes it difficult to capture benchmark data. In some instances, there
are targets in the PPAs for maintaining a certain number of jobs over time, but none of the nine PPAs the LFC
reviewed include specific requirements for job retention. Establishing minimum job creation and retention
standards and tracking job retention would provide the EDD a foundation for accurate benchmarks.

In addition, project participation agreement job reporting requirements are not standardized. The city of Rio
Rancho requires Hewlett Packard to provide New Mexico Workforce Solutions Department Employer’s Quarterly
Wage Contribution Report. Other PPAs rely on the company self-reporting and have not required documentation
or validation of the reported information. Furthermore, the EDD does not track actual jobs created by the LEDA
grant program.

Although the EDD relies on the local municipality to monitor the requirements set out in intergovernmental
agreements, it does not always require the municipality to provide progress reports or job creation numbers.
Reporting requirements defined in some agreements are not enforced. While local government entities are required
to submit job creation reports during the life of the agreements or on a bi-annual basis to the EDD, the type of
documentation required to support the jobs created is not included. There were no progress reports in the LEDA
files. Also, the EDD’s project files did not show evidence that the department requested the reports from the local
entities and the entities have not provided them. A final report is due upon final disbursement or upon completion
of the project. The term of the intergovernmental agreements expire prior to the project participation agreement
term, making it difficult to determine when the reports should be submitted and when to enforce the reporting
requirements.

In contrast, each Texas Enterprise Fund (TEF) grant recipient is required to submit an Annual Compliance
Verification report each year through the duration of its contract term. These reports cover the status of yearly job
targets and other contracted commitments and are maintained by the Office of the Governor’s Financial Services
division, which monitors for fulfiliment of all TEF agreements. Texas Workforce Commission quarterly reports are
also used as a third-party validation of employment numbers.

The Economic Development Department (EDD) monitoring and oversight of LEDA grants needs improvement.
Language in the intergovernmental agreements (IGA) does not promote accountability. The IGA states “EDD
shall, at their discretion, review and audit the Project if it is deemed to be necessary or desirable.” The department
stated “It is not required to audit but reserves the right to do so if needed; however, there has not been a reason to
audit.” The EDD does not maintain documentation to support its decision not to conduct reviews and audits. The
department’s oversight is limited, and appears to cease once the EDD processes the payment request to the local
government. This was evident with the lack of progress reports in the projects files.

During the evaluation the EDD could not provide a complete listing of all LEDA grants issued from 2007 to 2012.
The detail information for the 2007 appropriations was not readily available and was incomplete. The LFC relied
on the appropriation laws and information in the Capital Outlay Monitoring System. Regardless of staff turnover,
the EDD should adequately maintain records for its LEDA grant program.
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Recommendations

The Legislature should consider formalizing within statute the following:
e Clawback provisions for all economic development direct expenditures to ensure clawback requirements
are consistently applied.

The Economic Development Department should

Update the LEDA policies to include requirements for clawbacks.

Include clawback provisions for state funds in its intergovernmental agreements.

Require local entities to include clawback provisions for state funds in its project participation agreements.
Establish a standard requirement for defining the number of jobs created.

Include job reporting requirements in the intergovernmental agreements for the LEDA that include actual
jobs created and retained, holding the local entity responsible for obtaining the information and providing
the quarterly wage and contribution reports to the state to ensure accountability through the duration of the
company’s project participation agreement.
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BETTER ACCOUNTABILITY MEASURES ARE NEEDED TO ENSURE THE JOB TRAINING
INCENTIVE PROGRAM PRODUCES SUSTAINABLE LONG-TERM RESULTS

The Job Training Incentive Program (JTIP) provides state subsidies to help lower the cost of training
employees for businesses who relocate or expand into New Mexico. The JTIP was created in 1972 as the
Industrial Training Program, which focused on offsetting training costs for new manufacturers moving into the
state. In FY11, the program paid out $1.2 million to support the creation of 613 jobs, 43 of which were in rural
areas. Average trainee salary for FY11 totaled $58 thousand per year. The program has continued to expand to
new business areas such as customer service and also added a new program area, STEP UP, to assist employers
looking to provide training to incumbent workers.

Chart2. JTIP Trainee Average
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Originally created to expand employment in manufacturing, the JTIP now primarily funds call center jobs. In
1993, the program updated its qualification parameters to include non-retail service sector jobs where 50 percent of
business was generated outside New Mexico. This change has allowed customer service call centers to access JTIP
funds. However, as the call center industry has matured in areas such as Albuguerque and Rio Rancho, it is unclear
whether companies place call center operations in New Mexico because of JTIP, or because of the accessible
infrastructure and a ready-made workforce, companies bring their call center operations to New Mexico in spite of
available JTIP funding.

Chart 3. JTIP Recipients by Function
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For example, America Online (AOL) closed a call center in Albuquerque in 2006, eliminating 900 jobs.
Convergys, a third party call center, moved into the AOL location in 2007, projecting creation of 500 jobs. In
2010, Convergys closed down their Albuquerque operation, eliminating 677 jobs. Most recently, Lowe’s Home
Improvement took over the same location and projected employing 600 people. For this one location, there is a net
job loss of almost 300 jobs from the activity of these three companies. Being able to look at employee movement
across all call centers in the area would provide a more accurate picture of whether jobs are being created, or
merely being reallocated as different organizations move in and out.

The JTIP Board passed rule changes for FY13 to expand eligibility into other business functions such as
research and development and headquarters operations. In June 2012, the JTIP Board approved measures to
open eligibility to new types of operations, including research & development and early stage manufacturing, as
well as corporate headquarters. These new functions still have to derive 50 percent of their revenues from outside
of the state, but this is the first time that JTIP has expanded into business areas that do not directly provide a
product or service, but are either support or innovation-oriented.

The JTIP funds new employee training without taking previous experience into account. While JTIP uses
federal Department of Labor standards for training timeframes by specific job functions, it treats every employee as
if they are new to the job function they are performing. Therefore, all trainees approved will receive full
reimbursement up to the maximum reimbursement rate for the participating company. In the case of both
Convergys and Lowe’s, they have or will receive funding through JTIP. Between 2007 and 2009, Convergys
received $975 thousand to train 543 employees. Lowe’s has yet to receive any reimbursement under JTIP, but has
a current reimbursement budget of $1.5 million. While JTIP does not allow employees to be funded twice for
training within the same organization, an employee can receive JTIP funds to be trained in various organizations
over time. Therefore, it is possible that the state paid a portion of employee wages for training for similar job
functions between different organizations such as Convergys and Lowe’s. In contrast, on-the-job training
reimbursement through the federal Workforce Investment Act requires skill assessments to determine an
employee’s skills gap and funds training to bring the employee in line with the requirement of their new position.

JTIP funds small and large projects alike without a prioritization that aligns with an overall state economic
development strateqy. Funds are currently made available on a first-come-first-served basis instead of being
budgeted strategically to achieve specific goals. In the EDD FY13 strategic plan, the JTIP’s objectives include
increasing company participation in the program, increasing the number of jobs funded, and sustaining the quality
of jobs funded, reflecting that the focus is total jobs trained as opposed to having a strategic focus for different
industries in different areas of the state based on region-specific strengths. While these goals align with the EDD’s
mission of creating jobs and providing incentives, there is no overarching strategy for approaching job creation in
the state which would guide how JTIP dollars are allocated. In Massachusetts, applicants for grants from the
Workforce Training Fund are rated based a uniform rubric that aligns with the state’s goals for economic
development including economically depressed areas and under-represented industries.

To encourage higher-wage jobs, Arizona’s job training program requires a minimum wage to be considered for
funding. In Maricopa County, the largest county in the state, the minimum annual salary to participate in the
program is $39,687 or $19.08 per hour. The JTIP does follow federal Department of Labor guidelines for
minimum wages based on job zones shown in the table below.

Table 9. Federal Department of Labor Guidelines for Wages and Training Hours

Training Minimum Wage Minimum Wage at
Job Zone Definition Hours at Hiring Urban Hiring Rural

1 Little or No Preparation Needed 160 $9.00 $8.00
la Little or No Preparation Needed 320 $10.00 $8.50
2 Some Preparation Needed 480 $11.50 $9.00
2a Some Preparation Needed 640 $13.00 $9.50
3 Medium Preparation 800 $14.50 $11.00
3a Medium Preparation 960 $16.00 $12.00
4 Considerable Preparation Needed 1040 $19.00 $13.00

Source: EDD
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However, this does not tie specifically to wage and labor conditions in the state, and the salaries based on this table
range from $16.6 thousand to $39.5 thousand per year. While JTIP is reinstating a 5 percent premium for high
wage jobs based on the parameters for the High Wage Job Credit ($40 thousand in urban areas and $28 thousand in
rural areas), this additional incentive is optional for applicants.

JTIP-funded jobs are located near urban centers within the state and near major transportation corridors. Since
FYOQ7, JTIP has approved $56 million in funding with 85 percent in urban locations and 15 percent in rural
locations. The most projects were approved in Bernalillo County, for 5,243 positions allocating $30.4 million,
followed by Sandoval ($14.6 million) and Dofia Ana Counties ($2 million). Twelve counties had zero JTIP funding
for employers in the past five years (refer to Appendix D — Funding by County). While rural companies receive a
higher reimbursement (between 65 and 70 percent), most companies participating in JTIP chose to locate in urban
areas (receiving up to 40 percent reimbursement.) A 2008 study published in The Review of Regional Studies
concluded that availability of materials, transportation options, and high-tech support were key factors in picking a
business location. However, once in a location, companies considered local supply of skilled labor, local tax
structures, and lower relative labor costs as significant in the decision to relocate.

Chart 4. JTIP Urban and Rural Recipients FY07-FY11
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The JTIP has only spent half of the funds encumbered to reimburse companies between FY07 and FY11.
The JTIP paid $25 million in reimbursements of a total $50.2 million encumbered between FYO07 and FY11, 50
percent of funds budgeted for reimbursement to participating companies. When companies apply for JTIP funding,
they provide an estimate of jobs they look to fill and create a reimbursement budget based on the average wage for
these positions. These job numbers have been amended during the contract period. In some cases, companies
amended job totals down to address hiring challenges. Also wage rates were adjusted either up or down to better
address market rates for similar job duties. These amendments account for actual reimbursement payments being
less than originally budgeted. The economic recession contributed to this underutilization, but other factors in how
the JTIP is designed contributed as well. While unexpended funds are eventually unencumbered and returned to
the overall JTIP budget, this 50 percent differential in budgeting may prevent other applicants from being able to
access funds. The JTIP could address this issue by placing minimum requirements on jobs created and tying these
to milestones through the one-year reimbursement period, or consider encumbering only portions of the total
reimbursement budget as jobs are filled. Addressing this budgeting variance would allow JTIP funds to be
leveraged more effectively by more recipients.
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Chart 5. Expended JTIP Funds a Percentage of
Total Budgeted FY07-FY11
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The JTIP Board also used FY13 funds to reinstate reimbursement rates reduced due to lack of funding. After
funding reductions in FY10, the JTIP Board reduced the reimbursement rate for urban recipients to 40 percent,
eliminated the additional 5 percent reimbursement for high wage jobs, and cut the travel reimbursement for
training. Urban reimbursement has been changed back to 50 percent, and the high-wage differential and travel
reimbursement have been re-implemented for FY13.

The JTIP costs more than other similar programs, according to FY10 data. The JTIP cost per job was steady
near $3,000 for FY07-FY09, but dramatically increased to $5,000 in FY10, at the height of the economic recession.
For FY11, the cost was the lowest for the period of FY07 through FY11 at $2,000, with an average salary of $52.8
thousand, but only 613 jobs were created. Average wages for JTIP recipients grew from $38.3 thousand per year to
$48.4 thousand, a 26 percent increase between FY09 and FY 10, which would drive up the cost per job reimbursed.
In the case of the Texas Workforce Commission Skills Development Fund, which is similar to JTIP, the cost per
job was $1,190.

Chart 6. JTIP Cost per Job FY07-FY11
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JTIP performance measures do not meaningfully assess the effectiveness of the program. The JTIP has had
various AGA performance measures over the last few years, as detailed in the table below:

Table 10. JTIP Performance Measures FY11-FY13

FY11 FY1l FY12 FY12 FY13
Measure Target Result Target Result Target
Number of workers trained by JTIP 2,000 553 2,000 1015 1,000
Percent of employees whose wages were subsidized by JTIP 60% 47% 60% 2% 60%
Number of businesses patrticipating in JTIP 16 34 16 32 16
Number of rural businesses participating in JTIP 8 8 8 9 8
Average annual cost per job per JTIP trainee $2,500 | $5,935 $2,500 $4,600 | $2,500
Average hourly wage of jobs funded by JTIP N/A N/A N/A N/A $16/hr

Source: Performance Based Budgeting System
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These measures have sought to quantify productivity, cost, employee retention, and employee wages. While some
of these measures provide good demographic data about program participants, they do not speak to the
effectiveness of the program in achieving economic development goals. Based on rules and practices within JTIP,
only two of these measures are directly affected by the program. Number of workers trained, percentage of
employees who were subsidized, total number of businesses and rural businesses are all driven by the company
applying for JTIP funds. Because applicants do not have to go through a competitive process to receive funding,
there is no motivation to adjust these factors to meet state economic development goals and JTIP does not place
requirements for some of these parameters to be eligible for funding.

To establish meaningful performance measures for JTIP, the EDD must decide what the program should achieve. It
is the Job Training Incentive Program, a subsidy to help train new employees or improve skills of current
employees. Companies looking to locate in New Mexico may consider JTIP an attractive incentive to bring new
jobs to the state, and if that is the true goal of the program, then JTIP should be redefined as a recruitment incentive.
However, if JTIP is intended as a workforce training program, then performance measures cannot be tied to one
company or only measured for the length of the one-year contract period. Performance measures and reporting
should be tied to the worker to measure program benefit over the long-term in areas such as earning potential and
ability to avoid needing state public assistance programs. This type of analysis could be performed with data
residing at the Workforce Solutions Department or the Human Services Department.

JTIP has a clawback provision, but has never clawed back funds since the provision was introduced in 2007.
JTIP reserves the right to claw back funds if eligibility for the program changes after the fact. For example, if it is
discovered that employees being funded through the program dropped out of school, then any funds paid to the
recipient company for that employee would be eligible for clawback. Between 2007 and 2011, five JTIP recipients
were terminated due to not meeting JTIP requirements for reimbursement. Of those five, two companies closed,
including Eclipse Aviation, and two companies did not provide final audit documentation to the EDD. Only ABQ
Direct Inc. received reimbursement from the program for $5,760, but the EDD did not claw back these funds.

Table 11. JTIP Projects Closed for Non-Compliance

FYO07-FY11
FY Company City Reason for "Closed" Status
ABQ Direct, Inc.
DBA InnPoints Did not submit final audit documentation-project closed in
2007 Worldwide, Inc. Albuguerque database and company is not in good standing with the program.
Eclipse Aviation Company laid off employees and declared bankruptcy. Referred to
2008 Corporation Albuguerque EDD legal counsel for follow-up.
Non-responsive. Company closed before completing the final
2008 GUNA, Inc. Albuquerque audit.
Project was approved on condition that the company provides
verification of receipt of $1.5 million capital infusion within 60 days.
2009 WorldScape, Inc. | Los Alamos The information was not provided.
Solstar Energy Compliance review revealed company was not in compliance--the
2009 Devices Albuquerque trainee hired did not meet the program eligibility requirements.
Visible Light Did not submit final audit documentation-project closed in
2010 Solar Albuquerque database at the end of the contract period.

Source: EDD

The JTIP generally has adequate controls, but audit and compliance reviews need strengthening. All
companies receiving JTIP funds are contractually required to receive a compliance review from JTIP, as well as
submit to an audit at the end of the contract period. Both of these are good control measures, and documentation of
both reviews is retained by the EDD. Payments are not sent to recipient companies unless they conform to both of
these requirements. In the JTIP review, the contracted compliance officer reviews payroll records, confirms
trainees meet eligibility requirements, and also interviews employees to learn about training and work tasks. Prior
to receiving final reimbursement for JTIP, recipient companies are required to submit to an audit by a licensed
auditing firm, in compliance with generally accepted auditing standards.
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Review of contract files showed audits submitted by JTIP recipients consistently do not include findings or
opinions issued by the contracted auditing firm, not meeting the contractual requirement for a full audit.
Various examples were identified where the independent audit did not issue an opinion stating that the recipient
company was in compliance with the JTIP requirements or that calculation of reimbursement requests were
accurate. Instead, the audits included standard language stating that the audit firm was not engaged to conduct an
audit or state an opinion, and that the report was for the company’s information only.

Furthermore, the JTIP contract does not require a detailed invoice or a contract stating the audit’s scope of work be
provided to the EDD. Therefore, the department has no visibility to the tasks the auditor was contracted to
complete or the cost of their services compared with what the program reimburses for this service. As part of the
JTIP request for funding, the program reimburses a predetermined amount for costs associated with performance of
the independent audit.

There are no specified standards for determining the frequency of JTIP compliance reviews. The contract
between the EDD and JTIP recipients states at least one compliance review is required before the first claim for
reimbursement can be paid. It is the EDD’s responsibility to conduct these compliance reviews, which are
performed by an EDD contractor. The JTIP program does not have a standard process for determining frequency of
review. Some recipients are reviewed repeatedly during the same project, while others are reviewed only once.
The program determines frequency of review on a case by case basis, using subjective criteria and staff’s
professional judgment. This creates risk for complacency and lack of accountability.

The JTIP contracted compliance officer’s services contract does not specify minimum requirements for conducting
reviews of JTIP recipient companies. The EDD contracts a compliance officer to perform reviews of JTIP
recipients, including meeting with human resources personnel and reviewing documentation to confirm compliance
with the program. The professional services contract does not specify what the contractor needs to review, nor
states any measures to assess the contractor’s performance. Review of the JTIP files indicated the contractor
adheres to a consistent reporting format, but the review’s scope is not clearly detailed in his contract, therefore
thoroughness or overall performance is not measurable.

Recommendations

The Economic Development Department should

e Institute state-specific minimum wage and job count requirements to fully access JTIP reimbursement to
drive economic development goals for the state;

o Specify in the JTIP compliance officer’s professional services contract a scope of work and performance
measures;

e Require JTIP recipient companies to report on job retention and wages for a period of time after final
reimbursement for longitudinal analysis, such as three to five years;

e Revise JTIP training hour calculations to consider previous work experience, similar to federal Workforce
Investment Act requirements; and

e Revise the JTIP contract with recipients to establish what is required from the independently-contracted
audit.
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THE TAXATION AND REVENUE DEPARTMENT CANNOT ACCURATELY MEASURE FOREGONE
REVENUE OR IMPACT FROM TAX EXPENDITURES DESIGNED TO SPUR ECONOMIC GROWTH

The TRD does not routinely review and report effectiveness of economic development tax credits to the
Legislature, which is inconsistent with best practices, and in some cases, does not comply with statute. As
part of this evaluation, the LFC staff reviewed five tax expenditures related to economic development: the High
Wage Jobs Tax Credit, the Rural Job Tax Credit, the Technology Jobs Tax Credit, the Investment Credit, and the
Research and Development Small Business Tax Credit.

Table 12. LFC Reviewed Economic Development Tax Expenditures

Tax Expenditure FY12 Foregone Revenue Average Credit per Claimant
High Wage Job Tax Credit $48.1 million $17 thousand
Rural Jobs Tax Credit $224 thousand $45 thousand
Technology Jobs Tax Credit $5.9 million $25 thousand
Investment Credit $1 million $16 thousand
Research and Development Small Business
Tax Credit (Based on FYQ9 data) $108 thousand $1.6 thousand
Source: TRD

Per state statute, the TRD is required to report to the Legislature on the effectiveness of various tax credits, but
to date has not complied with this requirement. The Investment Credit, the Technology Jobs Credit, and the Rural
Jobs Credit have statutory reporting requirements to demonstrate their effectiveness to the Legislature; however the
TRD has not met this reporting requirement. For the Rural Jobs Tax Credit, the WSD and the EDD are required to
evaluate and report on the credit in conjunction with the TRD, but none of the three agencies could produce a report
for this credit that had been presented to the Legislature. The TRD states that the Tax Expenditure Report expected
to be delivered in FY13 should satisfy this requirement, but the department does not have a regular review process
in place at this time to meet the annual reporting requirement.

The state does not have an established regular timeline for evaluating tax expenditures. While some credits do
have requirements for review within statute, this does not span all credits. Similarly, while some credits such as the
High Wage Jobs Tax Credit have sunsets, New Mexico does not have universal sunset provisions for tax
expenditures. Evaluation timelines and sunset provisions both induce creating a timely process for reviewing tax
expenditures.

The TRD does not have a system for collection and analysis of tax expenditure data, limiting its ability to
measure effectiveness and inform the Legislature. A 2011 LFC evaluation of healthcare tax expenditures noted
the TRD does not have a way to accurately measure tax incentives due to a lack of information required on
taxpayer reporting forms. In the case of the economic development tax expenditures reviewed for this evaluation,
data was available, but the TRD does not have a method for cataloguing the data and performing analysis
electronically. For example, the High Wage Jobs Tax Credit and the Investment Credit all require the taxpayer to
qualify for the credit by submitting an application to the TRD. Additionally, the taxpayer has to include a specific
form with tax returns to claim the credit. These forms provide a great deal of data that could be used to measure
how the tax credits perform. However, LFC staff does not have statutory authority to access the data needed to
assess the effectiveness of these expenditures.

In the case of the High Wage Jobs Tax Credit, between the initial certification request and the credit application, the
TRD retrieves data on the exact amount of jobs qualifying as high wage and the exact amount of the credit being
claimed, the name and location of the business, the date the job was created, whether the employee is a New
Mexico resident, and whether the job is located in an urban or rural area. This data could be used to perform the
type of analysis the Pew Center recommended in its report, however the department does not have a process or the
resources necessary to take this data from paper forms to an electronic format in order to perform analysis. While
the TRD has stated that forthcoming upgrades of the Gentax system would provide a platform for recording and
analyzing data, currently any type of data collection and analysis is a manual process, making it time-consuming
and at greater risk for error.
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The High Wage Job Tax Credit has grown from $9.3 million to $48.1 million, or 520 percent between FY11 and
FY12, at a time of minimal job growth. The credit’s recent increase makes it comparable in size to the Film
Production Credit, raising similar concerns over future unchecked growth. Constituents have voiced their concerns
in other interim committees over potential loopholes in the language of the HWJTC statute, creating potential gray
areas in claiming and administering the credit. In testimony before the Revenue Stabilization and Tax Policy
Committee, Albuquerque Economic Development (AED) identified four areas to be addressed:

o Definition of Wages: Currently wages and employer-paid benefits can be used as the benchmark for salary,
but there is not a clear definition of which benefits can be included.

e Wage Rates: The fixed wage rates of $40 thousand for urban jobs and $28 thousand for rural jobs may not
reflect current market rates and not fit a high wage definition in 2012 and beyond.

o Lack of Time Limits: While statute states that the credit can be claimed for a maximum of four years, there
are no requirements as to how far back the credit can be claimed. For example, a company that may not
have previously claimed the credit for a job created in 2004 could claim the credit in 2011 and for the three
following years. The TRD stated this type of retroactive filing has contributed to the growth in the credit.
Of over $34 million in tax credits that have been approved for FY12, 67 percent can be tied back to FY07
through FY09.

e Sunset Provision: The credit expires at the start of FY16, and the AED proposes an extension to FY21.

The AED also testified that during this interim, representatives from the EDD, the TRD, the Department of Finance
and Administration, and the economic development community are convening to draft legislation to address some
statutory issues surrounding the High Wage Jobs Tax Credit.

Statutory definitions of rural locations for tax credits could unintentionally punish taxpayers for population
growth over time. The Rural Job Tax Credit defines a rural job as first being in a designated rural area, defined by
distance from an urban area, and whose location has a population below 15 thousand residents. If a rural location’s
population increases beyond the 15 thousand resident benchmark, a taxpayer’s credit is reduced by half. While the
intended goal of the Rural Job Tax Credit is to incentivize job creation in rural areas, fixed population benchmarks
can have an unintended negative effect on the taxpayer who has no control over general population growth. For
example, Las Vegas’ population in the last census was 14.4 thousand, and by the next census, Las Vegas could
exceed the 15 thousand resident guideline, therefore reducing the credit eligible taxpayers could receive by 50
percent.

In the case of the High Wage Jobs Tax Credit, the wage definition for high wage jobs differs between rural and
urban areas, with a $40 thousand per year job being considered high wage in an urban area and $28 thousand for a
rural area. The statute defines rural versus urban based on a 40 thousand resident population. This definition is
also based on the most recent census data, which means that as rural populations grow, they could be negatively
impacted by higher standards to be eligible for the credit. For example, Clovis has a current population of 38
thousand residents, qualifying businesses as rural under the current statute. However, if the population were to
grow over 40 thousand before the next census in 2020, businesses would have to create jobs paying $40 thousand
per year to continue to qualify for the credit.
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Recommendations

The Legislature should consider formalizing within statute the following:
e Sunset provisions for economic development tax incentives, including regular review of fixed wage and
population definitions for credit eligibility; and
e Guidelines for reporting on all tax credits to the Legislature to create uniformity in information being
reported and frequency of reporting.

The Taxation and Revenue Department should
e Follow current statutory requirements on the reporting of economic development tax expenditures;
e Establish criteria for tax expenditure analysis using recommendations from the Pew Center for the States as
a guide; and
e Catalog paper tax return data so that it can be more easily accessed for longitudinal study of tax credits.
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AGENCY RESPONSES

XICO
VELOPMEN
Bpaﬂ;ment

SUSANA MARTINEZ
GOVERNOR

JON BARELA
CABINET SECRETARY

August 20,2012

Sen. John Arthur Smith
Chairman

Legislative Finance Committee
325 Don Gaspar

Suite 101

Santa Fe, NM 87501

Dear Sen. Smith,

To follow is the response of the Economic Development Department (“EDD”) to Report #12-08 to the
Legislative Finance Committee (“LFC”) regarding EDD and Taxation and Revenue Department (“TRD”)
Job Creation Incentives. I note that EDD received only drafts of the report before this response was due.
The response therefore does not address any changes that were made after EDD’s exit interview with
LFC staff on August 15.

Inaccuracies in LFC Report

The LFC report contains a number of inaccurate statements that [ feel must be corrected for the LFC to
have a complete and accurate understanding of the incentives discussed in the report. I would have
welcomed the opportunity to discuss these mistakes with the LFC’s staff. Unfortunately, I only received
a copy of the report, in draft form no less, when my staff and I arrived for the “exit interview” with the
LFC staff. Obviously, we were not in a position to discuss in detail a report we had been handed minutes
earlier.

The LFC report, at page 12, defines a tax expenditure as “a method to advance policy through the tax
code by incentivizing taxpayer behavior.” In its findings and recommendations, the report then assumes
that taxpayers do not change their behavior in response to incentives. It examines the costs of various tax
expenditures in great depth but entirely ignores the benefits, assuming that taxpayers behaved as they
would have if the incentive did not exist. For example, the LFC report makes no mention of the increase
in revenue realized by the jobs created by these incentives or the businesses that relocated to or expanded
in the state. In order to have a comprehensive approach for financing and monitoring the performance of
job-creation incentives, for which the LFC report indicates the state should strive, one must quantify the
benefits of tax expenditures as well as their costs.

Page 14 of the LFC report—the first page of the Findings and Recommendations section and the first
page of the draft report that was provided to EDD—describes a 2009 LFC brief in which “staff identified
various areas of concern in the execution and monitoring of economic development incentive programs
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including inconsistent or incomplete data, programs fragmented between agencies, and lack of a
statewide economic development plan and clawback provisions for noncompliance.” In particular, LFC
staff made five recommendations in 2009 to improve effectiveness and accountability in economic
development programs: 1. Prepare a statewide economic development plan that includes a variety of high
performance measures; 2. Require incentive agreements; 3. Link incentives to performance; 4. Establish
minimum wage standards for job creation and retention requirements; and 5. Require incentive recapture
(clawbacks) for non-performance.

The report states,

While the Economic Development Department (EDD) has implemented portions of these
recommendations, the majority of them have not been addressed, leading to programs
being utilized as subsidies instead of performance driving incentives, as well as no
recourse for the state to recuperate [sic] funds, causing losses to the state totaling tens of
millions of dollars.

In fact, EDD has implemented each of those five recommendations where appropriate. In the case of
establishing minimum wage standards for LEDA projects, EDD has deliberately refrained from
implementing that recommendation for reasons discussed below.

The first recommendation was to prepare a statewide economic development plan that includes a variety
of high performance measures. EDD annually updates its strategic plan—its contribution to the five-year
statewide economic development plan required by the Economic Development Department Act, NMSA
1978, §§ 9-15-1 through 9-15-56. Pursuant to NMSA 1978, § 9-15-12, however, approval of the
economic development plan is the duty of the Economic Development Commission. EDD could not
unilaterally implement the economic development plan as recommended by the LFC report.

The second recommendation was to require incentive agreements. I assume that this recommendation
refers to incentives such as LEDA capital outlay grants and JTIP, and not other tax expenditures.
Because the criteria to qualify for a tax incentive are defined in statute, EDD could not legally impose
additional requirements for a company to qualify for a tax incentive. EDD requires incentive agreements
for both LEDA capital outlay grants and JTIP funding. It is worth noting, however, that while the LFC
report recommends that EDD require incentive agreements for LEDA capital outlay grants, the statute
enacted by the legislature only requires an incentive agreement between the local government and the
qualifying entity. NMSA 1978, § 5-10-10. Thus, while the LFC report states that EDD has not
implemented this recommendation, it is in fact a recommendation for a legislative change.

The third recommendation was to link incentives to performance. As you are undoubtedly aware, EDD
not only links incentives to performance, but is constitutionally required to do so. Incentives that are not
linked to performance would violate the Anti-Donation Clause of the New Mexico Constitution. EDD
may only create new job opportunities by providing land, buildings or infrastructure for facilities to
support new or expanding businesses if this assistance is granted pursuant to LEDA. N.M. Const. Art.
IX, § 14. LEDA requires that the qualifying entity enter into a project participation agreement that
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requires of the qualifying entity a substantive contribution of value, security, and the pledge of the
qualifying business’s financial or material participation and cooperation to guarantee the qualifying
entity’s performance pursuant to the project participation agreement. NMSA 1978, § 5-10-10 (1993).

The fourth recommendation was to establish minimum wage standards for job creation and retention
requirements. JTIP agreements include wage standards for both job creation and job retention
requirements. LEDA agreements do not, and for a good reason. The LEDA projects funded by direct
appropriations from the legislature have been exclusively located in Albuquerque, Rio Rancho, and Santa
Fe. By contrast, EDD’s LEDA efforts focus on the state’s rural areas so badly in need of improved
infrastructure and increased capacity. Only four projects—$2,550,000 of the $25.7 million appropriated
to EDD and committed to a project through its vetting process—were located in Albuquerque, Rio
Rancho, Santa Fe, or Las Cruces. Every other LEDA project is located in a rural area. Those projects
are simply not going to locate in Las Vegas, Espanola, Deming, Portales, Jal, Reserve, Alamogordo,
Bloomfield, Ramah, Gallup, Hagerman, and Questa—as EDD’s LEDA projects have—if the businesses
will be required to pay Albuquerque-level wages. The unintended consequence of establishing a
minimum wage standard for LEDA capital outlay grants would be to drive every project to the
Albugquerque, Santa Fe, or Las Cruces metropolitan areas.

The fifth recommendation was to require incentive recapture (clawbacks) for non-performance. This will
be discussed in greater detail below, but every economic development incentive administered by EDD
includes clawbacks. Every JTIP agreement includes a clawback. Every LEDA agreement entered into
during this administration has included a clawback. Every LEDA agreement entered into since the 2009
recommendation has included a clawback with the exception of Schott Solar, which will also be
discussed in detail below.

Thus, contrary to the assertion on page 14 of the LFC report, EDD has implemented each and every one
of the recommendations in the 2009 report. Given the nature and tenor of the statement in the LFC
report, | would appreciate knowing its basis.

Likewise, page 21 of the LFC report states, “Clawback stipulations for state funds are not included in the
intergovernmental agreements and the project participation agreements.” That is simply false. Every
PPA executed during this administration that appropriate state funds to an economic development project
included a clawback provision. Every PPA executed in the last administration included a clawback
provision, except for Schott Solar. The statement on the same page that “[c]lawbacks are limited to the
local entity’s contributions and not state funds when the state has contributed a larger portion of the
funding” is true only of the Schott Solar deal. It is not true of the other LEDA projects.

It is interesting that the LFC report only examined economic development tax expenditures since 2007.
Whether selected deliberately or not, this time frame ignores EDD’s efforts to reform the economic
development incentive process. In April 2006, EDD completed a Survey of Business Incentives
Assessment Methodologies and Best Practices and presented it to the LFC. Among the research goal
recommendations of that 2006 survey were to gauge the public costs and benefits of the incentives, the
percentage of companies meeting compliance standards, the perspective of eligible companies who have
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and who have not used the incentive, how consistent each incentive is with New Mexico’s economic
development strategy and the good of the state, the impediments to gathering and reporting data on the
part of businesses participating in the incentives and especially to determine if small businesses and rural
areas will be impacted disproportionately with large corporations in urban areas. The 2006 survey
recommended legislative changes regarding proprietary information necessary for a full assessment of
incentives and information sharing among agencies, a “total system” approach to evaluating incentives,
and simpler reporting requirements that increase the chances of obtaining accurate data. Although the
2009 and present LFC reports include many similar recommendations, none of EDD’s 2006
recommendations have been enacted.

The LFC report must also be viewed in its appropriate context. The LFC report implies an excessive use
of capital outlay on economic development projects. Capital outlay for LEDA grants, JTIP, and tax
incentives are necessary for New Mexico to compete to recruit new businesses and retain existing ones
for two reasons. First, these incentives are necessary because the state’s tax climate is so poor. In 2012,
the Tax Foundation ranked New Mexico’s business tax climate 38th in the nation, despite the fact that the
state has the lowest per capita property tax in the nation. The Emst and Young study you have
undoubtedly become familiar with found that New Mexico had the single highest tax burden on new
business investment in the nation. Numerous incentives are only necessary because New Mexico taxes
goods and services that surrounding states do not.

The Investment Credit Act, NMSA 1978, §§7-9A-1 through 7-9A-11, is the perfect example. On page
43, the LFC report finds that this incentive resulted in $1 million in foregone revenue in 2012 and more
than $11 million as recently as 2009. It is certainly true that New Mexico foregoes the compensating tax
on qualified equipment imported into the state for use in a manufacturing operation. Far less, if any, of
that equipment would be imported in the absence of the credit, however, because only one of New
Mexico’s neighboring states taxes that equipment in the first place.

Many Neighboring States Exempt Sales Tax on Transactions While NM Collects GRT

State Manufaf:turing Utilities Transpo'rlation Rep_air P;oé‘z:;:::;l Custom
Machinery Services Services . Software
Services
Arizona Exempt Taxable Taxable Exempt Exempt Exempt
Colorado Exempt Exempt Exempt Exempt Exempt Exempt
Nevada Taxable Taxable Exempt Exempt Exempt Exempt
New Taxable* Taxable Taxable Taxable Taxable Taxable
Mexico

Oklahoma Exempt Exempt Taxable Exempt Exempt Exempt
Texas Exempt Exempt Exempt Taxable Taxable Taxable
Utah Exempt Exempt Taxable Taxable Exempt Exempt

*New Mexico offers the Investment Tax Credit to offset a percentage of the cost of manufacturing

machinery.
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Source: www.taxfoundation.org

Second, these incentives are necessary because the Anti-Donation Clause prohibits direct contributions to
companies as a recruiting mechanism. New Mexico is surrounded by states with large “closing funds.™
Arizona, Colorado, and Texas all have substantial access to cash to recruit industry. Texas’s closing fund
exceeds $400 million. The State of Texas, the City of Austin, and Travis County recently committed
nearly $30 million in cash to locate an Apple assembly facility that will create 3,600 jobs over ten years.
Even the reporting and tracking of incentive programs is impacted. The “benchmark™ states mentioned
in the LFC report also spend hundreds of thousands of dollars annually to produce a reliable assessment
of their tax incentive programs. These funds are legislatively appropriated for that purpose.

Pages 16 and 17 of the LFC report describe how EDD “reports the number of jobs created based on
company reports of anticipated jobs, not actual jobs created.” EDD reports three-year projected
employment when companies are relocating from out of state taking into account construction time,
relocating staff, and other factors. Jobs created by business expansions and start-ups are reported as
immediate hires only.

The cost-per-job calculations on page 17 and 18 of the LFC report are inaccurate for several reasons.
First, as is actually discussed elsewhere in the report. EDD cannot access information regarding the use
of some incentives. EDD is therefore unaware of many of the companies utilizing tax credits and cannot
report on or include these jobs in its performance numbers. Second, the fiscal year in which EDD reports
the new jobs is rarely the same fiscal year in which the revenue is foregone. Finally, the LFC report
includes the Film Production Tax Credit to determine the total foregone tax revenue. The Film
Production Tax Credit alone constitutes the majority of the economic development tax expenditures and
other incentives referenced in the LFC report. EDD does not include film and media industry jobs in its
job creation numbers, however. Those numbers are reported separately. The LFC report includes the
cost of the Film Production Tax Credit but not the jobs that credit creates. The LFC report’s analysis of
the cost per job is therefore wildly inaccurate.

ITIP

On page 25, the LFC report states, “[o]riginally created to expand employment in manufacturing, the
JTIP now primarily funds call center jobs.” JTIP funds two categorizes of projects: manufacturing and
non-retail service-based businesses. While call centers were one of the industries targeted by EDD in the
early 1990s, fewer call centers have relocated to New Mexico over the past five years. Because of the
success of recruiting call centers in those years, New Mexico has successfully landed a Fortune 10,
information technology support center, due in part to the strong workforce which grew from the
thousands of jobs which were created in the late 1990s and early 2000s. While the LFC report indicates
that jobs are being reallocated as different organizations move in and out, anecdotal evidence supports
the fact that career advancement opportunities have been created for the individuals who were call center
employees ten years ago.

While JTIP categorizes companies other than manufacturing as non-retail service based businesses, not
5
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all are call centers. Other types of businesses in that category include software development and
engineering services (e.g. Deep Web Technologies, Ideum, ClosedWon, JackRabbit Systems, MIMICS,
CPFD Software, HACH Company, National Technical Systems), research and laboratory testing (e.g.
Mind Research Network, Genzyme Genetics, Lovelace Respiratory Research Institute, Stolar, CFV Solar
Testing, Vibrant), aircraft repair and refurbishing (e.g. AerSale, AeroMechanical Industries), shared-
services facilities and central business offices (e.g. Lovelace Health System Central Business Office,
QinetiQ), distribution centers and mail-order houses (e.g. Menlo Logistics, Prime Therapeutics), and
background check industries (e.g. PreCheck).

The JTIP board reviews and makes policy changes annually. The Board consciously made changes to the
call center polices in order to minimize JTIP support for lower-paying, third-party call centers. These
types of call centers now must meet 90% of the county median wage to qualify. As the LFC report points
out, the JTIP board has expanded eligibility to attract R&D and headquarter operations as a way to
broaden utilization and target higher paying industries.

On page 27, the LFC report states, “JTIP funds small and large projects alike without a prioritization that
aligns with an overall state economic development strategy.” JTIP has explored many ways to better
administer and prioritize the funds, while trying to meet the hiring needs of businesses. Since EDD’s
mission is to create jobs, it cannot earmark funds for one industry in anticipation that another, better
aligned with EDD’s mission, might add jobs at a later date. This type of system would almost certainly
result in the loss of job creation opportunities. EDD’s mission does not always align with communities
that are also trying to recruit and expand businesses. Local economic development organizations have
their own economic development strategies, which may or may not align with EDD’s, yet the economic
development directors utilize JTIP as one of the primary incentive tools to recruit and expand industries.

If the LFC’s research found a better mechanism, the JTIP board and staff will be happy to learn ways to
improve a priority/selection process. The JTIP board explores policies and procedures every year and
has discussed this idea in the past, but has not been able to identify a better system. However, by
adapting policies, the JTIP staff has found that companies make decisions to increase wages in order to
access additional training hours. Policy changes impact outcomes.

The LFC report asserts, as page 28, that JTIP has only spent half of the funds encumbered to reimburse
companies between FY07 and FY11. As part of the JTIP proposal process, a company is required to set a
budget based on a four-month hiring projection. That budget includes the total number of requested jobs,
training hours, and wage ranges for each job classification. The program’s budget is set based on the mid-
point of the wage ranges and establishes the estimated reimbursement amount. JTIP only reimburses
companies for actual wages paid within the approved wage range, however. Once approved, JTIP enters
into a contract with the company for the approved amount. Once the contract is in place, DFA requires
that the funds be encumbered. At the end of the four-month hiring period, the JTIP staff requires the
company to submit a hiring report which includes a roster of individuals hired, their job titles, and wage
rates. If EDD discovers only a portion of the employees are hired, the JTIP staff reduces the contract
accordingly, which allows for reallocation of funds for other projects. The four-month hiring
requirement is set through policy and was amended to four months from six in order to free up the

6

Joseph M. Montoya Bldg. 1100 St. Francis Dr.  Santa Fe, New Mexico 87505-4147
(800) 374-3061 (505) 827-0307 fax: (505) 827-0263 goNM.biz

Economic Development Department and Taxation and Revenue Department, Report #12-08
Job Creation Incentives

August 23, 2012
41



funding in a timelier manner. This policy operates as a form of clawback for non-performance.

The LFC report reviews similar programs from several other states and concludes that “JTIP costs more
than other similar programs, according to FY10 data.” The LFC report compared JTIP to the Texas
Workforce Commission Skills Development Fund, and indicated that the Texas program is administered
at a lower cost, but did not provide the number of jobs funded per fiscal year, the average wage, or the
exact formula for establishing the Texas budget.

It is important to explain the JTIP formula and how New Mexico’s program is administered. JTIP’s
budget is based on the total number of jobs (based on a 4 month hiring estimate), multiplied by the
allowable training hours, multiplied by the estimated average wage, multiplied by the reimbursement
percent specific for the area (rural/urban/economically distressed).

Example:
100 jobs x 800 (training hours) x $15.00/hour x .50 (urban) = $600,000
100 jobs x 800 (training hours) x $18.00/hour x .65 (rural) = $936,000

JTIP’s cost per trainee increases as wages increase and when companies locate in economically
distressed or rural areas of the state. The formula, which is based on higher wages and rural locations, is
what drives the cost up. JTIP should not be penalized for funding higher wage and rural based projects.

The LFC report states, “JTIP has a clawback provision, but has never clawed back funds since the
provision was introduced in 2007.” JTIP Policy states, “If a facility that received JTIP funds closes or if
layoffs of JTIP trainees occur within 1 year of the completion of training, the JTIP Board will require the
refund of the funds associated with any JTIP trainee(s) which were claimed and subsequently laid off.
Layoff is defined as a separation of an employee from an establishment that is initiated by the employer
as a result of market forces or other factors not related to employee performance. The board will require
a refund of funds from companies whose JTIP layoffs exceeded $100,000 of reimbursement. The board
will require a refund of funds within 90 days of notification.”

The clawback language was added to JTIP Policy in FY07. Since then, only Eclipse Aviation has met the
clawback criteria. There have been instances where findings were made through the course of
compliance reviews or final audits and funds have been recovered from companies, however. Since 2007
JTIP staff has collected $234,635 for 30 “overclaims,” five between 2009 and 2010. JTIP staff has made
a concerted effort to reduce the number of overclaims by implementing more standardized practices in
claims and compliance reviews.

Beginning on page 30, the LFC report reviews the audit and compliance process for JTIP. JTIP staff
credits the drastic reduction in the number of compliance review and audit findings associated with
overpayment of funds to its improved practices and procedures pertaining to claim and compliance
reviews. Prior to 2008, compliance reviews were done at least once at any given time during the course
of the one-year project/contract period. Since then all companies have been required to conduct a
compliance review upon submission of the first claim for reimbursement. The claim is not paid until the
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compliance review has been completed with no findings.

JTIP companies are required to undergo a “final audit” by an approved third-party accounting firm in
order to receive payment for the final claim for reimbursement and close out the project in good standing
with the program. The audit requirements and standard list of what items are to be included in the
Auditor’s report are outlined in the JTIP Project Closeout Audit Guide, which companies provide to the
audit/accounting firms. This is the basis of the Engagement and Agreed-Upon Procedures between the
JTIP company and the audit/accounting firm.

Audit reports do include standard language stating that the audit firm is not engaged to conduct an audit
or state an opinion, and that the report is for the company’s information only. An Agreed Upon Procedure
report, which is governed by the Statements on Standards for Attestation Engagements, as issued by the
American Institute of Certified Public Accountants, is a more appropriate format and more cost effective
for the nature of oversight. This is the format that most accounting firms follow when generating a JTIP
final audit report and what has been accepted by JTIP staff. JTIP staff is in the process of updating
language in the contract and policy materials to more accurately reflect the actual practice.

In addition to the standard language noted above, the audit reports do note whether the auditors identify
any exceptions or findings during the course of their audit. JTIP staff credits its tightened practices and
procedures regarding compliance reviews for the consistent “clean” audit reports for JTIP participants.

A detailed invoice is not required because the scope of the audit is provided by JTIP to the participating
companies and audit firms in the form of the JTIP Project Closeout Audit Guide.

The standard is that a compliance review is conducted upon receipt of the initial claim for every JTIP
project, and that the claim for reimbursement is not processed for payment until JTIP staff has received
the compliance review report with no findings. The general practice is that a follow-up compliance
review is requested if the compliance officer encountered any compliance issues during the initial
compliance review, or if the project involves large numbers of trainees.

The LFC report, on page 31, makes a number of recommendations EDD should adopt.

o Institute state-specific minimum wage and job count requirements to fully access JTIP
reimbursement to drive economic development goals for the state.

As discussed above, JTIP has minimum wage requirements as outlined in the table on page 28, “Federal
Department of Labor Guidelines for Wages and Training Hours.” In addition, JTIP policy outlines
minimum wage requirements for contract-based call centers. For those companies, the wages must meet
or exceed at least 90% of the county median wage to qualify in urban locations and pay at least $10.00
per hour in rural locations in order to qualify for JTIP.

The JTIP staff and board would be open to suggestions as to how to implement such state-specific

minimum wage and job count requirements without excluding small businesses in both urban and rural
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locations from participation in the program. While the large JTIP projects with well-known corporations
are most visible and receive the most public attention, the majority of companies awarded JTIP funds are
small businesses that couldn’t survive if forced to raise wages or hire beyond their ability of sustaining
the business. Nor would traditional manufacturing companies have the resources to pay a minimum of
$19.08 per hour as cited in the example on page 27, even in an urban setting.

e Specify in the JTIP compliance officer’s professional services contract a scope of work and
performance measures

I agree that the scope of work and performance measures in the compliance officer’s professional
services contract could be more specific, and I will have the JTIP staff outline those items more
thoroughly in the future.

e Require JTIP recipient companies to report on job retention and wages for a period of time after
final reimbursement for longitudinal analysis, such as three to five years.

JTIP staff currently conducts an annual retention study and could request that companies report on job
retention and wages going back further than one year. Once the contract period has ended, the company
is not obligated to respond, nor does JTIP staff have the authority to require it, however. Response is
voluntary. JTIP agreements could be revised to require participation, and I will ask the JTIP staff to
propose this change to the Board.

¢ Revise JTIP training hour calculations to consider previous work experience, similar to federal
Workforce Investment Act requirements.

On page 26, the LFC report states that JTIP funds new employee training without taking previous
experience into account. JTIP is an incentive, which provides a monetary value to eligible companies
which create jobs in New Mexico. The incentive offsets the cost of lost productivity experienced by a
company when ramping up and training its newly-hired employees. While it would be interesting to
gauge skill levels before and after JTIP training, the JTIP staff, which consists of three full-time
equivalent positions, does not have the time, expertise, or funds to test the skill level of every JTIP
trainee prior to being hired by participating companies. Nor does EDD wish to be involved in
employment decisions made by participating companies. The EDD trusts that participating companies
have HR staffs with ample experience to make employment decisions, based on their own corporate
values and educational/skill requirements that are best suited for their company.

EDD understands that every new hire requires training, regardless of their prior education/experience.
JTIP is not a “pre-employment” program, however. The LFC report compares JTIP to the Workforce
Investment Act Program, whose mission is to improve employee skill levels for access to employment
opportunities. To the contrary, EDD’s mission is to create an attractive business environment to draw
industries which create those jobs.
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e Revise the JTIP contract with recipients to establish what is required from the independently-
contracted audit.

1 agree that the contract language regarding the independently-contracted audit requires revisions to
better reflect the current practice, and will ask JTIP staff to do so.

LEDA Grant Agreements

EDD uses LEDA capital outlay grants to fund two general categories of projects: infrastructure projects
and economic development projects. Although no bright line divides these categories and they overlap to
some degree, it is a useful dichotomy for analyzing LEDA projects.

Generally speaking, infrastructure projects benefit an entire community or region, providing basic
services to the general population. Examples of an infrastructure project include water, sewer, and
wastewater systems, such as LEDA funded in Santa Teresa, roads, bridges, and other large-scale
developments. Examples of economic development projects include land or a building built for a
specific company and for a specific purpose.

Despite the differences between the two categories of projects, both infrastructure and economic
development projects build what EDD refers to as the state’s community development capacity.
Generally speaking, that concept comprises everything necessary to sustain and expand the state’s
economic base. Capacity building is a conceptual approach to development that focuses on
understanding the obstacles that inhibit realization of a community’s developmental goals. To build
capacity is to enhance the abilities that will allow communities to achieve measurable and sustainable
results.

Neither infrastructure nor economic development projects allow for meaningful clawbacks in the way
that the LFC report envisions them. The notion that we can simply get back money designated for a
project misunderstands the entire LEDA process. EDD cannot and does not write checks to a company.
When state LEDA capital outlay funds are used to fund a project, EDD must first approve the scope of
work to be performed. The local government pays the contractor that performs that work and then
invoices the state. EDD uses the state’s LEDA capital outlay funds to reimburse the local government
for work that has already been performed. In this context, the LFC report begs an obvious question: from
whom would EDD claw money back? The local government has spent the state funds on the project, as
was intended. The contractor has performed and is entitled to payment for its work. The project was
constructed to the benefit of the community and its local government according to their LEDA ordinance.

On this point, the LFC report states at page 21 that “Intergovernmental Agreements do not include
clawback provisions, keeping the state from recuperating [sic] any LEDA capital outlay funds if a
company closes or reduces its workforce.” That statement exemplifies the misunderstanding of the
LEDA proces. For both infrastructure and economic development projects, EDD grants funds to a local
government, not the company. EDD’s contractual relationship is with the local government, not the
company. When a qualifying entity receives thewbeneﬁt of a LEDA capital outlay grant, the state
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used LEDA capital outlay funds to reimburse a city or county, which acquires land, a building, or
infrastructure. The private company then leases the land or the building, or uses the infrastructure to
open a new facility or expand an existing one. The IGA is an agreement between EDD and the local
government—an intergovernmental agreement. Why would the state recoup funds from a city or county
if a private company closes or reduces its workforce? The city or county has done nothing wrong. The
company agreed to create the jobs. Only the target company is a legitimate subject of a clawback.
Obviously, what is meant here is that the state should recoup its funds from the company. If that is the
case, the clawback would not be in the IGA—an agreement between the state and the city or county to
which the company is not a party.

More importantly, if economic development funds are used to fund large-scale, large-impact projects that
build capacity, the state does not benefit from clawing those funds back. The project will benefit the
target company or industry, but it will benefit the state as a whole as well. Whether or not the target
company utilizes the project, the project is and remains useful. That community has more capacity. It is
better positioned to recruit new businesses and retain existing ones. The state’s investment has worth
even if the tenant abandons it or goes out of business altogether. By structuring the relationship in a way
that meaningfully protects the State’s investment, EDD obviates the need for clawbacks to some degree.
Moreover, because state funds go to the local government, if the state were to attempt to recover the state
funds expended on the project in the event of a default, it would be in the position of attempting to collect
from a local government that cannot afford to construct its own water or sewer infrastructure, for
example.

The funding mechanism for LEDA capital outlay grants also deserves discussion. Generally, the
legislature has appropriated funds to EDD to use to fund LEDA projects pursuant to the statute. Several
high-profile projects were funded with special appropriations specifically for those projects, however.
Schott Solar, Hewlett Packard, Fidelity, and Santa Fe Studios each received millions of dollars in special
appropriations that were specifically designated for those projects, circumventing EDD’s usual process
for vetting LEDA projects. The LFC report asserts that EDD received $63.6 million in capital outlay
appropriations for LEDA projects between 2007 and 2011. Of that amount, $37.9 million—>59.6% of
legislature’s appropriations to EDD for LEDA projects—were special appropriations to those four
projects.

Of the remaining $25.7 million appropriated for LEDA projects, all but $2,550,000 went to projects
outside of Albuquerque, Rio Rancho, Las Cruces, and Santa Fe. In other words, 90.1% of LEDA capital
outlay funds appropriated to EDD and committed to a project through EDD’s vetting process went to
projects in rural areas. Eighteen of twenty-five projects located in rural areas, and eleven of those rural
projects were infrastructure projects.

EDD wholeheartedly agrees that a more comprehensive and accurate mechanism for tracking and
evaluating the return on the state’s capital outlay investments should be implemented. On page 17, the
LFC report recommends that EDD require companies entering into LEDA agreements and JTIP contracts
to provide to EDD the quarterly job wage and contribution reports submitted to the New Mexico
Department of Workforce Solutions. EDD agrees that this would be an informative reporting

11
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requirement, and will implement it in future LEDA and JTIP agreements.
Schott Solar

For good reason, the LFC report makes special mention of the Schott Solar deal. In 2008, the legislature
appropriated $7.5 million from the General Fund to EDD specifically for the Schott Solar project and §7
million from the General Fund to EDD for LEDA capital outlay grants, of which $500,000 went to the
Schott Solar project. In 2009, the legislature appropriated $6 million from Severance Tax Bonds to DFA
specifically for the Schott Solar project. Of the $15.9 million that went to the Schott Solar project, only
$500,000 went through EDD’s vetting process. By appropriating funds directly to the project, the
legislature bypassed the procedural safeguards that EDD had in place. The LFC report highlights the
absence of clawbacks in the LEDA agreements. KOB TV reported on June 29 that it had obtained a
document that read, “the State of New Mexico specifically requested that no performance claw backs be
tied to their contribution.” Clearly, there were no policies or procedures EDD could have implemented
that would have averted this disaster. Even those policies and procedures in place at the time were
ignored.

Hewlett Packard

The LFC report also individually addresses Hewlett Packard. On page 22, the report states, “the LFC
estimates $238,000 in penalties could be returned to the state if a clawback provision was in place for its
contribution.” In fact, clawback provisions are in place for both the LEDA capital outlay grant and JTIP
funds dedicated to the project, and EDD is in the process of recovering the portion of the state’s funds
subject to those clawbacks. My staff has already met with HP, at its invitation, to discuss the amounts
and timing of those payments. It is also important to note that HP is not going out of business. Itis a
Fortune 10 company. Its layoffs in Rio Rancho were a part of its global restructuring. It is going to
repay what it owes to the state and continue in business. Moreover, the LFC report acknowledges that
HP has already injected $196 million into the state’s economy in payroll alone. The LFC should
recognize that return on the state’s investment.

Santa Fe Studios

Page 23 of the LFC report states, “[t}he Santa Fe Studios $28 million project could prove to be a risky
investment to the state with its $10 million contribution.” EDD, the entire Martinez administration, and I
could not agree more. The legislature chose to appropriate funds directly to that project, however,
circumventing EDD’s process for financially vetting LEDA projects. The report further asserts that “[a]ll
construction jobs are to be credited towards [sic] the job hour requirements.” That is incorrect. As the
LEDA documents the LFC’s staff reviewed make clear, construction jobs do not count toward Santa Fe
Studios’ job creation requirements. In fact, construction jobs never count toward the job creation
requirements for LEDA projects.

12

Joseph M. Montoya Bldg. 1100 St. Francis Dr.  Santa Fe, New Mexico B7505-4147
(B00) 374-3061 (505) 827-0307 fax: (505) 827-0263 goNM.biz

Economic Development Department and Taxation and Revenue Department, Report #12-08
Job Creation Incentives

August 23, 2012



Conclusion

As I have told committee members throughout my tenure, EDD is more than willing to participate in a
meaningful assessment of tax expenditures and incentives. [ believe that evaluation would be of great
benefit to the taxpayers. EDD must have access to the information and resources necessary to perform
that assessment, however. The analysis must also take into account all relevant information—the state’s
systemic need for incentives in order to compete, the benefits of incentives as well as their costs, and the
limitations on economic development efforts. I look forward to continuing to work with you to achieve
these goals create a better environment for economic development.

fathan L. Batela
Cabinet Secretary

New Mexico Economic Development Department

cc: LFC Members
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The Taxation and Revenue Department did not provide a response to the evaluation.
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APPENDIX A: Evaluation Objectives, Scope and Methodology

Evaluation Objectives.
o Review the administration and oversight of JTIP and projects authorized under LEDA.
e Assess the cost and outcomes produced by JTIP and projects authorized under LEDA.
o Review best practices in economic development incentive performance measurement and compare to
current state practices.

Scope and Methodology.

o Reviewed state statutes, departmental, and division policies, procedures, and internal management
documents.

e Conducted structured interviews with Economic Development Department and Taxation and Revenue
Department agency staff, county and municipal economic development staff, economic developers, other
state economic development and legislative audit staff, and JTIP and LEDA recipients.

e Reviewed financial, performance, and quality data from the department.

o Reviewed published literature on other state practices, press releases, and media reports relevant to the
evaluation.

e Site visits for two LEDA recipients.

Evaluation Team.

Charles Sallee, Deputy Director

Maria D. Griego, Lead Program Evaluator
Brenda Fresquez, Program Evaluator

Authority for Evaluation. The LFC is authorized under the provisions of Section 2-5-3 NMSA 1978 to examine
laws governing the finances and operations of departments, agencies, and institutions of New Mexico and all of its
political subdivisions; the effects of laws on the proper functioning of these governmental units; and the policies
and costs. The LFC is also authorized to make recommendations for change to the Legislature. In furtherance of
its statutory responsibility, the LFC may conduct inquiries into specific transactions affecting the operating policies
and cost of governmental units and their compliance with state laws.

Exit Conferences. Status meetings were held with the Economic Development Department on July 31, 2012, and
with the Taxation and Revenue Department on August 3, 2012. A report draft was provided to both agencies on
August 10, 2012 for comment. The contents of this report were discussed with the Economic Development
Department and the Taxation and Revenue Department during the exit conference on August 15, 2012.

Report Distribution. This report is intended for the information of the Office of the Governor, the Economic
Development Department, the Taxation and Revenue Department, Office of the State Auditor, and the Legislative
Finance Committee. This restriction is not intended to limit distribution of this report, which is a matter of public
record.

(s S 1

Charles Sallee
Deputy Director for Program Evaluation
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APPENDIX C: Economic Development Department 3" Quarter Report Card — FY12

Performance Report Card
Economic Development Department
Third Quarter, Fiscal Year 2012

Performance Overview: The Economic Development Department is exceeding the average number of
jobs created per quarter necessary to meet the FY12 target, and the department surpassed the rural jobs
target. Recent business recruitment and business expansion activity boosted job creation performance
outcomes compared to FY11.

i Budget: FTE: FY1l FY12 .
Economic Development g 01 Q2 Q3 Q4 Rating
Program $2,887,000 26 Actual | Target
1 gotal number of jobs created due to economic development 1,922 2,500 282 1,392 538 G :

epartment efforts * -

2 | Total number of rural jobs created * 958 1,100 230 666 434 G
Number of jobs created through business relocations

8 facilitated by the economic development partnership * 499 2,200 0 450 127 -
Number of leads created through the economic development

4 partnership New 400 109 101 74 Y

5 Number of jobs created by the mainstreet program * 598 570 199 97 171 G
Percentage of employees whose wages were subsidized by

6 the job training incentive program still employed by the 47% 60% Annual -
company after one year *

7 ﬁ;/iir:ge annual cost per job training incentive program New $2.500 $8.783 $6.162 $3570 Y

Program Rating Y

Comments: The department reports the number of jobs created is based on announced or planned jobs as opposed to actual
jobs created in the present sense. A substantial increase in the number of announced new jobs occurred in the second quarter.
The department reported 2,216 new jobs in the first three quarters of FY 12, which is more than half of the 4,000 net new jobs
reported for New Mexico by the U.S. Department of Labor Bureau of Labor Statistics (BLS) from March 2011 to March
2012. New Mexico is ranked 38 of 51 for total employment growth by the BLS. The performance outcomes for the
Economic Development Partnership dipped recently due to reduced expansion opportunities, caused by slow economic
recovery and business concerns about future economic growth. In addition, the Partnership is now receiving less funding
through its contract with the EDD - resulting in fewer out of state travel trade shows attended. The JTIP missed the targeted
average cost per job; however, this is a new measure and the target may need to be adjusted upward based on historical
averages and efforts to increase the wage base of program participants. The lower cost for the third quarter is mostly due to
funding jobs with lower average wages than in the first two quarters. Given a cost per job of tens of thousands of dollars in
some other development programs, the JTIP is managing its funds well. One of the incentive programs used by the
department, the High-Wage Jobs Tax Credit, has rapidly escalating costs, and new job growth has not increased
proportionately to account for the rising costs.

. Budget: FTE: FY11l FY12 .
Film Program $868.100 9 Actual | Target Q1 Q2 Q3 Q4 Rating
8 Number of media industry worker days * 181,366 150,000 | 41,939 34,437 39,140 G
9 Econ_omi_c impapt of media industry productions in New $696.6 $300 $153.0 $89.0 $204 _'G :

Mexico, in millions =
10 Num_ber of films and media projects principally made in New 96 60 10 10 18 Y
Mexico
Program Rating -G G

Comments: The Film Program performance report is focused on reporting output activity such as outreach and workforce
development. The quarterly report notes the number of meetings with studio and production entities and planned attendance
at trade shows, meetings, and outreach programs with local governments, and number of job training opportunities facilitated
through the JTIP. The report provides no narrative on outcome measures such as economic impact to the state, number of
film and media projects filmed in New Mexico, etc. However, the Film Office website provides much of this data.
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Technology

A Budget: FTE: FY11 FY12 .
Commercialization $20,000 0 Actual | Target Q1 Q2 Q3 Q4 Rating
Program

Amount of investment as a result of office of science and
11 technology efforts, in millions * $§z'_6 $30.0 n/a n/a n/a )
Program Rating G -

Comments: Without FTE and a reduced operating budget, there is little program activity to report for FY12. The department
reports it is identifying how to reactivate the program’s functions as part of a restructuring plan.

Suggested Performance Measure Improvement

e The Economic Development Department substantially improved its quarterly report to include action plans, goals,
objectives, and graphical representations of performance outcomes. Benchmarking is recommended so measures
have comparison to other states or national standards.
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APPENDIX D: JTIP Projects, Jobs and Funds by County

JOB TRAINING INCENTIVE PROGRAM

Projects/Jobs/Funds by County
From FY 2007 To 2012

F Ill |
' RIO ARRIBA AOS j’ '
gm:c‘é:-"m { Soejects: 2 jects: 6 COLFAX UNION
Jobs: 131 ;:,:‘534_00 bs:00 | Projects: 0 Projects: 0
$710,767.40 L Jobs: 0 Jobs: 0
Projects: 3 < _
— Jobs: 9 Y L
$221,026.00 IJJ :,"r‘:j'?m_ 0
I - N p > jeto HARDING
'— I _$0.00 Projects: 0
MCKINLEY SANDOVAL L=~ ~—— _ghsou
Projects: 1 Projects: 24 )
Jobs: 14 Jobs: 1365 NTA FE SAN MIGUEL
$113,810.00 %14,587,460.61 it Projects: 4
i Jobs: 288 \_
. - 3,508,872 $897,729.86
T BERNALILLG - e
CIBOLA \ Projects: 152 _| GUADALUPE Projects: 2
— Projects: 0 Jobs: 5243 ;‘rzleczm i obs: 55
Jobs: 0 7 pae. _ psa7,011, 4u
12,093.0 '
$0.00 VALENCIA $12, 0
| Projects: 2 TORRANCE I!Il‘l'
szzé,:g‘s; ST DE "‘l__‘: o uhj:c;sﬁss
$35,944,00 J;:i" p 989,191.53
CATRON [ - $0.00 ROOSEVELT
Projects: 0 SOCORRO - Projects: 0
Jobs: 0 Projects: 0 LINCOLN I— obs: 0
$0.00 Jobs: 0 | Projects: 2 $0.00
$0.00 . Jobs: 10 CHAVES l
1  %101,540.00 Projects: 1 —]
N ) | Jobs: 60
..... . $186,530.00
SIERRA L
. ‘-——‘} Projects: 0 }‘
Jobs: 0 -
GRANT _
Projects: 0 ., $0.00 T ﬂd:ﬂ! 12 S — LEA
;';"3;,0 \ - | Jobs: 246 Projects: 4
; 1 $1,272,729.02 1obs: 58
= e | |s971,522.93
DONA ANA EDDY
Projects: 14 _ ;‘;‘:it;ﬂg: 1
LUNA ;T:;;:?ﬂ 48 $506,641.61
Projects: 3 i |
Jobs: 72 |
$282,973.80
TOTAL RURAL TOTAL STATEWIDE
HIDALGO Projects: 73 Projects: 279
Projects: 0 Jobs: 1677 Jobs: 8834
Jobs: 0 $8,643,650.92 $56,053,726.66
$0.00
TOTAL URBAN

Projects: 206
Jobs: 7157
$47,410.075.74
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APPENDIX E: Job Tax Credit Definitions

The High Wage Jobs Tax Credit (HWJTC) was created in 2004, with the goal of incentivizing the creation of high
wage economic base jobs in New Mexico. The credit is defined as 10 percent of an employee’s wages and
employer paid benefits up to a maximum of $12 thousand per year. Statute defines a high wage job as having a $40
thousand per year salary in an urban area (over 40 thousand residents), and a $28 thousand per year salary in a rural
area (under 40 thousand residents.) The taxpayer may take the credit for a maximum of four years after a one-year
qualifying period is met. This is a refundable credit, so if the credit exceeds the filer’s tax liability, they will be
refunded the excess credit. The taxpayer has to complete a certification process with the TRD to be eligible for the
credit, and also submits a form with tax returns detailing the amount of the credit being taken. The EDD is
responsible for reporting on the credit to interim committees of the legislature on an annual basis. The last report to
LFC was made in November 2011. The credit is currently set to sunset on July 1, 2015. Foregone revenue for
FY12 was reported by the TRD as $48.1 million, with an average claim of $17 thousand.

High Wage Job Tax Credit Foregone Revenue
(In thousands)

$60,000

$50,000

$48,100.2
$40,000 /
$30,000 /
$20,000 /

$14,333.1 /
$10,000 s1a008 /\\’g/ $9,258.4
496. 4,651.6
3,805.7 :
$0 : $3,80 : : :
2007 2008 2009 2010 2011 2012

Source: TRD

The Rural Job Tax Credit (RJTC) was established in 1999 to spur job growth in rural areas of the state. A rural
employer can claim between 12.5 percent and 25 percent of the first $16 thousand of an employee’s salary for to be
paid out over two to four years based on the size of the rural area in which the business is located. Rural areas are
defined as having either more or less than 15 thousand residents, and are located further than 10 miles away from a
metropolitan area. Similar to the HWJTC, taxpayers must be certified to be eligible for this credit, must be
approved for JTIP, and can apply for the credit after a one year qualifying period. Statute dictates that the TRD,
EDD, and WSD must jointly evaluate the effectiveness of the credit in stimulating job growth in rural areas and
report their findings to the Legislature. There is not a sunset provision for this credit. Foregone revenue for FY12
was reported by the TRD as $224 thousand.
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Rural Job Tax Credit Foregone Revenue
(In thousands)

$800
A $723.4

$700

$600 /\

$500 A $506.7 / \

$400 /\ \ $377.4
\

$300
$200 // \/4:005.4 \$223.8

$100

7 $75.9

$0 T T T T T
2007 2008 2009 2010 2011 2012

Source: TRD

The Technology Jobs Tax Credit was created in 2000 to provide a favorable tax climate for technology-based
businesses engaging in research, development and experimentation and to promote increased employment and
higher wages in those fields in New Mexico. The credit allows a qualified technology-based research facility that
is not government-affiliated to claim a four percent credit against expenditures made in the research process
including land, improvements, equipment, and payroll among others. An additional four percent can be claimed if
the taxpayer increases payroll by $75 thousand per year, and also requires an additional payroll increase of the same
amount for every $1 million in expenditures reported to claim the credit. If the facility is located in a rural area, the
credit doubles to 8 percent, with an option for an additional 8 percent if the taxpayer meets the payroll requirement.
The TRD has to approve taxpayers to claim this credit, after a one-year qualifying period has passed. The amount
of the credit claimed cannot exceed the taxpayer’s personal or corporate income tax, but can be carried forward to
subsequent tax years. This credit does include a clawback provision if the company ceases operations for 180
consecutive days within a two-year period, where all unclaimed credit is voided and all taxes for which the credit
was taken must be paid. The TRD is required to report on this credit to the LFC on an annual basis assessing fiscal
and economic impact, including number of claimants and credits taken, geographic location of taxpayers, and
payroll increases noted, all subject to confidentiality provisions. Foregone revenue for FY12 was reported by the
TRD as $5.9 million, with an average claim of $25 thousand.
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Technology Jobs Tax Credit Foregone Revenue
(In thousands)

$8,000
$7.000 A $7,303.0
' $6,721.1 / \
$6,000 /\ $5,927.7
$5.000 1 $4,706.3
$4,000 v
$3,000 $3,237.2
$2,000
$1,000
$0 : : : : :
2007 2008 2009 2010 2011 2012

Source: TRD

The Investment Credit was established in 1979 with the purpose of providing a favorable tax climate for
manufacturing businesses and to promote increased employment in New Mexico. The credit can be taken as the
percentage of the compensating tax rate applied to the value of qualified equipment claimed by a taxpayer
conducting manufacturing in the state. The equipment must be owned or leased by the taxpayer, and must be
brought into the manufacturing process within one year. Additionally, to claim this credit the taxpayer must
increase employment by one person every year for every $500 thousand credit claimed up to an equipment value of
$30 million, and for every $1 million credit claimed for over $30 million in equipment. In FY2021, this
employment stipulation will be required for every $100 thousand in claimed credit. Statute prescribed a review in
the interim of 2005, but there is no stipulation requiring this credit be reviewed regularly by the TRD to inform the
Legislature. Foregone revenue for FY12 was reported by the TRD as $1 million, with an average claim of $16
thousand.

Investment Credit Foregone Revenue
(In thousands)
$14,000

$12,000

N1,687
$10,000 / \
$8,000
\$7,246 / leﬁ
$6,000
$4,000 \\ // \5\4
$2,000

\Y $1,206 1,040
$0 ‘
2007 2008 2009 2010 2011 2012

Source: TRD

The Research and Development Small Business Tax Credit was created in 2005. This credit allows the taxpayer to
claim a credit equal to the sum of all gross receipt taxes or 50 percent of withholding taxes for conducting
technological research to develop or improve a business product. A business qualifies for the credit if the business
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has less than 25 full-time employees, has total revenues that are less than $5 million, and does not have 50 percent
of its voting stock owned by another business. Also stipulated in the statute is that any business claiming this credit
is ineligible the Capital Equipment Tax Credit, the Investment Tax Credit, or the Technology Jobs Tax Credit.
There is no legislative reporting requirement for the credit. This credit had a blackout period for FY10 and
FY11. In FYO09, foregone revenue for the Research and Development Small Business Tax Credit was $108
thousand, with an average credit of $1,600 according to the TRD.

Research and Development Small Business Tax

Credit Foregone Revenue
(In thousands)
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