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Report Summary

KOZ Program Overview

Pennsylvania’s Keystone Opportunity Zone (KOZ) Program was established
in 1998 as a tool to assist in the revitalization of economically distressed urban and
rural communities in the Commonwealth. Using the incentive of tax abatement,
this initiative seeks to foster both private business and residential reinvestment in
designated areas to restore the economic stability of these communities.

As defined in the enabling legislation, Keystone Opportunity Zones! are de-
fined-parcel-specific areas with greatly reduced or no tax burden for qualifying
property-owners, residents, and businesses. The concept underlying the KOZ Pro-
gram is that by greatly reducing or eliminating certain state and local taxes within
specific distressed and underdeveloped areas, communities within Pennsylvania can
experience increased job creation, capital investment, and overall economic growth.

Qualified persons and businesses within each of these KOZs receive certain
state and local tax exemptions, deductions, abatements, or credits provided in the
act for a set number of years. The state and local taxes for which exceptions and
credits may be granted are listed below.

State and Local Taxes for Which KOz
Exemptions and Credits May Be Granted

State Taxes:

»  Corporate Net Income Tax » Mutual Thrift Institutions Tax
»  Insurance Premium Tax » Capital Stock & Foreign Franchise Tax
»  Personal Income Tax » Bank and Trust Company Shares Tax

» Sales and Use Tax

Local Taxes:
»  Local Real Estate Tax » Mercantile License Tax
»  Business Privilege Tax » Earned Income/Net Profits Tax
»  Business Gross » Receipts/Business Privilege Tax
»  Sales and Use Tax » Wage and Net Profits Tax
» Realty Use & Occupancy Tax (Sterling Act)

KOZs are designated by local communities and approved by the state. While
both the Departments of Revenue and Labor and Industry also have a role, the De-

1Subsequent expansions of the program added Keystone Opportunity Expansion Zones (KOEZs) in 2000 and
Keystone Opportunity Improvement Zones (KOIZs) in 2002.
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partment of Community and Economic Development (DCED) has primary adminis-
trative responsibility for the KOZ Program, including the certification of KOZs and
the overall administration and oversight of the KOZ Program. At the local level,
the program is administered by Zone Coordinators and Subzone Coordinators.

The statute limited DCED to authorizing not more than 12 KOZs, each with
a maximum of 12 subzones. As shown on the map on page S-11, 12 zones in 61
Pennsylvania counties are in the program. As of 2007, the total size of the 12 KOZ
zones and 193 subzones was 46,695 acres.

Under the original enabling legislation, KOZ, KOEZ, and KOIZ subzones
were scheduled to expire beginning in 2008, with additional subzones expiring in
2010, 2013, and 2018. Legislation enacted in 2008 (Act 79) allowed for new expira-
tion dates in certain circumstances.

Summary of Findings and Conclusions

Pennsylvania’s KOZ Program? began in 1998 as a limited “one-time only”
program modeled after the Michigan Renaissance Program. By 2000, the KOZ Pro-
gram was described as one of the boldest and most innovative economic and com-
munity development programs in the country, and, in 2001, a national business
magazine rated it as “the number one economic development strategy in the na-
tion.” House Resolution 115 sought a comprehensive examination of the program to
determine if the potential economic development benefits suggested by the pro-
gram’s initial high ratings have been realized.

The following is a summary of the findings and conclusions resulting from
our study. Many of the findings and conclusions relating to deficiencies in DCED
program data and monitorship and evaluation activities are based on file reviews
and fieldwork activities we conducted, for the most part, during calendar year 2008.
It should be noted that both during and since that time DCED officials have ac-
knowledged that there is a need to refocus and increase accountability throughout
the program. To this end, the Department has taken a proactive approach in ad-
dressing a number of the identified deficiencies and implementing program im-
provements even before the report was finalized.

The Department has, for example, converted paper application files to elec-
tronic storage, made changes and improvements to the KOZ guidelines and on-line
application, appointed a KOZ Program manager, and developed an improved
program management information database. DCED has also developed an initia-
tive entitled the “Keystone Coordinator Program” to promote greater uniformity

2As used in this report, the term “KOZ Program” is used to refer to the total program and all of its individual
components (i.e., KOZ, KOEZ, and KOIZ). The term or acronym, KOEZ is used when the intent is to refer just
to the expansion subzones and KOIZ when the reference is to improvement subzones.
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and accountability among the KOZ Regions. Please refer to part F. of this sum-
mary, the report text, and the DCED response to this report for further information.

A. Serious deficiencies in existing program data prevented a comprehen-
sive and quantifiable assessment of the overall operation and effective-
ness of the KOZ Program.

Reasonably complete and accurate program records and data systems are
necessary for effective program implementation, management, and monitoring
purposes. Such records and data are also the starting point for any comprehen-
sive study or evaluation of the effectiveness of a governmental program. We
found, however, that the data needed to make a comprehensive assessment of
the KOZ Program as envisioned in HR 115 is, in most cases, either unavailable
or unreliable. While the accolades given the KOZ Program in 2001 as “the num-
ber one economic development strategy in the nation” may have been warranted
at that time, we found that the quantifiable program data and performance
measures needed to reliably evaluate the program’s current effectiveness are not
available. In particular:

1. The job creation and retention figures attributed to the KOZ Pro-
gram to date are not adequately documented and appear to be sub-
stantially overstated.

The number of jobs that have either been created or retained as a direct re-
sult of the KOZ initiative is perhaps the key measure of the program’s per-
formance. We examined DCED records on the KOZ Program in an attempt to
determine the total cumulative number of new jobs that have been created
and retained since the inception of the program, as well as in individual
calendar years during the period 2003 through 2008. Using existing program
records, we were not able to verify either cumulative or single-year job
creation/retention figures.

DCED program materials and press releases issued during 2007 and 2008
stated that the KOZ Program had resulted in the creation of 63,966 new jobs
and the retention of over 48,158 jobs since the program began in 1999. These
figures also appeared in a “Four-Year Program Report” prepared by the
DCED but not publicly released due to data discrepancies identified by this
study. For the reasons cited below, we concluded that this KOZ jobs data was
substantially overstated and not supportable.
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Problems With the Job Creation Statistics
DCED Attributes to the KOZ Program

The reported KOZ jobs figures are not based on common, uniform definitions of “job
creation” and “job retention” that are included with the KOZ Program application or that
the DCED otherwise clearly communicates to the applicants.

All job creation and job retention data available from DCED is self-reported by KOZ Pro-
gram patrticipants on their annual program applications; in some cases, the reported data
appears to reflect both actual and “anticipated,” or projected employment and does not
appear to account for job losses.

Internal DCED printouts referred to as “jobs and capital investment reports” contain vari-
ous irregularities and inconsistencies. For example, we found some instances of exact
double-listings of businesses and, therefore, double-counting of reported jobs figures.

It is not clear whether the number of jobs created and retained as reported by a given
participant on their KOZ application is a cumulative, multi-year figure, or an undupli-
cated, single-year number.

DCED does not audit or spot-check the job creation/retention figures submitted by busi-
nesses in the program or require that officials of businesses participating in the KOZ
Program certify, or that Regional KOZ Coordinators verify, reported KOZ-induced em-
ployment gains.

All of the jobs created and retained that are claimed on the KOZ Program application
submitted by an individual business are credited in full to the KOZ Program although the
reporting business may simultaneously be receiving state economic development grants
or other forms of assistance in addition to the KOZ benefits. For example, a KOZ partic-
ipant may at the same time be receiving other forms of state economic assistance
through such programs as Customized Job Training, Opportunity Grants, Machinery and
Equipment Loan funding, and/or other forms of state economic development aid. Some
portion of any job creation activity would presumably be attributable to some or all of
these other non-KOZ forms of assistance.

. The amounts of capital investment reportedly generated by the KOZ
Program are also not supportable and appear to be overstated.

As is the case with job creation and retention data, KOZ participants self-
report on their annual applications the amounts of capital investment they
make as a result of their participation in the KOZ Program. Based on appli-
cant submissions, the DCED reported this number to be $17.6 billion for the
period CY 2002 through CY 2006. For the reasons cited below, we concluded
that this KOZ-associated investment data was substantially overstated and
not supportable. In a more recent document issued in late 2008, the DCED
reported a substantially lower figure, $10.7 billion, as the amount of capital
investment generated since the inception of the program. As of May 2009, we
had not received the DCED’s documentation for this revised amount.
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Problems With the Capital Investment Data DCED
Reports Was Generated by the KOZ Program

e The reported investment figures are not based on a common, uniform definition of
“capital investment” that is included with the KOZ Program application or that the
DCED otherwise clearly communicates to the applicants.

e The KOZ-induced capital investment amounts are self-reported by program partici-
pants, and DCED does not spot-check or otherwise require documentation of the pur-
pose(s) for certification of the accuracy of these figures.

e Itis not clear whether the capital investment figures represent a point-in-time, a specif-
ic time period (e.g., 2002 to 2006), a single CY reporting period, or a cumulative capital
investment total since the inception of the program. In many cases, applicants seem
to report the same amount in several consecutive years.

e Itis not clear whether the figures include both public (e.g., funded by municipalities
and/or other economic development programs) as well as private capital investment or
private investment only.

e Some capital investment figures may represent actual investment, while others appear
to include both actual and anticipated or projected investment.

e The total capital investment amount that is reported on the KOZ Program application is
attributed, in full, to the KOZ Program although the reporting business may simulta-
neously be receiving state economic development grants or other forms of state eco-
nomic assistance in addition to KOZ-related tax exemptions, deduction, abatements,
and credits. In such case, it is reasonable to assume, but almost impossible to quanti-
fy, that some amounts of the total capital investment figure would be assignable or at-
tributable to one or more of the other non-KOZ sources of economic development as-
sistance the business is receiving.

3. The total cost of the KOZ Program is not known and currently can-
not be reliably estimated.

The key cost component of the KOZ Program is the amount of state and local
tax exemptions, credits, and deductions that are granted to KOZ businesses,
residents, and property-owners. In this case, program costs are referred to as
“tax expenditures.” The DCED does not have a system to collect or a method
to calculate total program costs and, reportedly, few local tax jurisdictions
maintain such records.

While the Governor’s annual budget document includes an estimated cost
figure for the KOZ Program, the Department of Revenue does not calculate
the total actual dollar value of state tax expenditures associated with the
KOZ Program. We requested the actual dollar values of tax credits and ex-
emptions awarded to a sample of KOZ participants. The Department did not

S-5




provide this information, however, citing the confidentiality provisions of the
Fiscal Code.

Other elements of the program’s total cost include state agency administra-
tive costs, implementation grants that were awarded to the regions for pro-
gram start-up costs, and KOZ marketing costs. As a point of comparison, the
annual state cost of a similar program, the New York State Empire Zones
Program, is in excess of $650 million.

. Other data deficiencies contribute to a general lack of accountability
and transparency in the KOZ Program.

The absence of reliable job creation and capital investment data and, indeed,
the absence of job creation and capital investment requirements in the KOZ
Act, are primary contributors to the low level of accountability in the pro-
gram. Also, based on an examination of the KOZ Program records, we identi-
fied other data-related shortcomings that are contributing factors.

These other data issues, which are listed on the exhibit on the following page,
relate, for example, to program-wide data on the total number of projects or
participants currently active in the program, comprehensive information on
KOZ parcels available and developed, the types of businesses that are
enrolled, the products and/or services they provide, the types of jobs and as-
sociated salaries/wages they generate, and the amounts of tax abatement
benefits received by individual participants.

S-6



Data Deficiencies That Contribute to a General Lack
of Accountability and Transparency in the KOZ Program

Note:

The program does not have a defined management information system or clearly de-
fined program performance measures.

While DCED has a procedures manual governing the KOZ application process, there are
no formal central office standards or guidelines relating to program record-keeping prac-
tices or filing requirements; many of the program records we examined were poorly or-
ganized and/or incomplete.

The nature and content of program records and files to be maintained at the KOZ re-
gional or subzone levels are not defined or standardized.

It is not possible to accurately determine the total number of projects or participants cur-
rently active in the program due to conflicting reports and records.

DCED does not collect and compile program-wide data either on the specific nature and
types of businesses that are enrolled in the KOZ Program, the products and/or services
they provide, or the types of jobs and associated salaries/wages they generate.

Program records do not identify participating businesses as a new business start-up or
an in-state or out-of-state expansion or relocation, even though program requirements
vary for these types of businesses.

DCED does not know the amounts of tax abatement benefits received by individual par-
ticipants.

To date, the program has not been closely monitored to determine if/when the “claw-
back,” or recapture provisions of the KOZ Act should be invoked.

The DCED does not have a comprehensive database of KOZ parcels or current informa-
tion on the acreage and types of sites that have been developed.

DCED does not separately track and monitor projects authorized in executive orders and
designated as “Keystone Opportunity Improvement Zones.”

Relatively few program participants are in compliance with the requirement that they
submit a “business synopsis” to DCED.

Required KOZ application checklists and “change of status notification” forms are gener-
ally not in central office program files.

Central office files do not include evidence that the eligibility of residential program par-
ticipants has been verified.

DCED does not know how many, if any, local jurisdictions require residents/owners of
deteriorated KOZ properties to invest a portion of their tax exemptions in property im-
provements.

Neither DCED nor the KOZ regions track the total amount of local tax exemptions
granted to program participants.

In response to this study, the DCED has, in some cases, initiated program changes to

address certain of the above-referenced identified deficiencies. See Section Il of the report
text for further information.
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5. Many of the existing deficiencies in KOZ Program administration,
data, and recordkeeping can be traced to weaknesses in program
structure, staffing, and definition.

Although based on a relatively complex statute, DCED has not promulgated
regulations to govern and guide implementation of the program. The appli-
cation processing system had been poorly defined and associated guidelines
were frequently changed and inadequately communicated to the field. More-
over, at the central office level, the program has been administered as what
appears to be a part-time function under the Deputy Secretariat for Business
Assistance, with a heavy emphasis on application processing. At various
times during the study, the program was without a full-time staff capability
and operated without a program director or manager. The program also does
not have a formally defined regional or local administrative structure with
the positions and duties and responsibilities of regional zone coordinator and
subzone coordinators having evolved in each of the 12 zones since the pro-
gram began.

6. DCED compiles and reports relatively little, if any, information on
the residential component of the KOZ Program.

Attracting residential reinvestment in economically distressed urban and ru-
ral communities in Pennsylvania through the incentive of tax abatement is
another objective of the KOZ Program. Residents qualified for KOZ tax bene-
fits are those who reside within a designated KOZ parcel for a minimum of
184 consecutive days during a tax year.

According to DCED program records, the KOZ Program had 903 resident par-
ticipants in 2006, which represented 23 percent of all program participants in
that year. About 61 percent of these participants were residents of a single
retirement community in the Southeast KOZ Region.

Other than including resident participants on internal program listings,
DCED does not centrally document residential eligibility, does not regularly
compile and analyze information on the residential component of the pro-
gram, and does not reference the residential portion of the program in the re-
quired four-year program report.

B. On an individual project basis, numerous KOZ projects appear to be
working as intended and are rated as “success stories,” although KOZ
status alone is generally not the sole contributing factor in a business’
decision to locate or relocate in a KOZ.

With its tax abatement incentives, state and local officials report that the KOZ
Program has proven to be a valuable tool for specific state, regional, and local
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economic development efforts in Pennsylvania. While various studies have
found that the availability of tax abatement incentives and tax credits is not typ-
ically the single overriding consideration in a business’ site selection choice, the
Director of Pennsylvania’s Governor’s Action Team as well as other state and lo-
cal economic development officials report that it is often among the key deciding
factors and i1s an important element in an overall economic development incen-
tive package.

According to the Director of the Governor’s Action Team, the KOZ Program
ranks among the most valuable economic development initiatives made available
in his 21-plus year tenure with the Commonwealth’s economic development of-
fice. He describes the KOZ Program as an important business attraction and
retention tool that has been essential to the state’s ability to secure numerous
new major business development projects. The Director further stated that he is
sure that Pennsylvania would have been eliminated from consideration in many
of these cases if the state had not been able to provide tax benefits available
through the KOZ Program.

He notes that in addition to Pennsylvania, many other states have adopted simi-
lar programs and because the Commonwealth routinely competes with these
states for new businesses, the benefits the KOZ Program can offer a company
are critical in order for the state to remain competitive. In addition to the direct
job creation and capital investment benefits, KOZ projects also often produce
“spin-off benefits” including the purchase by new KOZ companies of equipment,
supplies, and services, typically from local vendors and contractors.

While often citing difficulties with the administration and oversight of the pro-
gram, regional KOZ coordinators and representatives of local industrial and eco-
nomic development organizations also expressed support for the KOZ concept.
For example, one coordinator told us that the “KOZ Program has significantly
1mpacted the economy” in his region. According to the coordinator, it has
enabled the region to recruit quality Fortune 500/100 companies they would not
have otherwise located there. A third coordinator’s position is that the program
“Is not a panacea but it is a very useful and necessary tool to have in the econom-
ic development toolbox, especially when competing with other states on bigger
projects.”

In Section III.C, the report provides specific “success story” case summaries
within each of the 12 KOZ regions. Among these are the former International
Paper Company site in Erie, the DuPont Company facility in Bradford County,
the Humboldt Industrial Park in Hazleton, the Cira Centre and Urban Outfit-
ters in Philadelphia, and Olympus America, Inc., in the Lehigh Valley, among
others.
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C. While individual “success stories” clearly exist in the KOZ Program,
much of the program’s available acreage has not been developed and
many program participants are not creating jobs or generating capital
investment.

1. After about ten years of program operation, most (about 70 percent) ap-
proved KOZ acreage statewide has not yet been developed.

The Commonwealth’s 12 designated KOZs include properties totaling more
than 46,500 acres within 61 Pennsylvania counties. Parcel sizes range from
10 acres to over 500 acres. We found that, only about 30 percent of total KOZ
acreage statewide has been developed. As shown on the map on the next
page, 9 of the 12 zones had more than 50 percent of their designated acreage
in the “unused” category as of the latest reporting date and in five regions the
percentage of acreage unused is 75 percent or higher.

It appears that the lack of development is often due to one or a combination
of factors, including a lack of available infrastructure, costly remediation re-
quirements, land speculation, inadequate marketing of the program, and oth-
er shortcomings in program administration.

2. Many KOZ participants and their associated KOZ projects provide little, if
any, job creation or capital investment in return for the KOZ tax exemp-
tions/abatement benefits they receive.

Weaknesses in both statute and program administration create opportunities
for businesses and other KOZ participants to receive KOZ benefits without
having to create jobs or generate capital investment. Although not explicitly
stated in the KOZ Act, it is reasonable to assume that job creation and capital
Iinvestment are important objectives given the economic revitalization focus of
the program. However, in the absence of a specific mandate, DCED program
officials told us that, technically, KOZ Program participants are not required
to create or retain any jobs or make any capital investment to qualify for par-
ticipation in the program because it is not required in the statute.

Unlike certain other types of economic development assistance that are de-
pendent upon the merits of a specific project or proposal or which require a
grant agreement, all a business or individual needs to do to qualify for KOZ
benefits is to own or lease real property in a zone and be in compliance with
state and local tax provisions. A qualified business is not required to address
any of the economic-distress criteria that were a reason for the geographic re-
gion being made eligible for KOZ status. In short, a qualified business or
property owner may receive full tax credits and exemptions while not creat-
ing a single job or making any capital investment in the zone.
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Percentage of KOZ Acreage That Is Undeveloped/Unoccupied
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ral
%

Statewide Average = 70.1%

Total i Percentage of Acres
Zone Acreage i Developed Undeveloped

NOMhWESt ........vvoveeererenn. 5,983.0 ! 22.0% 78.0%
SOULNWESL......oocrvverrnaereienes 6,255.4 | 20.7 79.3
North Central............c........... 41858 | 13.8 86.2
Southern Alleghenies ........... 6,449.9 25.0 75.0
NOrthern Tier ..............cooov..... 366.0 | 69.8 30.2
Central PA .....co.oovvovvreern, 5,081.1 § 18.5 81.5
South Central ............o.......... 979.0 | 67.7 32.3
Lackawanna/Luzerne............ 6,500.0 44.5 55.5
Schuylkill/Carbon.................. 3,524.5 ! 27.8 72.2
Lehigh Valley ...........ccoovve...... 13774 | 715 28.5
SOUthEAS ..verveeeeveeeee e, 3,238.3 | 35.3 64.7
Philadelphia..............cooovvveee., 27550 | 46.9 53.1

TOtalS ..o, 46,695.3 29.9% 70.1%
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Our examination of KOZ Program records indicates that, without such condi-
tions in place, most participants in the program are not creating jobs. As a
result, it 1s difficult to identify the benefits, if any, taxpayers are receiving on
the investment of “tax expenditures” that are being made to such businesses.
Specifically, about three-quarters of all program participants (excluding resi-
dential participants who would not be expected to create jobs or generate cap-
ital investment) did not report any job creation activity. Among these are
real estate development corporations (public and private), property owners,
and a concentration of firms in the financial and investment services field
that, while receiving the tax benefit, exhibit a pattern of zero job creation.

Lack of job creation, however, is not limited to financial and investment ser-
vices. We found numerous examples of firms in other business, industry, and
manufacturing sectors that have reported zero job creation for three or more
consecutive years and, in some cases, for as many as six or more years. In
other cases, businesses report static job numbers or job reductions.

The lack of specific job creation or investment requirements for businesses
participating in Pennsylvania’s Keystone Opportunity Zone Program is un-
like the situation in certain other states with similar programs. For example,
businesses seeking to participate in the State of New York’s Empire Zones
Program, must apply to become a “certified business,” a process which in-
volves setting forth future job creation and investment projections, annual
reporting by the business, monitoring of the business by a local zone certifica-
tion officer, and the threat of de-certification and removal from the program if
the business fails to meet its projections. Specific job and capital investment
requirements also exist in the Maine, Michigan, and Minnesota programs.

. The DCED’s application processing system does not include a step to test
and ensure that all non-residential program applicants meet the KOZ Act’s
“qualified business” eligibility requirement.

Pennsylvania’s KOZ law makes certain tax abatement benefits available to
residents (and sometimes nonresidents) as well as to “qualified businesses.”
A “qualified business” is defined under the law as a business authorized to do
business in the Commonwealth which is located or partially located within a
[zone] and is engaged in the active conduct of a trade or business.

Because regulations have not been promulgated for the KOZ Program and
because the “qualified business” requirement is not addressed in program
guidelines, there is no further formal definition of this provision and how it is
to be implemented in terms of establishing program eligibility.

We found that DCED does not currently employ any test of the statutory
“qualified business” eligibility provision as part of the KOZ application
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process and no indication that any business was ever denied participation in
the program because it did not meet the “qualified business” requirement.
Rather, all a business need do to qualify for the program is to be located in or
relocate to a KOZ, file the required application and be in compliance with all
state and local tax laws, ordinances and resolutions, as well as with any ap-
plicable state and local zoning, building and housing laws, ordinances, or
codes. Such applications received by the DCED central office receive relative-
ly routine approval with no apparent testing of the “qualified business” re-
quirement and, as discussed previously, with no conditions attached in terms
of job creation or capital investment commitments to be provided in return
for the tax benefits the businesses receive. Other states with similar pro-
grams require a much more rigorous application and certification process in-
cluding specific job and investment plans and commitments and in the case of
New York, a specific cost-benefit analysis followed by annual performance re-
views.

D. State and regional program administrators have done relatively little to
formally monitor and evaluate the operations and effectiveness of the
KOZ Program.

1. The DCED has not established performance measures for the KOZ Program
and does not require standardized regional reporting of KOZ data for pro-
gram monitoring and accountability purposes.

DCED has not established adequate procedures to evaluate the effectiveness
of the KOZ Program. Neither the state nor the KOZ regions know the total
cost of the program to taxpayers or the total benefits provided to the commu-
nity. As such, neither the state nor the regions are able to comprehensively
assess the success of the program. We also found that the DCED has not ef-
fectively established clear, quantifiable, and measurable program goals and
objectives that can be tied to the intent of the program as stated in the enabl-
ing legislation.

2. The mandated “Four-Year Program Reports” done by DCED do not provide
a sufficient assessment of the economic impacts of the KOZ Program.

The DCED is not evaluating and reporting on the economic effects of the pro-
gram in each of the 12 KOZs to the extent required in law. By law, DCED is
to report to the General Assembly “on the economic effects of this act in each
Keystone Opportunity Zone every four years.”

An initial program report, which was due in 2002, was prepared by a contrac-
tor for DCED and was released in 2002. The subsequent report, due in 2006,
was not issued but a draft of this report was provided to LB&FC staff during

the course of this study. Due to data problems we identified in the draft, the

report was not released. The Department subsequently prepared a “2007
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KOZ Update Report” and released it in November 2008 in lieu of the “Four-
Year Report” that was due in 2006. The format and content of this report,
however, provides little information upon which to assess the “economic ef-
fects of the program in each of the individual zones.”

3. Neither state nor regional program administrators have evaluated the ex-
tent of local progress made in implementing “KOZ Opportunity Plans.”

“Opportunity Plans” are defined in the KOZ Act and were to be developed by
each KOZ region as a precondition to a zone’s acceptance into the program.
The act states that the plans were to include a number of specific provisions
and proposals “to increase economic opportunity, reduce crime, improve
education, facilitate infrastructure improvement, reduce the local regulatory-
burden and identify potential jobs and job training opportunities.”

The Opportunity Plans were also intended to serve as documents against
which the outcomes and effectiveness of the KOZ Program in the individual
regions could be measured. The act required “annual update reports” on real
property-ownership and progress in the respective KOZs “on all proposals re-
quired as part of the Opportunity Plan” and on other information as required
by DCED.

Neither DCED nor the Department of Revenue has any record of having re-
ceived annual “Opportunity Plan update reports” from the KOZ regions. We
also found that the DCED has not used the “Opportunity Plans” as baseline
measurement documents or as a reference against which KOZ-related activi-
ties in the individual KOZ regions can be measured. Further, individual
KOZ regions have also apparently not used the plans as a means of measur-
ing actual KOZ Program impacts against the goals and objectives originally
established in their plans.

E. Similar type programs in Maine, Michigan, Minnesota, and New York
provide a useful point-of-reference for Pennsylvania’s KOZ Program.

House Resolution 115 directed that in conducting this study we take into consid-
eration the structure and features of similar programs in certain other states.
The state programs examined as part of this study included the Maine Pine Tree
Development Zone Program, the Michigan Renaissance Zone Program, the Min-
nesota Jobs Opportunity Building Zones Program, and the New York Empire
Zones Program. (Summaries of each of these programs are included in Section
II1.F of this report.)

We found that the missions of each of these programs, like Pennsylvania’s,
stress economic revitalization in economically distressed areas through tax re-
duction or elimination for a specified time period. In comparing Pennsylvania’s
KOZ Program, we found, however, that the other state programs have more
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stringent eligibility criteria, additional accountability and reporting require-
ments, and better defined state/local administrative structures. For example,
the New York Empire Zones Program requires a business seeking to participate
in the program to demonstrate, using a cost-benefit analysis, that it will create
jobs and investments in greater proportion than the tax credits that may be
claimed. The Minnesota Jobs Opportunity Building Zones Program (JOBZ) re-
quires qualifying businesses in the program to enter into subsidy agreements
with the corresponding local government so as to establish the job, wage, and
capital investment requirements that must be met in order for the businesses to
receive JOBZ tax breaks. Similarly, job creation is one factor among others to
be considered by the Michigan Renaissance Zone Program in its participant ap-
proval processes.

Enhanced accountability and reporting requirements were also found in the oth-
er state programs. For example, the Minnesota JOBZ Program reports, as of
January 2009, that it has removed 57 businesses from the JOBZ Program for
failure to meet targets, for going out-of-business or otherwise violating the JOBZ
statute (46 of these businesses were subject to repayment provisions as well).
Maine, Minnesota and New York each require some form of annual reporting by
participating businesses and/or the local zone administrators, and an annual re-
port to the Michigan Legislature is developed by the Michigan Economic Devel-
opment Corporation, the state level administrator of the program.

Additionally, we found that statutes in some of the states examined more specif-
ically define the administrative structure and responsibilities of their respective
programs. At the state level, responsibilities may include the promulgation of
program regulations, the establishment of zone designation and business certifi-
cation criteria, and the periodic evaluation of program progress. Responsibilities
at the local level may include program marketing, required monitoring of busi-
ness performance and the filing of reports with the state level administration.

. DCED officials recognize and acknowledge that there is a need to refo-
cus and increase accountability throughout the KOZ Program and to
make improvements in numerous administrative and operational areas.

The Department’s Deputy Secretary for Business Assistance and KOZ Program
staff have taken a proactive approach to address a number of identified deficien-
cies and implement program improvements even before the report was finalized.
The Department has, for example:

e Converted Paper Application Files to Electronic Storage. At
the start of this study, the DCED had begun a transition from paper to
electronic record-keeping and had converted approximately one-half of
the CY 2006 KOZ application files to an electronic format. As of April
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2009, all files through CY 2008 were stored and accessible electronical-
ly.

Made Changes/Improvements to the KOZ Guidelines and On-
line Application. We initially reviewed and examined KOZ applica-
tions and program files on the basis of the April 2007 version of the
KOZ guidelines and application. During the course of the project, sub-
sequent revisions to the guidelines and/or application were made in
September 2007, February 2008, and August 2008. These changes in-
cluded:

— modification of the requirements regarding the submission of a
“Business Synopsis”;

— requesting applicant to specify whether they were submitting an in-
itial or renewal application;

— requesting applicant to specify the type of business (e.g. manufac-
turing, commercial, retail, etc.,); and

— clarifying the request for capital investment information to a specif-
ic amount (rather than estimate) and for the specific year for which
benefits are requested.

Developed, in Conjunction With DCED Information Technology
Staff, a Relational Database That Permits KOZ Staff to More
Easily Access Information That Is Included on KOZ Program
Applications. Until the fall of 2008, each year’s applications were
self-contained and, for applicants who remained in the KOZ Program
for multiple years, no master file existed to review an applicant’s histo-
ry with the program. While DCED officials indicate that the KOZ da-
tabase continues to be a work-in-progress, and the modifications per-
formed do not as yet constitute a true master file of applicants, it is at
least now possible to review applications over multiple years by con-
ducting a search using the federal employer identification number

(FEIN).

Developed an Initiative Entitled the Keystone Coordinator
Program (KCP) to Promote Greater Uniformity and Accounta-
bility Among the KOZ Regions. Specifically, the KCP provides
grants in the amount of $24,000 ($12,000 per year to each coordinator
for a two-year period) to support the operating costs associated with
monitoring, collecting, and reporting functions performed by the coor-
dinators. Guidelines were finalized in March 2009 and stipulate the
scope of services to be provided by the KOZ Coordinators, including the
following duties and responsibilities:

— Completion of a local approval form for each applicant (this form is
to be used by the coordinator after verification of the applicant’s
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compliance with local taxes and codes and confirmation that the
business/resident resides in a KOZ). This form is to include the ap-
plicant’s name, exit date (which helps to indicate whether applicant

1s located in a KOZ, KOEZ, or KOIZ), and whether the applicant re-
sides in a brownfield site.

— Assistance in collecting certain data as requested by DCED, which
may include verification of job creation data, types of jobs created,
average hourly wage, types of annual public and private capital in-
vestment, primary business activities, etc.

— Conducting a number of specific activities, including confirmation
that KOZ entities are conducting business at the KOZ location;
identification and reporting on duplicate applications; completion of
an annual report (to be issued May 1st and completed by June 30th);
confirmation of 184-day residency requirements for applicants, etc.

Appointed a KOZ Program Manager. During the early phase of
the LB&FC’s KOZ study project, a vacancy existed in the KOZ Pro-
gram Manager position. Administrative functions continued to be per-
formed on a part-time basis by DCED analyst staff, one member of
which subsequently assumed the position of KOZ Program Manager.

Taken Steps to Enhance Performance Monitoring With Regard
to the KOZ Program. The KOZ Act assigns several monitoring and
enforcement functions to the DCED, especially in relation to business-
es which relocate into a KOZ and businesses which move out of a KOZ
within five years. Since 2002, these functions have been carried out by
a Performance Monitoring Division, which has been assigned this re-
sponsibility for all DCED economic development programs subject to
performance requirements. The DCED administration informed
LB&FC staff that it plans to enhance this function with respect to the
KOZ Program in particular, but is currently hampered by the lack of
full-time staff assigned to the division.

Begun to Apply Statutory Criteria in Approving Extension, Ex-
pansion, and Designation of Additional Zones. Pursuant to Act
79 of 2008, which extends the statutory duration of the KOZ programs,
allows for certain program expansions, and also authorizes the possible
designation of additional zones, program officials told us that it is ap-
plying the same statutory criteria used in establishing the original
KOZ designations. Such criteria includes, for example, assessment of
support from and participation of local government and community or-
ganizations; the extent to which newly designated properties will in-
crease economic and job opportunities; and the level of potential pri-
vate and public investment in the zone.
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Recommendations

1. The Department of Community and Economic Development (DCED)

should develop and implement a comprehensive plan of action to im-
prove the administration and management of the Keystone Opportunity
Zone (KOZ) Program, enhance program oversight and control, and in-
troduce accountability measures into the program.

This proposed “Action Plan to Improve KOZ Program Administration, Results
and Accountability” should encompass, expand, and formalize the improvement
actions that the Department has recently initiated in response to the results of
this study. We recommend that the plan include, but not necessarily be limited
to, the steps outlined below. We also recommend that plan be completed by De-
cember 31, 2009, and that copies of the plan be provided to each KOZ Regional
Coordinator and to members of the House Commerce Committee and the Senate
Community, Economic, and Recreational Development Committee. Specifically,
we recommend that DCED’s plan include steps to:

a. Formalize the collection and analysis of KOZ Program data through the de-
sign and development of a state/regional program statistical and manage-
ment information system.

b. Establish a comprehensive set of performance measures for the program that
1s geared to the mission and intent of the KOZ Act and covers all aspects of
the program, including business, property-owner, and residential.

c. Collaborate with the 12 KOZ regions in setting annual performance targets
and measuring regional progress against the targeted measures. In this ef-
fort, DCED should engage the assistance of its Center for Local Government
Services in establishing annual KOZ-specific benchmarks and reporting re-
quirements as is required in the current KOZ statute.

d. Promote standardized and consistent program reporting across all regions,
develop uniform reporting guidelines and standard definitions of relevant
terms such as “job creation” and “capital investment” and disseminate such
guidelines to all regional coordinators and program participants.

e. Improve the accuracy and reliability of job creation and capital investment
figures reported by KOZ-participating businesses. DCED should require that
business CEOs or CFOs attest to the accuracy of the data they report, and
that regional KOZ-coordinators and subzone coordinators undertake reason-
able steps, such as periodic spot-checks, to verify the accuracy of jobs and in-
vestment figures reported by businesses in each KOZ region.

f. Develop an operational definition of the statutory term “qualified business”
for purposes of KOZ Program eligibility and, using this definition, develop
and implement an eligibility test for all new businesses applying to the pro-
gram.
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. Develop guidelines to govern the property-owner and residential components
of the program.

. Improve record-keeping systems to identify classify and record all business
participants as one of the following: a new business start-up; an in-state or
out-of-state expansion; or a relocation. Improved information, especially in
the case of identifying in-state relocations, is needed to enforce compliance

with provisions of the KOZ Act. (See below.)

Enhance enforcement of the provisions of the KOZ Act requiring that busi-
nesses which relocate to a KOZ from another location within Pennsylvania
meet certain relocation requirements. DCED, through its Performance Moni-
toring Division, needs to consistently follow-up to verify that all relocating
firms submit required notarized affidavits certifying their compliance.

Enhance record-keeping oversight and controls on waivers that are granted
to relocating firms and develop formal guidelines and criteria to govern the
award of such waivers.

. Identify, in conjunction with the 12 regional KOZ Coordinators, those partici-
pating businesses that could be classified as “KOZ Under-Performers” in
terms of job creation and capital investment. Initially, the Department
should focus on those participating businesses that have reported no job crea-
tion or no capital investment for two or more years despite receiving KOZ tax
credits and exemptions. The Secretary of DCED should send correspondence
to these businesses seeking an explanation for their underperformance in the
jobs and/or investment areas and why they should continue to receive such
benefits if no economic benefits for the state and state taxpayers is provided
in return. In this initial review, DCED should, in particular, examine the
lack of job creation activity among investment and financial services firms
that account for a substantial amount of program activity in some parts of
the state. This initial review should be completed and the results provided to
the House Commerce Committee and the Senate Community, Economic, and
Recreational Development Committee by March 31, 2010.

Develop, in collaboration with the Department of Revenue and the local tax-
ing authorities, a supportable estimate of the total cost of the KOZ Program.
In concert with accurate and unduplicated job creation and capital invest-
ment figures, this cost data is needed to determine if KOZ Program impacts
are commensurate with the state and local tax credits the program is provid-
ing to individual businesses, residents, and property-owners.

. Disclose KOZ Program participants and the amounts of tax credits and ex-
emptions they receive under the program. To enhance program accountabili-
ty and transparency, the DCED should provide, ideally through their website
and by December 31, 2009, (1) the total number and names of qualifying
businesses, residents, and property-owners receiving tax exemptions, deduc-
tions, abatements, or credits through the KOZ Program during CY 2008;
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(2) for businesses, the nature of each business and the types of products/
services they provide; and (3) the total amount of tax benefits authorized and
received by each qualified business, resident, and property-owner. This in-
formation should also become part of the statutorily required Four-Year KOZ
Program Report that is to be issued by DCED.3

. Develop a comprehensive, centralized “KOZ Zone/Subzone/Acreage and Par-
cel Database” that includes all relevant data on the location, type, ownership,
size, development status, and other information on all KOZ acreage and par-
cels. This database should also record the names of all businesses that have
developed in the KOZs, differentiate among KOZ, KOEZ, and KOIZ parcels,
and indicate the KOZ expiration date of all parcels. This database should be
online, regularly updated by DCED, and its availability be made known
through the marketing of the program referenced in p. below.

Identify all “other” or non-KOZ forms of economic development assistance
that individual KOZ participants may also be receiving and the eventual de-
velopment and maintenance by the Department of a comprehensive database
that would allow the access of such information for not only the KOZ Pro-
gram but for all economic development assistance administered by DCED.

. Increase awareness of the availability of undeveloped KOZ acreage in the
business and economic development communities by developing a renewed
marketing plan for the KOZ Program. The KOZ Act requires that DCED
“develop and implement a consolidated marketing strategy for the KOZ Pro-
gram for use in job retention and attraction activities.”

. Issue the next “Four-Year KOZ Program Report”in CY 2010, as would be due
according to the schedule provided for in the KOZ Act, despite the CY 2006
report not being issued until late 2008.

Require that each political subdivision in which a zone is located annually
submit a report to DCED (by January 31) listing the address of each real
property designated a subzone, improvement subzone, or expansion subzone
and its owner of record, as is required in the current KOZ statute.

. Before taking any actions to further expand or extend the Keystone
Opportunity Zone (KOZ) Program, the General Assembly should amend
the law to require that program eligibility for new KOZ business will
require specific commitments to create jobs and/or make capital in-
vestments in the zone.

3To fully accomplish this, it is likely DCED would require an amendment to the KOZ Program legislation. A
similar requirement is placed upon the Department of Revenue relating to Pennsylvania’s Research and Devel-
opment Tax Credit. 72 P.S. §8711-B specifically requires that the Secretary of Revenue submit an annual re-
port to the General Assembly that includes the names of all taxpayers utilizing the research and development
tax credit and the amount of credits approved and utilized.
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Unlike similar programs in other sample states, Pennsylvania’s KOZ Act does
not specifically cite job creation and retention or capital investment as program
objectives or require that program participants commit to creating or retaining a
certain number of jobs or generating a specified amount of capital investment as
a condition of their initial participation or continuation in the program.

In the event the General Assembly chooses at some point in the future to reau-
thorize and continue the KOZ Program beyond current statutory deadlines,
amendments should be advanced to specifically require that businesses that
seek to participate in the program be required to first become “KOZ Zone-
Certified” by:

Filing an application that includes a commitment to a specified level of
new job creation and capital investment.

Submitting with the application a cost-benefit analysis that estimates the
benefit (i.e., in terms of the volume of wages and benefits paid to all exist-
ing and projected employees at the location(s) for which the applicant is
seeking certification), plus the value of capital investments at such loca-
tion(s) versus the cost (i.e., the estimated amount of state and local tax
credits/abatement that would be claimed by the applicant).

Through an annual review process, demonstrating satisfactory progress in
these areas in order to maintain continued certification/eligibility for pro-
gram benefits.

We also recommend the General Assembly consider amendments to:

Restrict program eligibility by further defining the term “qualified busi-
ness.”

More specifically define the terms “job creation” and “capital investment,”
and the manner in which they should be reported and credited to the par-

ticipant for purposes of qualifying for and continuing participation in the
KOZ Program.

Limit future KOZ authorization to acreage and parcels that are truly de-
teriorated as opposed to merely “underutilized.”

Require residents and owners of deteriorated KOZ properties to invest a
portion of their tax exemptions in property improvements.
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. Introduction

House Resolution 115 of 2007 directed that the Legislative Budget and
Finance Committee examine and evaluate the overall results and effectiveness of
Pennsylvania’s Keystone Opportunity Zone (KOZ) Program. The objectives estab-
lished for this study are listed below.

Study Objectives

1. To determine if Pennsylvania’s “Keystone Opportunity Zones” (KOZs),
Keystone Opportunity Expansion Zones (KOEZs), and Keystone Opportu-
nity Improvement Zones (KOIZs) are achieving their stated goals and ob-
jectives.

2. To document major trends, if any, in the types of new businesses that
have resulted from these programs.

3. To identify program costs and quantifiable benefits and determine if:

a. reported program benefits (e.g., jobs created/retained and capital in-
vestment) and costs are accurate and supportable; and

b. the program benefits generated exceed program costs.

4. To assess the adequacy of existing systems, if any, that are intended to
monitor and evaluate the performance and effectiveness of individual
zones.

5. To examine a sample of Keystone Opportunity Zones, Keystone Opportu-
nity Expansion Zones and/or Keystone Opportunity Improvement Zones
projects and review the criteria upon which their inclusion in the program
1s based.

6. To summarize the results of statutorily required DCED assessments of
the Pennsylvania KOZ Program; also to compare the Pennsylvania pro-
gram to similar programs in other states including Maine, Michigan,
Minnesota, and New York.

Scope and Methodology

The study involved a review and evaluation of the administration, results,
and effectiveness of Pennsylvania’s Keystone Opportunity Zone (KOZ) Program.
The scope of this study included the original KOZ Program and its Keystone Oppor-
tunity Zones (KOZs) as well as Keystone Opportunity Expansion Zones, or KOEZs
(added in 2000) and Keystone Opportunity Improvement Zones, or KOIZs (added in
2002). As used in this report, the term “KOZ Program” is used to refer to the total
program and all of its individual components (i.e., KOZ KOEZ, and KOIZ). This



term or acronym, KOEZ is used when the intent is to refer just to the expansion or
improvement subzones and the acronym KOIZ when the reference is to the im-
provement subzones.

HR 115 of 2007 sought an overall assessment of the results and effectiveness
of the KOZ Program. However, as documented in the text of this report, serious de-
ficiencies in existing KOZ Program data prevented the comprehensive and quantifi-
able assessment of the overall operation and effectiveness of the program that was
envisioned by HR 115.

During the preliminary survey phase of the study, we researched the history
and legal background of the program and initiated a series of meetings and inter-
views with program officials and staff of the Site Development Division in the De-
partment of Community and Economic Development’s Center for Businesses Fi-
nancing. These DCED personnel and organizational units report to the Depart-
ment’s Deputy Secretary for Business Assistance. During the survey phase of the
study, we also contacted the Department of Revenue and the Department of Labor
and Industry to determine their respective roles and administrative responsibilities
in the program.

As a result of these contacts, we obtained copies of and/or access to pertinent
program records, guidelines, internal reports, and other materials. Program
records for the period 1998 through 2002 could not be located and were not availa-
ble. The timeframe covered by our study is, therefore, CY 2003 through CY 2008,
although only a portion of program records for CY 2007 and CY 2008 were available
to us prior to the end of the fieldwork phase of the project in early May 2009. (For
example, we received the KOZ jobs and capital investment report for 2008 on May
18, 2009.) Therefore, for purposes of analysis, we focused primarily on CY 2006, the
last full calendar year for which complete information was available.

We submitted requests for initial information needed to proceed with the
project and held initial meetings to obtain explanations of program structure,
record-keeping, database administration, and the applicant processing system. We
also obtained and analyzed available statistical data and reports, program applica-
tions submitted by individual participants, and related program public information
and website materials developed by DCED.

To provide additional opportunity for input from KOZ field administrators,
we distributed a study questionnaire to all KOZ Coordinators and Subzone Coordi-
nators. We also sent similar surveys to pertinent stakeholder groups including
members of economic development corporations (EDCs), industrial development
corporations (IDCs), and county and local chambers of commerce statewide. These
questionnaires were intended to gauge respondents’ assessment of the effectiveness
of the program in achieving stated goals, to obtain their perspectives on program
strengths and weaknesses, and to identify program success stories as well as less



than successful projects. The surveys also included other programs-related ques-
tions pertaining to land use, residential participants, program costs, program ad-
ministrative structure, and input on potential legislative or administrative changes
to the program. Questionnaire responses were utilized by the study team to guide
further research and facilitate follow-up discussions with zone and subzone coordi-
nators.

During the fieldwork phase of the study, we met extensively with staff of the
DCED, examined and analyzed existing program records and applications, and ex-
amined program records relating to acreage in the program, and job crea-
tion/retention and capital investment by KOZ Program participants. We also de-
termined the number and types of program participants and attempted to quantify
program costs and benefits.

In seeking to determine the total cost of the program, we examined “tax ex-
penditure” estimates included in the Governor’s budget documents and met with
pertinent staff of the Department of Revenue. Our contacts with Revenue were in-
tended to gain a more precise understanding of the Department’s role in the KOZ
Program as well as to obtained an understanding of how tax credits and exemptions
are calculated for individual KOZ Program participants.

We also requested information from the Department of Revenue on the actual
dollar value of tax credits and exemptions received by a sample of specific business-
es during CY 2006 and/or the most recent period for which information is available.
The Department did not provide this information, however, citing confidentiality
provisions of the Fiscal Code. As a result, we could not determine the actual tax
benefits for a sample of KOZ participants, one of the steps in our work plan. This
portion of the plan was designed to examine and quantify the job creation and capi-
tal investment generated by individual businesses in relation to the actual dollar
value of the tax credits/exemptions they receive by virtue of their participation in
the KOZ Program. No uniform source of information on local tax credits and ex-
emptions is available.

We also met with the Director of the Governor’s Action Team to gain perspec-
tive on his experience with the KOZ Program. In conjunction with this contact, we
identified KOZ projects which, in the view of the Action Team Director, KOZ re-
gional coordinators, and local economic and industrial development officials, are
considered program “success stories.”

As directed by HR 115, we examined similar programs in Maine, Minnesota,
Michigan, and New York. We contacted program officials in these states, re-
searched pertinent state statutes and examined and analyzed program materials
and related reports obtained from both agency and website sources.



HR 115 also stated that the study should examine the impact of the KOZ
Program on rural areas of the Commonwealth. Because the Center for Rural Penn-
sylvania recently worked with researchers from Kutztown University on a study of
this question, our study did not include detailed study activities that would have
duplicated the Center’s work. A summary of the Center for Rural Pennsylvania/
Kutztown University evaluation of the impact of the KOZ Program in rural Penn-
sylvania is provided in Appendix D of this report.

For purposes of assessing program administration at the local level, we con-
ducted field visits to five of the KOZ regions, meeting with the Zone Coordinator of
each. We made visits to the Philadelphia, Lackawanna/Luzerne, Schuylkill/Carbon,
Southcentral, and Central Regions. These visits included a review of the duties and
responsibilities of the zone coordinators in program administration, record-keeping,
and their perspectives on the most and least successful program participants within
each zone. During the visits, we also accompanied the Zone Coordinators on visits
to several KOZ parcels in their respective regions.

In addition to examining the structure and content of KOZ Program records,
we also sampled and tested selected compliance provisions from the KOZ procedure
manual and program guidelines as well as from the KOZ statute (e.g., related to re-
porting and enforcing relocation requirements). We were not able, however, to test
regulatory compliance as the DCED has not promulgated rules and regulations to
govern the administration of the KOZ Program.

We also assessed the level and adequacy of DCED efforts to monitor and eva-
luate the operation and effectiveness of the program. This part of the study in-
cluded consideration of regional and local reporting requirements, the presence of
established program performance measures, DCED performance in meeting the sta-
tutory four-year program reporting requirements, and state and local evaluation of
the extent to which progress has been made in implementing the “KOZ Opportunity
Plans.”

It is important to note that the study findings, and especially those related to
data collection and statistical program data, are based on file reviews and fieldwork
activities that were finalized during late CY 2008. Even as this work was in
process, the DCED began a proactive approach to address a number of the adminis-
trative, data, and program monitorship issues that we identified and, in some cases,
Initiated corrective action or was in the process of doing so when this report was fi-
nalized.
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lIl. An Overview of the Keystone Opportunity Zone (KOZ)
Program

A. Origin and Purpose
Program Origint

Generally, areas that are economically distressed, including brownfields,?2
cannot attract necessary economic investment without incentives to the private sec-
tor. While the availability of public sector grants and loans constitutes one ap-
proach to stimulating private investment, another strategy in recent decades has
been the provision of tax credits, exemptions, or deductions.

One such program, which began to be implemented by states during the
1980s, 1s known as the Enterprise Zone Program.3 The enterprise zone concept tar-
geted economically distressed areas in urban or rural contexts where tax incentives,
and often regulatory relief and financial assistance, were offered to encourage the
private sector to revitalize the local economy. The enterprise zone concept has been
employed in various forms in nearly 40 states. Pennsylvania created the state’s En-
terprise Zone Program in 1983 and enterprise zones continue to exist in Pennsylva-
nia as one component of DCED’s New Communities Program, along with the Main
Street and Elm Street programs.

An Enterprise Zone is an area that has been designated by DCED as finan-
cially distressed and disadvantaged. The Enterprise Zone Program provides grants
to financially disadvantaged communities for preparing and implementing business
development strategies within municipal Enterprise Zones. Those eligible are mu-
nicipalities, redevelopment authorities, nonprofit economic development organiza-
tions, or other nonprofit organizations on a case-by-case basis. Typically, a zone is
comprised of several municipalities. The purpose of an Enterprise Zone is to pro-
mote job growth and to help municipalities take advantage of business expansion
opportunities when they arise. Tax credits are available to businesses making
physical improvements to properties located in Enterprise Zones.

IThe historical and philosophical basis of the KOZ Program has been researched and discussed at some length
by various authors. Studies examined by the LB&FC staff include A Policy Analysis of the First Six Years of
Pennsylvania’s Keystone Opportunity Zone Program, 1998 to 2004: Enlightened Economic Development or Cor-
porate Welfare?, A Thesis in Public Administration by David G. Argall, May 2006; and An Evaluation of the
Keystone Opportunity Zone (KOZ) and the Keystone Opportunity Expansion Zone (KOEZ) Programs in Rural
Pennsylvania, Paula A. Holoviak, Ph.D. and Damian Carabello, MPA, July 2006.

2As many Commonwealth industries declined (especially anthracite coal mining, transportation, railroading,
manufacturing, and steelmaking), pockets of industrial and residential blight became evident in rural and ur-
ban areas alike. Such areas, generally referred to as “brownfields,” are made up of abandoned, idled, or under-
used industrial and commercial facilities where expansion or redevelopment is complicated by real or perceived
environmental contamination.

3See Appendix A for further information on Pennsylvania’s Enterprise Zone Program.
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As adopted in Pennsylvania, the KOZ Program was derived from the enter-
prise zone concept, but more directly owes its statutory language, structure, and
purpose to the Michigan Renaissance Zone Act. Enacted in 1996 as the nation’s
first state program of its type, the Renaissance Zone Program offered Michigan
businesses and residents certain tax exemptions and credits for up to 15 years if lo-
cated in specifically designated “distressed areas.”

During the late 1990s and, because of the mixed record of the state’s Enter-
prise Zone Program, Pennsylvania’s governor and his top economic policy advisors
were looking for a policy alternative. They found this in the Michigan Renaissance
Zone Program. Under the Michigan Program, certain regions of the state were des-
ignated as virtually tax-free for any business or resident presently in or moving to a
zone. The zones were designed to provide selected communities with the most po-
werful market-based incentive—no taxes—to spur new jobs and investments.

Pennsylvania officials visited Michigan and subsequently utilized both the
“Renaissance Zone” concept and design in creating Pennsylvania’s Keystone Oppor-
tunity Zones.” On January 16, 1998, Governor Tom Ridge announced this initiative
and described his goals for the program:

Pennsylvania Keystone Opportunity Zones will seek to revive economi-
cally distressed urban and rural areas with a very powerful incentive:
No taxes. This new tool is a dramatic enticement to attract private-
sector investment and ultimately, to create jobs and build communi-
ties. . ... Therein lies the simple but novel logic behind this initiative.
Why should government continue to tax areas that are economically
barren? Instead, let’s waive the taxes in those areas for up to 12 years
in an effort to stimulate jobs and community development.

Program Purpose

Pennsylvania’s Keystone Opportunity Zone (KOZ) Program was subsequently
established in 1998 by the Pennsylvania Keystone Opportunity Zone Act, 73 P.S.
§§820.101-820.1309. The program was intended to revive economically distressed
urban and rural communities in Pennsylvania. Using the incentive of tax abate-
ment, this initiative seeks to foster both private business and residential reinvest-
ment in designated areas to regain the economic stability of these communities.

Under the “legislative findings” section of the 1998 Keystone Opportunity
Zone Act, the General Assembly acknowledged the existence of economically dis-
tressed areas within the Commonwealth that are characterized by:

... high unemployment, low investment of new capital, inadequate
dwelling conditions, blighted conditions, underutilized, obsolete or



abandoned industrial, commercial and residential structures and dete-
riorating tax bases.

This section of the act further states that these distressed areas require coordinated
efforts by private and public entities to restore prosperity and the cooperative in-
volvement of residents, businesses, state and local elected officials, and community
organizations to create long-term economic viability.

Tax Abatement Benefits Available to KOZ Participants

State Taxes. The KOZ Program allows for certain state tax abatements to
companies and individuals in the zones (KOZs, KOEZs, and KOIZs) for the life of
the zones. (See Exhibit 1 for a summary of available state tax abatements.) While
the KOZ Program does not eliminate all taxes within a zone, the following are ex-
amples:

e A qualified business or hired contractor is completely exempted from the
payment of sales and use tax on goods or services used in a zone.

e Some or all (depending on the scenario) personal income taxes may be off-
set by a credit given to an individual who has resided in a zone for 184
consecutive days in a tax year.

e Income earned by a qualified business in a zone is not subject to personal
income tax when passed through to the resident/non-resident shareholder,
partner, or member.

e Corporation taxes for stock and franchise tax as well as corporate net in-
come tax receive a credit that is apportioned based on a ratio of the busi-
ness’ activity in the zone compared with its overall state activity in the
areas of property owned/rented and payroll paid.

e Tax credits are also available to certain financial institutions, for bank
and trust company shares tax, alternative bank and trust company shares
tax and mutual thrift institutions tax.

e Financial institutions that are qualified businesses may claim a credit
against tax liability for business activity in a zone in a tax year, appor-
tioned as a ratio of in-zone activity versus total state activity. The appor-
tionment formula examines the financial institution’s payroll, receipts,
and deposits. The tax credit to financial institutions may not exceed 50
percent of the institution’s available tax liability.

“Qualified businesses” in a KOZ are potentially eligible to receive credits or
other abatements of certain state taxes. Under the KOZ law, a “qualified business”
1s “a business authorized to do business in [PA] which is located or partially located
within a [zone] and is engaged in the active conduct of a trade or business . . . for
the taxable year.” Individual persons who are residents (and sometimes non-
residents) of a zone for 184 consecutive days each year also receive applicable KOZ

8



Exhibit 1

State Tax Abatements Available Under the KOZ Program

Applicable Tax

What Is Covered

Level of Tax Abatement

Procedure

Sales and Use Tax

Goods and services
used by a Qualified
Business (QB)%in
zone.

"Personal Income Tax:

Specified (8) sources
of personal income.

100 percent exemption

some sources of income; oth-
ers are prorated based on ratio
or relevant activity in zone to
total activity.”*

DCED determines QB; Revenue
issues Cert. of Exemption; QB
does not pay tax or can claim a
refund if necessary.

DCED determines QB (if rele-
vant); Revenue sends KOZ PIT
return form to control list of ap-
plicants. Form must be returned
to Revenue by tax deadline.

Corp. Net Income Tax

Business activity in a
zone that is directly
attributable to QB in
zone.

A tax credit is given prorated
based on the QB'’s activity in
the zone (real and tangible
personal property rented and
used in the zone as well as
payroll activity, such as com-
pensation paid in the zone)
divided by QB activity state-
wide.

DCED determines QB;

QB indicates KOZ/EIP on page
1 of Revenue Form RCT-101;
tax is calculated without regard
to KOZ benefits; form RCT-101
KOZ must be completed calcu-
lating apportionment; credit is
then posted by Revenue when
report is received.

Capital Stock Fran-
chise Tax

Capital employed in a
zone by QB.

A tax credit is given based on
tax value attributable to capital
employed in the zone. This is
prorated similar to the NIT
based on activity (property and
payroll) in the zone divided by
QB statewide activity.

Same as NIT.

B&T Co. Shares Tax,
alternative B&T Co.
Shares Tax, and Mu-
tual Thrift Institutions
tax.

Business activity in a
zone that is directly
attributable to QB in
zone.

May not exceed 50 percent of
tax liability. Tax credit given
based on prorated apportion-
ment calculation, looking at
payroll, receipts, and deposits
in the zone divided by state-
wide activity of the OB.

DCED determines QB; QB cal-
culates tax liability without re-
gard to KOZ benefit; QB must
complete one page credit sche-
dule to compute tax credit.

an

Quialified Business” under the KOZ law.

®Personal income tax exemptions are, briefly, as follows:
e Compensation received by zone resident (100 percent);
e NI of QB received by zone resident of nonresident attributable to business activity in zone (apportioned if in-
cludes out-of-state activity.)
e Net gains or income (less net losses) by resident or non-resident derived from certain property dispositions

(prorated);

¢ Net gains (less net losses) by resident from disposition of publicly issued intangible personal property or ob-
ligations (prorated);

¢ Net gains or income for rents from property (real or tangible personal) in zone (prorated—only net income
attributable to use in zone is exempt);

e Dividends received by zone resident (100 percent);

e Interest received by zone resident (100 percent);

e Income or gains, the part of which is received by an estate or trust required to be distributed or credited to a
resident-beneficiary and which would have been exempt under the KOZ Act if received by resident-
beneficiary directly.

“Net income or gain attributable to certain transportation companies may not be used to calculate any of the PIT ex-

emptions.

INot applicable to certain transportation companies.

Source: Developed by LB&FC staff.




tax benefits for the duration of the zone. For more discussion on the residential
component of KOZ Program, see Section II1.A-12.

No qualified business may claim or receive any type of abatement under the
KOZ law unless that qualified business or person is in full compliance with all state
and local tax laws, ordinances, and resolutions. At the local level this determina-
tion is to be made by regional KOZ Coordinators. At the state level, the DCED for-
wards completed applications to the Department of Revenue’s Bureau of Com-
pliance for review to see if all tax numbers on the application are registered. The
Bureau then initially checks to determine if the applicant and all affiliates with 20
percent or more ownership have filed and paid all taxes on their records. Notice of
any problems is given to the applicant’s contact to work to resolve.

There is also an end-of-the-year review conducted by the Department of Rev-
enue to ensure continued compliance by an applicant. This allows for benefits to be
revoked after being granted if subsequent compliance issues arise. Revenue is im-
plementing a new compliance program in 2009: the Revenue Integrated Clearance
System (RICS). Under the RICS system, all tax numbers found on the KOZ appli-
cations will be automatically processed by the system and will indicate if the num-
ber is “clean.” Clean tax numbers will be communicated to DCED for approval.
Non-clean tax numbers will then be manually checked by a KOZ Compliance Unit
employee in the Department of Revenue. Once DCED determines an applicant
qualifies, the tax abatements are administered through the Department of Revenue.

Local Taxes. The KOZ law also authorizes and requires local municipalities
(within approved zones) to grant relief (abatements, credits, etc.) from certain local
taxes. Local municipalities must abate 100 percent of any real property taxation on
the assessed value of deteriorated property in a zone. Qualifying residents of a zone
also receive a 100 percent exemption from local earned income tax, and a 100 per-
cent exemption, deduction, abatement or credit from any occupational privilege tax,
income tax, or occupancy or use of real property tax imposed locally under the Ster-
ling Act, the Public School Code of 1949, the First Class A School District Earned
Income Tax Act, Act 1963-338, or the Intergovernmental Cooperation Authority Act
for Cities of the First Class. Qualifying businesses in a zone receive relief from the
following local taxes:

— Business gross receipts tax;

— Net profits tax;

— Business privilege tax;

— Occupancy or use tax;

— Mercantile license tax; and

— Local sales and use tax under construction contracts.

Local tax benefits under the KOZ law must be enacted by the local municipality by
way of local ordinances and resolutions.
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B. Legislative History
KOZ Enabling Legislation, Act 1998-92

As defined in the original enabling legislation, Keystone Opportunity Zones
are defined-parcel-specific areas with greatly reduced or no tax burden for property
owners, residents, and businesses. KOZs are designated by local communities and
approved by the state. The Keystone Opportunity Zone Act, 73 P.S. §§820.101 —
820.1309, originally adopted by Act 1998-92, specifically provides that a Keystone
Opportunity Zone (KOZ) is “a defined geographic area comprised of one or more po-
litical subdivisions or portions of political subdivisions designated by [the Depart-
ment of Community and Economic Development (DCED)].” A KOZ is to be “com-
prised of deteriorated property* and shall not exceed a total of 5,000 acres. KOZs
are designated upon application of local political subdivisions and approval of
DCED. (See the “KOZ Designation, Locations, and Expiration Dates” subsection
which follows.)

DCED is to provide the organizational framework including the certification
and oversight of KOZs. The statute also limited the DCED to authorizing not more
than 12 KOZs in the Commonwealth. Once the zones were designated by DCED,
each zone could then be further divided into a maximum of 12 subzones (with a
minimum size of 20 acres for urban areas and 10 acres for rural areas).

Qualified persons or businesses within each KOZ receive certain tax exemp-
tions, deductions, abatements, or credits provided in the act for a set period.
Projects in Keystone Opportunity Zones are to receive priority consideration for
State assistance under State community and economic development programs as
well as community building initiatives. Projects in designated KOZs that are ap-
proved for Pennsylvania Industrial Development Authority (PIDA), or Small Busi-
ness Financing receive the lowest interest rate extended to borrowers.

The original KOZ legislation gave KOZs an expiration date of December 31,
2008.

KOEZ Legislation, Act 2000-119
Act 2000-119 added Keystone Opportunity Expansion Zones (KOEZs). This

legislation enabled areas of qualified property in the Commonwealth that missed
inclusion in the original KOZ Program to be included through the creation of the

4Act 1998-92 defines “deteriorated property” as any blighted, impoverished area containing residential, indus-
trial, commercial, or other real property that is abandoned, unsafe, vacant, undervalued, underutilized, over-
grown, defective, condemned, demolished, or which contains economically undesirable land use. The term in-
cludes property adjacent to deteriorated property that is significantly undervalued and underutilized due to the
proximity of the deteriorated property and property which has been designated as deteriorated property in ac-
cordance with any other act.
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KOEZ component of the program. While the KOEZs are separately defined geo-
graphic regions, they appear simply to be expansions of the preexisting KOZs.

Under the KOZ Act, there are to be no more than 12 KOEZs, each designated
pursuant to the same application process as the KOZs and each qualified pursuant
to the same criteria. All qualified persons and businesses in a KOEZ receive the
same tax breaks as in the original KOZs. KOEZs were to be comprised of no more
than eight expansion subzones consisting of deteriorated property in any designated
KOZ and not to exceed 1,500 acres in the aggregate. These KOEZs, which could be
authorized by DCED until either December 31, 2010, or December 31, 2013, re-
quired the approval of all political subdivisions within which the proposed expan-
sion subzones were to be located.

KOIZ Legislation, Act 2002-217

Keystone Opportunity Improvement Zones (KOIZs) were added in 2002 (Act
2002-217). Their insertion into the law is somewhat different from the expansion
zones in that they are not specifically defined by the statutory definitions. And, in-
stead of being applied for by local political subdivisions and then authorized by
DCED, the KOIZs are designated by the Governor by executive order and then ap-
proved by local political subdivisions through resolutions or binding ordinances who
seek approval of DCED for designation of certain deteriorated property as subzones.
A KOIZ is comprised of subzones of deteriorated property designated by the Gover-
nor. The authorization criteria used for KOZs and KOEZs listed on Exhibit 2 do not
apply. By January 1, 2003, the Governor had authority to designate deteriorated
property as KOIZs, notwithstanding an area’s designation as a KOZ or KOEZ. The
period of tax break within a KOIZ is determined by the executive order creating it,
not to exceed 15 years.

Additional Statutory Changes to the KOZ Program

The following additional statutory changes to the program have occurred
since the last expansion of the program in 2002.

Enhancements to Existing Zones—Act 217 of 2002. Act 217 also provided
for enhancements of existing zones. Existing zones may be enhanced, or enlarged,
to include new property. All applications to enhance existing zones had to be filed
with DCED on or before June 1, 2003, and required substantially all of the compo-
nents of the applications that created the existing zones. Total acreage allotted to
the original KOZ (5,000) or KOEZ (1,500) cannot be exceeded by the addition of the
enhancement acreage. The enhancement will expire on the date on which the zone
being enhanced expires.
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Decertification—Act 217 of 2002. Act 217 also created a decertification
process whereby one or more political subdivisions (or their designees) may apply to
DCED to decertify and remove the designation of deteriorated property as part of a
KOZ, KOEZ, or KOIZ subzone.? Applications for decertification must contain an
1dentification of the property to be removed, a copy of an agreement in which each
entity which possesses an interest in the real property to be removed waives the
party’s right to any tax benefits granted in law, and a copy of a binding governing
document (binding ordinance, resolution, or other document) removing any tax ben-
efits granted in law upon official decertification by DCED. Grants for requests of
decertification and removal of property may be given at any time by DCED provided
that completed applications have been submitted by all qualified political subdivi-
sions in which a property is located.

Enhancement Extension—Act 53 of 2003. Act 53 extended the time frame to
accept applications for enhancements to the KOZs from June 1, 2003, to June 1,
2004. The resolutions required from local governments for this enhancement exten-
sion had to be completed by May 1, 2004.

KOIZ Extension—Act 53 of 2003. Act 53 also extended the deadline to sub-
mit applications for KOIZs from June 1, 2003, to June 1, 2004.

In addition, projects in Keystone Opportunity Zones are to receive priority
consideration for state assistance under state community and economic develop-
ment programs as well as community building initiatives. Further, projects in
designated KOZs that are approved for Pennsylvania Industrial Development Au-
thority (PIDA) or Small Business First Financing receive the lowest interest rate
extended to borrowers. KOZ benefit recipients may be eligible for other programs
administered by the DCED.6

KOZ Expansion Legislation—Act 79 of 2008. On July 10, 2008, Governor
Rendell approved Act 2008-79, amending and expanding the KOZ Program. Act 79
extended the statutory duration of the KOZ Program and allows for certain program
expansions. Specifically, Act 79 provided for the following:

e Extension of Zones for Unoccupied Parcels — Municipalities are permit-
ted to request that KOZ benefits be extended to unoccupied parcels lo-
cated within an existing KOZ, KOEZ, or KOIZ for either a flat seven-year
period or ten years from the point of occupancy. Applications must be in
by June 30, 2009. Also, subzones expiring on December 31, 2008, could
apply to delay expiration until June 30, 2009.

5To date, no property in the KOZ Program has been decertified.

6KOZ Program Guidelines state that the DCED’s Single Application for Assistance can be completed to apply for
financial assistance from the Department’s various funding sources. DCED encourages applicants to submit the
Single Application for Assistance via online submission at www.newpa.com. Applicants may also call the
DCED’s Customer Service Center at 1-800-379-7448 or their local KOZ Coordinator.
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Designation of Additional Zones — DCED may designate up to 15 addi-
tional KOEZs, each to be not less than 10 acres in size (unless contiguous
to an existing zone) and not to exceed, in the aggregate, 350 acres. These
additional zones would be authorized for 10 years, from January 1, 2010,
through December 31, 2020. Eligible parcels include those that are either
(1) deteriorated, underutilized, or unoccupied at time of Act 79; or (2) oc-
cupied by a business that creates at least 1,400 jobs within three years
and invests $750 million in capital investment. Applications were to be
received by May 1, 2009, for certification by DCED by June 30, 2009.

Expansion of Existing Zones for New Parcels — Political subdivisions
may apply to add up to 15 acres of contiguous deteriorated property to ex-
isting zones. Applications were to be received by December 31, 2008.

Substitution of Parcels Outside Existing Zone — Existing subzones where
development is substantially adversely impacted by governmental envi-
ronmental prohibitions may apply to substitute other similar parcels with-
in five miles (and the same county) for the affected parcels. Applications
must be submitted by May 31, 2009.

Prohibition on Payments to Municipalities — Businesses may not make
payments to political subdivisions in exchange for designation or exten-
sion as a zone in excess of 110 percent of the amount of real property taxes
payable for the prior tax year, which percentage may increase by the per-
centage increase in payments that would occur if the property was not tax
exempt.

Prohibition on Illegal Alien Labor — No person or business receiving KOZ
benefits may knowingly (i.e., to have active knowledge or reason to know)
employ or permit illegal alien labor under contract to which the person or
business is a party. It is an affirmative defense to a violation of this pro-
vision if the person or business has required a contractor to certify com-
pliance with the federal Immigration and Control Act attesting to their
not using illegal labor. Violations of this provision require full repayment
of the value or amount of the KOZ tax benefits only if the person or busi-
ness is sentenced under Federal law for the knowing use of illegal alien
labor or a contractor to that person is so sentenced and the person or
business had reason to know of the contractor’s knowing use of illegal
alien labor.

Extension of Sales and Use Tax Exemption — Current KOZ provisions for
sales tax exemptions are extended to cover construction within a KOZ.

Modification of Formula for Attribution of KOZ-Specific Revenue — The
act changes the attribution of KOZ-specific revenue—for exemption from
taxes—to a formula using only payroll and property, and removes the
sales factor within the zone. This change went into effect December 31,
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2008, while the remainder of Act 79 was effective within 60 days of the
act.

KOZ Program Qualifications

e Business Qualifications — A business must own or lease real property in a
KOZ and actively conduct a trade, profession, or business from the property
and remain compliant with state and local tax laws and building codes. Ex-
1sting business that are expanding, new businesses, and out-of-state busi-
nesses moving into Pennsylvania need only move into a KOZ, file a one-page
annual application for benefits, and submit the application with a synopsis of
the business, which contains a description of the business, job creation poten-
tial, and the anticipated capital investment.

e Property Owner Qualifications — Property owners must apply annually to the
Department in order to receive approval for property tax abatement. If found
to be noncompliant with any tax or zoning requirements during the calendar
year, the applicant’s status will be revoked and may be subject to penalties
and/or recapture under the act.

e Resident Qualifications — Residents must maintain compliance with all state
and local tax laws. They must reside 184 consecutive days, in the KOZ dur-
ing each tax year.

Other related qualification provisions follow:

— All KOZ applicants must file an annual application with the Department.

— An existing Pennsylvania business relocating into a KOZ must meet one
of the relocation provisions of the act.

— Any qualified business that has received KOZ benefits and moves out of
the zone within the first five years may be subject to penalties.

— The KOZ Change of Status Notification must be submitted to the De-
partment, if a change takes place.

Legislation Creating a Similar Program

Act 2006-151 amended the Tax Code to allow for the designation of Strategic
Development Areas (SDAs). Act 151 provided for the creation of four SDAs to at-
tract new businesses and encourage job growth. Modeled after the state’s Keystone
Opportunity Zone Program, this program provides tax incentives for businesses that
commit to creating jobs and making significant monetary investments in key geo-
graphic areas of Pennsylvania. See Appendix B for further information.
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C. KOZ Selection, County Coverage, and Expiration Schedule
The Selection Designation Process

The Keystone Opportunity Zone Act required that proposed Keystone Oppor-
tunity Zones and Keystone Opportunity Expansion Zones meet at least 2 of 12 crite-
ria in order to qualify for authorization. The act also set forth 10 additional criteria
which, although not required to qualify for zone designation and authorization,
were to be considered by DCED in making zone designation determinations. A list-
ing of these criteria is presented in Exhibit 2.

DCED (in consultation with the Department of Revenue) was charged in law
to authorize up to 12 KOZs and up to 12 KOEZs meeting the criteria specified in
law and “based upon need and likelihood of success.” Upon approval, DCED could
not, however, alter the geographic boundaries or duration of any subzones or expan-
sion subzone described in an application. Enhancements to existing KOZs and
KOEZs were also authorized to be made by DCED meeting the criteria in law and
“based upon need and likelihood of success as determined by [DCED].”

For proposed KOZs and KOEZs, one or more political subdivisions (or their
designee(s) were required to submit an application to DCED to designate deteri-
orated property within the political subdivision or portions thereof as a subzone or
expansion subzone.

The applications were to include the following:

— The geographic area of the proposed KOZ or KOIZ (not to exceed 5,000
acres for a KOZ and 1,500 acres for a KOEZ).

— A nine-part “Opportunity Plan.”

— A report on youth at risk, including issues relating to health, welfare, and
education.

— The duration of the proposed subzones or expansion subzones (not to ex-
ceed 15 years for subzones and 13 years for expansion subzones).

— Formal, binding ordinances or resolutions passed by every political subdi-
vision in which the proposed subzone or expansion subzone is located, spe-
cifically providing for all local tax exemptions, deductions, abatements, or
credits for persons and businesses as set forth in law.

— Evidence that the proposed KOZ or KOEZ meets the criteria for authori-
zation.
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Exhibit 2

Selection Criteria Used to Evaluate
Pennsylvania KOZ Program Zone Applications

By law, there are 12 primary criteria that the DCED was to use in evaluating KOZ/KOEZ appli-
cations. The proposed zone must have met at least two of the following criteria to qualify:

In addition

At least 20 percent of the population is below poverty level.
The unemployment rate is 1.25 times the statewide average.

At least 20 percent of all real property within a five-mile radius of the proposed KOZ
or sub-zone in a non-urban area is underutilized or deteriorated.

At least 20 percent of all real property within a one-mile radius of the proposed KOZ
or sub-zone in an urban area is underutilized or deteriorated.

At least 20 percent of all occupied housing within a two-mile radius in a non-urban
area is deteriorated.

At least 20 percent of all occupied housing within a one-mile radius in an urban area
is deteriorated.

Urban area: The median family income is 80 percent or less of the median family in-
come for that metropolitan statistical area.

Non-urban area. The median family income is 80 percent or less of the non-MSA
statewide median family income.

Population loss exceeds 10 percent in an area that includes the proposed zone and
its surrounding area.

The area has experienced a severe job loss.

At least 33 percent of the real property (in a non-urban area) would remain underde-
veloped or non-performing due to physical characteristics of the real property.

The area has substantial real property with adequate infrastructure and energy to
support new or expanded development.

to meeting two of the previous 12 criteria, other factors to be considered included:

Evidence of distress (including, but not limited to, unemployment, percentage of
population below 80 percent of the state median income, poverty rate, deteriorated
property, and adverse economic and socioeconomic conditions).

Strength and viability of proposed goals, objectives, and strategies included in the
opportunity plan.

Creativity and innovation of the opportunity plan, compared to other applications.

Local public and private commitment to the development of the zone and coopera-
tion of surrounding communities.

Existing resources available.
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Exhibit 2 (Continued)

How the KOZ and economic redevelopment relate to other current economic and
community development projects and regional initiatives or programs.

How the local regulatory burden will be alleviated.
Proposals for educational opportunities and improvement.
Crime statistics and proposals for crime reduction.
Proposals linking job creation and training.

All political subdivisions participating in the application process must have passed an
ordinance or resolution (effective on or before January 1, 1999) that exempts or pro-
vides deductions, abatements, or credits to qualified persons and businesses from
local taxes. If the political subdivision was designated as part of a KOZ, the resolu-
tion/ordinance is binding and non-revocable for the duration of the opportunity plan.

The Department of Community and Economic Development defines “urban area” for
the purposes of receiving applications and designation of KOZ.

Source: 73 P.S. §820.304.

18



County Coverage

DCED subsequently approved 12 zones (see Exhibit 3) and 198 subzones cov-
ering 61 of the Commonwealth’s 67 counties. As shown in Table 1, total acreage in
the 12 zones as of CY 2006 was reported to be 46,853 acres. (This is the latest
acreage data available from DCED as of May 2009.)

Exhibit 3

Pennsylvania’s KOZ Regions

~
BT

Note: Counties with no KOZ subzones (those not shaded on the above map) include Adams, Cumberland, Montour,
Perry, Pike, Snyder, and Tioga.

Source: Developed by LB&FC staff from DCED program materials.
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Table 1

Keystone Opportunity Zone Descriptions

(As of CY 2006)*
KOz KOEZz KOlz Total
Zone Counties® Acres Acres Acres Acres
Northwest Butler, Clarion, Crawford, Erie, Forest, Law-
rence, Mercer, Venango, Warren 5,000.00 1,000.00 162.00 6,162.00
Southwest Allegheny, Armstrong, Beaver, Butler, Fayette,
Greene, Indiana, Washington, Westmoreland 4,947.51 1,242.35 65.57 6,255.43
North Central Cameron, Clearfield, Elk, Jefferson, McKean,
Potter 2,666.13 1,486.47 12.06 4,164.66
Southern Alleghenies Bedford, Blair, Cambria, Fulton, Huntingdon,
Somerset 4,972.26 1,477.59 0.00 6,449.85
Northern Tier Bradford, Sullivan, Susquehanna, Wyoming
187.00 179.00 0.00 366.00
Central Centre, Clinton, Columbia, Juniata, Lycoming,
Mifflin, Northumberland, Union 3,631.45 1,335.72 114.04 5,081.21
South Central Dauphin, Franklin, Lebanon, York 820.00 119.00 40.00 979.00
Lackawanna/Luzerne Lackawanna, Luzerne, Wayne 5,000.00 1,500.00 0.00 6,500.00
Schuylkill/Carbon Carbon, Schuylkill 2,551.97 973.50 0.00 3,524.47
Lehigh Valley Lehigh, Monroe, Northampton 660.93 716.48 0.00 1,377.41
Southeast Berks, Bucks, Chester, Delaware, Lancaster,
Montgomery 1,430.93 548.48 1,258.90 3,238.31
Philadelphia Philadelphia 1,393.00 892.00 470.00 2,755.00
L] = L PP 33,260.20 | 11,470.59 2,122.57 | 46,853.34

*Most recent data available as of May 2009.
aCounties with no KOZ subzones were Adams, Cumberland, Montour, Perry, Pike, Snyder, and Tioga.

Source: Developed by LB&FC staff from DCED program materials.



KOZ Expiration Dates

KOZ, KOEZ, and KOIZ subzones are scheduled to expire in 2008, 2010, 2013,
and 2018. As shown in Table 2 the majority of the existing 195 program subzones
are scheduled to expire in 2010; at which time 103 will expire, followed by the sche-
duled expiration of 76 subzones in 2013. Seven KOIZ subzones are scheduled to ex-
pire in 2018. Nine subzones were scheduled to expire in 2008; seven of which are in
the Southern Alleghenies zone and two in the Central zone.

Table 2

Expiration Dates of Pennsylvania
KOZ, KOEZ, and KOIZ Subzones, by Region*

Number of Subzones Expiring

KOZ Regions 2008 2010 2013 2018
Northwest.........cceevvveveeeeeinnnnn. 0 9 10 1
Southwest ......cccoooeevvivivinnnenn. 0 13 9 1
North-Central ...............c........ 0 17 2 1
Southern Alleghenies............ 7 3 7 0
Northern Tier......cooocovvvvvvnnnnn.. 0 3 7 0
Central......ccccoeeeveeieiieeiee, 2 5 9 0
South-Central..........cccoeeeeee. 0 5 3 1
Lackawanna-Luzerne............ 0 8 7 0
Schuylkill-Carbon.................. 0 12 6 0
Lehigh Valley .........ccceeennnee. 0 15 0 0
Southeast.......ccocoeevvevevnneenn. 0 1 8 1
Philadelphia ..........ccccoveeeeenn. 0 12 8 2

Total ..o, 9 103 76 7

*Note: This expiration schedule does not take into account any zone or subzone expansions or extensions autho-
rized by Act 2008-79. Applications for expansions and extensions were to be submitted to DCED between December
2008 and May 2009.

Source: Developed by LB&FC staff using information obtained from the PA Department of Community and Economic
Development.

D. Program Implementation and Administration

Implementation and administrative responsibilities for the KOZ Program are
shared among state agencies, local KOZ coordinators and subzone coordinators, and
local political subdivisions. The state agencies include the DCED, which is the lead
agency for the program, the Department of Revenue and the Department of Labor
and Industry. (See Exhibit 4 for a summary of the key administrative duties and
responsibilities involved in KOZ operations.)
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Exhibit 4

A Summary of Statutory Duties and Responsibilities
Related to the KOZ Program*

Department of Community and Economic Development

Administratively houses the program.

Authorizes and oversees the designation of KOZs/KOEZs, the subzones and any
decertification of zone property. (KOIZs were designated by the Governor by execu-
tive order.)

Receives and reviews completed applications for benefits.
Must notify applicants of approval or denial.
May enforce violations through civil penalties.

Is to enforce statutory requirements pertaining to businesses that relocate from out-
side a KOZ to within a KOZ.

May waive recapture provisions in certain relocation situations.

Provides technical assistance to local governments, including assistance to political
subdivisions in using the Internet as a tool for encouraging new business develop-
ment, establishing annual benchmarks, and annual reporting requirements.

Provides one-time implementation grants.
May give priority consideration (and financing rates) for KOZ projects.
May promulgate regulations.

Is to develop and implement a consolidated marketing strategy for the KOZs for use
in job attraction and retention activities.

Must give four-year report on program effectiveness to the General Assembly.

Department of Revenue

Conducts tax compliance checks on program applicants.

Oversees the implementation and enforcement of the tax benefits aspect of the pro-
gram.

May recapture (or waive recapture) tax benefits where businesses move out within
five years if notified by the DCED Monitoring Division.

May promulgate regulations.

May enforce violations through administrative penalties.

Department of Labor and Industry

Determines program applicants’ Unemployment Compensation tax compliance sta-
tus.
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Exhibit 4 (Continued)

Local Political Subdivisions
o Apply for zone and subzone designations (meeting statutory criteria).
e Must allow for local tax benefits.
e May recapture local taxes if business relocates out of zone within five years.
o May apply to decertify zone property.

e Must provide an annual update of real property ownership and other information to
the Department of Revenue.

Applicants

o File application for tax benefits by 12/31 each year.

o Must meet statutory qualifications.

*Note: There is no statutory reference to local KOZ Coordinators and Subzone Coordinators in the law.

Source: Developed by LB&FC staff using information obtained from the KOZ statutes.

23



Department of Community and Economic Development (DCED)

Program administration is organizationally located in the Site Development
Division and the Performance Monitoring Division within the DCED’s Center for
Business Financing.

The Site Development Division in the Center for Business Financing has
primary program administrative responsibility. The Director of the Site
Development Division, who works part-time on KOZ-related duties, has supervisory
responsibility over program administration, with a KOZ Manager and several assis-
tant analysts charged with the processing and approval of KOZ Program applica-
tions.

The KOZ Manager and assistant analysts receive and process program appli-
cations and maintain electronic and hard-copy files of program participants’ com-
pleted applications and supporting documentation. The KOZ Manager oversees the
electronic applicant and program participant database (maintained in Microsoft
Access), which serves as the central repository of records on all program applicants
and participants. The KOZ Manager also serves as the Department’s central point-
of-contact for questions related to the program from program applicants, program
participants, and Zone and Subzone coordinators.

The Performance Monitoring Division within the Center for Business Financ-
ing is charged with two functions with respect to the KOZ Program: (1) measuring
whether program participants that were existing Pennsylvania businesses and sub-
sequently relocated into a KOZ had met one of three requirements specified in law
to maintain eligibility for KOZ tax benefits; and (2) determining whether businesses
that moved from a KOZ after having been located there for less than five years and
receiving program tax benefits are required to refund any portion of those benefits
received to state and local authorities (known as the “clawback” provision of the
program). The Division does not engage in any monitoring of resident KOZ appli-
cants.

The Performance Monitoring Division was created in late 2002 in order to
achieve centralization of the performance monitoring function within the Depart-
ment. As such, in addition to KOZ, the Division has been involved with a number of
other DCED programs that have performance monitoring requirements. From its
creation until early 2008, the Division was staffed by a Director, two analysts, a
full-time clerk typist and part-time clerk typist. By mid-2008, both analyst posi-
tions became vacant and, since that time, an analyst with the Small Business Fi-
nancing Division has provided services to the Performance Monitoring Division on
a part-time basis. Also, until the current year, the same individual has served as
Director of the Division. However, in January 2009 he accepted a position in a dif-
ferent division within the Center for Business Financing and, since that time, the
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Director position has been vacant. As of May 2009, the functions of the Perfor-
mance Monitoring Division are being carried out on a part-time basis solely by one
individual assigned to a different organizational location.

Department of Revenue

The Department of Revenue is responsible for verifying the state tax com-
pliance status of program participants and processing tax returns filed by program
participants claiming program tax benefits.”- 8 The Department completes these
functions for both business and resident program participants. The Department’s
point-of-contact for the program is located within the Bureau of Business Trust
Fund Taxes. This position is staffed by a DCED Liaison/Economic Coordinator, who
1s assigned KOZ Program responsibilities on a part-time basis. While a Department
staff member previously worked full-time on KOZ Program-related duties, no De-
partment staff currently work full-time on KOZ Program-related duties. The De-
partment’s KOZ liaison indicated that there are four Department of Revenue staff
members who have part-time responsibilities related to the KOZ Program. On a
combined basis, 2.8 full-time equivalent Revenue Department staff persons are as-
signed to the KOZ Program.

Department of Labor & Industry

The Department of Labor and Industry is responsible for determining pro-
gram applicants’ Unemployment Compensation tax compliance status. The Tax
Clearance Section of the Department’s Office of Unemployment Compensation Tax
Services receives completed KOZ applications and, upon determining an applicant’s
Unemployment Compensation Tax compliance status, classifies each applicant as
being either “compliant,” “non-compliant,” or “unknown” (if no record is present).
Approval is granted if a “compliant” or “unknown” is assigned to an applicant. Staff
responsible for this action within the Department is networked with and have
“write access” to the Site Development Division’s KOZ database, allowing for direct
access and changes to be made on a designated compliance status box located on a
form within an applicant’s record.

KOZ Zone and Subzone Coordinators

Keystone Opportunity Zone Coordinators serve as the local point-of-contact
for the program. KOZ Coordinators are typically either members of a regional or

"No qualified business may claim or receive program tax benefits if any person or business with a 20 percent
interest or greater in that qualified business is not in full compliance with all state and local tax laws, ordin-
ances, and resolutions.

8The Department of Revenue is also the intended recipient of annual updates of real property ownership and
other information from KOZs and KOEZs that received implementation grants as per the Keystone Opportunity
Act.
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local planning and/or development commission or an economic/industrial develop-
ment entity. One coordinator is designated for each of the 12 zones. While their de-
signation, duties, and responsibilities are not set forth in law, KOZ coordinators are
responsible for determining program applicants’ compliance with all applicable local
taxes and codes during the application process. KOZ coordinators also serve as pro-
viders of technical assistance to subzone coordinators, program participants, and
applicants related to program policies and procedures. In this regard, coordinators
may assist prospective participants in the identification of KOZ parcel locations
(buildings and/or land).

During the application process, KOZ coordinators are to forward the appli-
cant’s compliance status to DCED within 15 business days of receipt of the applica-
tion. This is completed via e-mail to the KOZ Manager in DCED’s Site Develop-
ment Division. Prior to the electronic submission of program applications through
the DCED website, Zone Coordinators serve as the initial point-of-receipt for paper
applications. Zone Coordinators reportedly receive completed applications simulta-
neously with DCED, the Department of Revenue, and the Department of Labor and
Industry.

Zone Coordinators fulfill the role of general oversight of all designated KOZ,
KOEZ, and KOIZ parcels located within the geographic boundaries of the zone. In
this capacity, they are to serve as the local point-of-contact and liaison between
program participants and DCED. Zone coordinators designate subzone coordinators
to oversee individual subzones within the geographical boundaries of their KOZ.
Zone Coordinators also assist entities within their zone in the program application
process, and respond to questions regarding program opportunities emanating from
program participants and prospective applicants.

Subzone coordinators primarily serve as an intermediary between program
participants/applicants and the Zone Coordinator. In this role, they may facilitate
the application process, respond to questions from applicants and program partici-
pants, and compile data for Zone Coordinators. In some cases, subzone coordinators
are employed by program participants.
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lll. Study Findings and Conclusions

A. Deficiencies in Program Data Prevent a Comprehensive and Quan-
tifiable Assessment of the Overall Effectiveness of the KOZ Program.

1. KOZ Program Records Are Poorly Organized and Incomplete.

Reasonably complete and accurate program records and data systems are ne-
cessary for effective program implementation, management, and monitoring pur-
poses. Such records and data are also the starting point for any comprehensive
study or evaluation of the effectiveness of a governmental program. We found,
however, that records for the KOZ Program’s first four years (1998 through 2002)
are missing, with the assumption being that these files were either retained by a
contractor or misplaced when a four-year review of the program was conducted in
2002.

We therefore focused our examination of KOZ Program records for the period
CY 2003 through CY 2006. We found these KOZ Program records to be poorly or-
ganized and incomplete. We also found that the program does not have a formal
management information system?! or applicant master files and there are no central
office guidelines or standards relating to program record-keeping practices or filing
requirements. Likewise, reporting requirements and the nature and content of pro-
gram files to be maintained at the KOZ regional and subzone levels are not defined.

Records maintained by DCED on the KOZ Program consist primarily of the
single-page application form that is filed annually by program participants along
with copies of related file notes, e-mails, and internal and external correspondence.

For most of the program’s history, KOZ records were maintained in hard-copy
paper format. Each year, DCED staff filed applicant/program participant records in
folders numbered sequentially by year and in the order received (i.e., year - #). Un-
der this approach, each year’s records are self-contained with no provision to cross-
walk individual program participants’ records from one year to another, making it
difficult, if not impossible, to monitor changes in a KOZ business over time.

In mid-2006, DCED program staff discontinued the filing of paper records
of program files and supporting documents.2 In lieu of paper record-keeping, an

1As used in this context, this term refers to a computer-based system that regularly collects and transforms pro-
gram data into information useful in the support of program administration, and for analysis, decision-making,
and oversight purposes.

2Paper records are still maintained, however, for existing Pennsylvania businesses that have relocated into a
qualified zone.
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electronic archive of applicant files, by year and applicant name, is now used.
Stored in each applicant’s electronic file are their completed application and sup-
porting documents such as leases and official program letters mailed to applicants.
E-mail messages associated with applicants are also stored in these electronic files
or archived in Microsoft Outlook. Files are set up on a year-by-year basis based on
the chronological order of application receipt.

We made the following additional observations concerning the structure and
content of KOZ Program files:

Absence of Program Participant Master Files. As previously noted, the
DCED uses a method of file management that provides each individual
application and applicant a new identification number every year. Fur-
ther, for businesses or other entities that submit more than one applica-
tion, different file numbers and files are established for each.

All participants that renew their KOZ application(s) receive new identifi-
cation numbers that are entirely different from their identification
numbers from previous years. Therefore, participants may be assigned
many different identification numbers over the course of their participa-
tion in the KOZ Program. There are no master files, in hard-copy or elec-
tronic form, for program participants in this filing system. Without a sin-
gle file for each business or a cross-walking system, it is very difficult to
track the files and records of program participants from one year to
another.

No program participant “master files” are maintained. Ideally, a master
file would be maintained for each program participant that would contain
key program data such as historical job creation, job retention, and capital
investment figures, business synopses, and other performance bench-
marks. The absence of a master file for each program participant frag-
ments program record-keeping and makes program monitorship difficult.

Incomplete Program Files. We found that the program records we re-
viewed for CY 2006 were incomplete. Specifically, we observed that pro-
gram records are “incomplete” in the sense that entire project files, in
some cases, could not be located. As discussed later in this section, we al-
so found that project files are “incomplete” in the sense that certain re-
quired items and documentation that should be in each file are not there.
Based on our examination of CY 2006 files, 3 percent of program applica-
tions (i.e., 97 of 3,274 files) could not be located.

General Absence of Information on Actions Taken by KOZ Program Partic-
ipants to Remedy Noncompliance Notices. The CY 2006 applicant files
that we examined typically included copies of correspondence from the
DCED Secretary approving their application and stating that they are
entitled to certain tax credits or exemptions. The files also frequently
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include an initial letter of noncompliance from the DCED Secretary to the
applicant. Such letters state that certain actions are necessary in order
for the applicant to come into compliance and gain eligibility for KOZ ben-
efits. We observed that acceptance correspondence signed by the DCED
Secretary often follows the Secretary’s initial notices of noncompliance, al-
though there is no documentation in the file to verify when and what cor-
rective actions the applicant had taken to become compliant.

e Program Records Do Not Differentiate Between KOZ, KOEZ, and KOIZ
Participants. Program files do not indicate whether or not a program par-
ticipant is located in a KOZ, a KOEZ, or a KOIZ. It is important to diffe-
rentiate between participants who are located in a KOZ, KOEZ, or KOIZ
because the program provisions and guidelines differ for each. The KOZ
application does not require that KOZ “type” be provided by the program
participant, and this information does not otherwise appear in the pro-
gram participant files we examined.

e Non-Uniform Recordkeeping at the Local Level. At the local level, the con-
tent and structure of program files are determined by the various KOZ
coordinators. We observed substantial variation in local record-keeping in
the KOZ Program based on field visits to five KOZ regions. Based on li-
mited sampling, we also observed inconsistencies in program participant
data between reports obtained from KOZ coordinators and data obtained
from central office reports based on program applications.

The program records and application files for CY 2007 were not provided to
LB&FC staff until late January 2009. As previously discussed, CY 2007 was the
first year in which DCED created a complete electronic file for all applications. Due
to acknowledged data and performance measurement shortcomings, the DCED, in
2007, had staff contact all program applicants by telephone in an attempt to clarify
and verify reported information.

Update on Related DCED Actions:

As of April 1, 2009, the KOZ staff was continuing to work on improvements to
the KOZ online application, the primary source of data on businesses enrolled in the
program. In order to create a central repository of data coming in, DCED staff
members worked with IT staff to develop a relational database that allows KOZ
staff to easily access information that is included on KOZ Program applications.3

With this database, all businesses are assigned a FEIN (Federal Employer
Identification Number). This number is comparable to an individual’s Social

3As defined in PC World Magazine online, a relational database is a database that maintains a set of separate,
related files (tables), but combines data elements from the files for queries and reports when required.
(http://www.pcmag.com/encyclopedia_term/0,2542 t=relational+database&i=50369,00.asp#)
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Security Number. The number is unchanging and stays with the business for the
lifetime of the business. This number can then be used to search for businesses in
the DCED electronic database. Even though the business, depending on the num-
ber of years in the program, will have several application numbers (and even varia-
tions in the business name), searching using the FEIN will pull up all relevant KOZ
information from all years in the program (i.e., all information included in the ap-
plications).

DCED has also addressed the problem of missing paper files. Previous to the
creation of the relational database, DCED had a database that combined informa-
tion entered from the paper KOZ applications. This previous database had very li-
mited functionality. Reports could be generated, but there was no guarantee that
the number and names of applicants from one report would match those of other re-
ports. However, DCED staff manually entered all information into the previous da-
tabase, generating an electronic record for each program participant. Additionally,
all supplementary information (decline letters, compliance letters, etc.) has been
scanned and appears on the DCED shared drive (R:\ drive). Although paper files
were found to be missing, we were able to find an electronic file with requisite in-
formation for the participant.

Non-uniform record-keeping at the local level will likely remain an issue, al-
though some improvement should be realized. KOZ coordinators will continue to be
allowed to maintain records as they choose, but accountability is expected to be en-
hanced by assigning certain duties and responsibilities to KOZ coordinators as do-
cumented in the Keystone Coordinator Program guidelines (released by DCED in
March 2009). Included among the enhanced “scope of services” to be provided by
KOZ coordinators are obligations to complete local approval forms for each new ap-
plicant, and assist in collecting data (including jobs and investment data) as re-
quested at any time by DCED. Coordinators will also have increased monitoring
and reporting responsibilities.
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2. From Available KOZ Records, It Is Very Difficult to Determine the Total Number
of Projects or Participants Currently Active in the Program.

The number of individuals, businesses, or other entities classified as program
clients, beneficiaries, or participants is a basic measure of program activity. In the
case of the KOZ Program, references in DCED materials during the early years of
the program were to “KOZ projects” rather than individual businesses or property
owners. For example, for the period January 1, 1999, through February 25, 2000,
the 12 KOZs reported a total of 70 “projects.”

KOZ Program staff told us, however, that the term “project” is no longer used
to refer to program activity. Instead, individuals and entities that successfully ap-
ply for acceptance into the KOZ Program are referred to as “program participants”
and are further categorized as one of the following: a business, a resident, or a
property owner. We requested statistical data from DCED on the numbers of busi-
nesses, residents, and property owners in the program in CY 2006 and annual data
and overall trends since the start of the program.

We found that detailed annual data on program participation is not available
for the early years of the program (1999 through 2002). One internal document we
examined, however, listed total “KOZ applications filed and processed per year” for
the period 1999 through 2005. This information showed the number of KOZ Pro-
gram applications filed and processed increasing from 918 in 1999 to 2,877 in 2005.
There is presumably duplication in this figure but no further breakdown or docu-
mentation of this statistical report is available.

While KOZ Program staff were not able to provide us with a specific count on
the number of CY 2006 program participants, they initially estimated it to be in the
3,500 to 4,000 range. In an attempt to calculate the number of program partici-
pants, we subsequently conducted a physical count of CY 2006 KOZ Program files.
We found that the filing system numbered from 1 through 3,274. Paper files num-
bered to 1,813, and the remaining 1,462 files were available electronically. Of the
1,813 paper files, we could not locate 97. We therefore concluded that the number
of program participants, based on the KOZ applications file for 2006, was 3,178.4

To corroborate this figure, we requested various other program records
from DCED. We obtained several individual data reports and listings of businesses,
residents, and property owners whose KOZ Program applications had been ap-
proved. In some cases, this information pertained only to 2006 while others covered
calendar years 2003 through 2006. The records provided by DCED staff included
the following:

4DCED staff subsequently reported locating the 97 missing files. DCED staff discontinued paper filing of KOZ
applications during CY 2006. In lieu of paper record-keeping, an electronic archive of applicant files, by year
and applicant name, is now used. Completed applications and related supporting documents such as leases and
pertinent letters mailed to applicants are to be stored in each applicant’s electronic file.

31




— A listing of “KOZ Program Participants, by Application Number and
Date,” CY 2006.

— An untitled printout containing information on reported jobs and capital
investment, by KOZ region and program participant, CY 2003 through CY
2006.

— A listing entitled “DCED Approved Status Report,” by KOZ region and
entity name, CY 2003 through CY 2006.

— Untitled printouts listing KOZ Program participants, residents, property
owners, and businesses, by KOZ region and address, CY 2006.

Using the above-listed reports, we focused on CY 2006 data and sought to ar-
rive at what could be considered the actual number of “program participants” in the
KOZ Program. In working with the four listings, however, we found an overriding
lack of consistency and agreement from one set of data to another for the same KOZ
regions and time periods. Overall, we were not able to arrive at a reliable figure on
the number of participants in the program. Instead, depending upon the list used,
we found the total reported number of KOZ participants in 2006 ranging from a low
of 1,049 based on a listing of program participants on the “jobs and capital invest-
ment report” to a high of 3,898 based on a report referred to as the “program partic-
ipant breakdown report” (see Table 3). These compare to our previously described
physical count of program files that totaled 3,178.

Table 3

Number of 2006 KOZ Program Participants, by Region

Number of Participants Based on the:

Program
Jobs/Capital DCED Approved Participant
Region Investment Report Status Report Breakdown Report

Northwest..........cccvuen.... 112 233 320
Southwest.......cccceeeeneee 92 229 287
North Central................. 69 176 234
Southern Alleghenies.... 29 87 110
Northern Tier................. 4 12 19
Central PA......ccccceeee. 50 112 174
South Central................ 44 104 142
Lackawanna/Luzerne.... 200 592 901
Schuylkill/Carbon .......... 53 147 189
Lehigh Valley ................ 47 92 129
Southeast.........ccceeeeee. 102 745 820
Philadelphia ................. 247 446 573

o] = | FR 1,0492 2,975 3,898

aDCED staff speculated that there was a substantially lower number of participants on this list because the list in-
cluded only those participants who had reported jobs and/or capital investment on their CY 2006 applications. We
found, however, that 326 participants, or 31.1 percent of the total, reported no job creation on this report.

Source: Developed by LB&FC staff using KOZ Program records obtained from DCED.

32



The “jobs and capital investment report” is particularly confusing. This is an
internal print-out report that lists KOZ Program participants, by region, county,
and municipality. While it is presumably intended as a complete list of all program
participants that report job creation and/or capital investment activity, the CY 2003
through CY 2006 reports we examined also listed other participants. We found, for
example:

— a substantial number of cases in which a participant is included on this
list even though they report no job creation and/or no capital investment
(DCED staff told us, however, that this report lists only those participants
who report jobs or capital investment); and

— numerous instances in which participants appear on the “jobs and capital
investment report listing” but not on DCED’s “approved project status re-
port.” Based on our examination of CY 2006 program records, a total of 97
businesses reported (in the DCED “Jobs and Capital Investment Report”)
that they created jobs and/or generated capital investment in a KOZ de-
spite not being listed by DCED as an “approved project” for CY 2006 (on
the “DCED Approved Status Report”).

Using yet another DCED internal report that represents a chronological list-
ing of KOZ Program applicants (based on the date of application submission), we
calculated the total number of 2006 KOZ Program participants at 2,988.

Other factors further complicate the determination of exactly how many “par-
ticipants” are enrolled in the program:

e When DCED uses the term “participant” it is actually referring to an “ap-
plication.” Some participants have many separate applications. For ex-
ample, various financial services and investment firms submit many indi-
vidual applications for separate and individual funds, accounts, or sub-
units within the same business organization. Thus, in equating the terms
“application” to “program participant,” one firm with 20 applications
would be counted as 20 “participants” (rather than one).

e Some entities and individuals having the exact same, or similar, name are
listed separately multiple times on the DCED listings.

- In some cases, entries that are exact duplicates exist on program par-
ticipant listings (e.g., on the “jobs and capital investment report”). For
example, the ABC Company is listed twice or more as a participant in
a given calendar year, with each listing having a different KOZ file
number and application form but the same street address.

- In other cases, business entities with very similar names (often at the
same address) are listed numerous times each with a different KOZ
file number, application form, and file.
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- Some listings differ only in abbreviation that follows their name, i.e.,
Inc., Ltd., LLC, LP, Partnership: for example, Smith Technologies,
Ltd., Smith Technologies LL.C, Smith Technologies, LP. It appears
that DCED records each of these as a separate KOZ “participant.”

e There are inconsistent listings of KOZ residential and property owner par-
ticipants in the program depending upon the list examined.

We concluded that, given the current method of program application and
record-keeping at the central office level, it is not possible to compile an accurate,
unduplicated listing of KOZ Program participants.

Update on Related DCED Actions:

DCED staff report that they have been working on reconciling internal re-
ports and that there are different reports available that can be tailored to meet spe-
cific inquiries. They note, however, that the standard “Application Dates Report” is
the report that can be used to determine the actual number of program partici-
pants. The DCED’s current description of this report is as follows:

Applicant Dates Report — This report lists applicants in numerical or-
der by application identification number. It contains the applicant
name, date the application was received, date the application was en-
tered, date the most recent letter was mailed, zone and current status.
It can be filtered by year, zone, and status.

We concur that the refined “Applications Dates Report” should provide an ac-
curate number of program applications for a given calendar year. The problem that
remains, however, is the distinction that needs to be made between “program appli-
cations” and “program participants.” While program application should equate on a
one-to-one basis for residential participants, such would not be the case for property
owners and businesses.

For example, it is clear from KOZ Program records that a single property
owner (e.g., a developer), who would legitimately be viewed as a single “program
participant,” may have many separate applications for many separate parcels of
land. Likewise, a single firm or business often has multiple applications for various
sub-units or subsidiary operations of the business enterprise. In such cases, the
business represents just one program participant even though it may have ten sep-
arate KOZ applications. While it may seem a technicality, it is not accurate to use

the terms “application” and “program participant” interchangeably when referring
to the KOZ Program.
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3. DCED Does Not Maintain Information on the Types or Nature of Business
Activity Generated by the Program.

Another key measure of the operation and effectiveness of an economic devel-
opment initiative such as KOZs is the nature of the businesses that participate in
and benefit from the program and the kinds of jobs they bring to the community. To
assess this measure, HR 115 requires that the LB&FC identify the kinds of busi-
nesses that participate in the KOZ Program and the types of new businesses that
have been created as a result of the program.

We found, however, that DCED does not collect or compile program-wide data
either on the specific nature and types of businesses that are enrolled in the KOZ
Program or the types of jobs and associated salaries/wages they generate. The pro-
vision of information on the applicant’s business type (for example, by business or
industrial classification types/codes) has not been a part of the application process
and it 1s not otherwise available at the DCED Central Office. Likewise, DCED does
not require or request that participating businesses supply information on the cate-
gories or types of jobs created or retained as a result of their KOZ status and/or the
salary/wage levels associated with created and retained jobs.

In attempting to analyze the nature of the businesses participating in the
KOZ Program, it was first necessary to determine the number of all program partic-
ipants that are actually operating businesses. As discussed in the previous subsec-
tion (“Number of Program Participants”), businesses, residents, and/or property
owners are enrolled in the KOZ Program. One of the three primary DCED print-
outs on program participants differentiates among applicants on this basis. Using
this listing for CY 2006, we determined that the reported split among these groups
was as follows: 41 percent businesses, 23 percent residents, and 36 percent proper-
ty owners. (See Table 4.)

The only information contained in the CY 2006 program applications regard-
ing the type of business applying for benefits is an indication of how the applicant
business reports to the Internal Revenue Service (IRS.) These classifications in-
clude LLC, C Corp, S Corp, Non-Profit, Trust/Estate, Sole Proprietorship, or Non-
Profit Authority and are not meaningful for purposes of responding to the question
posed by HR 115. No other information is present on the program application that
could identify businesses by type. DCED program staff indicated that Zone Coordi-
nators may be able to classify participating businesses by type but have not been
requested to do so in a comprehensive manner. The absence of this program data
on business types prevents the compilation and classification of data for purposes of
central office program management, legislative oversight, and public information.
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Table 4

Classification of KOZ Program Participants, by Region
(Based on CY 2006 Data)

Property
KOZ Residents Businesses Owners Total
1. NOMhWESE .....ovvvvvvvvriiiviveieverevevereees 24 152 144 320
2. SOUthWESE......cooeeieieieicececcccec, 17 117 153 287
3. NorthCentral ..........ooeevvvviiiieneennnns 0 107 127 234
4. Southern Alleghenies ................... 16 29 65 110
5. Northern Tier ....ccoeeeeeieiiieiiiiieeeeees 0 9 10 19
6. Central...c.ccooeovviieiieiiiiiiiiieeeee e 0 80 94 174
7. South Central.......ccccooeeviiiiiiiinnnnnn.. 34 63 45 142
8. Lackawanna/Luzerne .................... 197 311 393 901
9. Schuylkill/Carbon............c..ccoeunneee. 6 86 97 189
10. Lehigh Valley 18 66 45 129
11. Southeast............ 591 103 126 820
12. Philadelphia......... _0 453 120 573
0 =1 [ 903 1,576 1,419 3,898
% of Total ....coovvvveeiiiiieieeeeeeeeeeees 23.2% 40.4% 36.6% 100.0%

Source: Developed by LB&FC staff using information obtained from DCED program files.

We also sought to compile information on KOZ Program business types by ac-
cessing individual “business synopses” that program participants are to submit with
their program applications. As discussed further in part III1.A-10 of this section,
compliance with the business synopsis requirement has been low. Further, where
business synopses are found, their content is generally inconsistent with program
guidelines and does not allow for an accurate classification of the type of busi-
ness(es), involved.

As another means of assessing the nature of businesses currently in the pro-
gram, we selected a sample of KOZ Program participants from the 2006 program
listing and conducted internet searches and other follow-up to learn more about
their businesses. As a result of this activity, we compiled a listing of examples of
the kinds of businesses represented among CY 2006 program participants. (See
Exhibit 5.) Although not necessarily representative of the program as a whole, this
listing provides some perspective on the question.

In the absence of an actual business synopsis or other descriptive materials,
DCED can be in the position of approving for program participation many business-
es for which they have relatively little information. In such cases, staff generally
have even less information on the job-creating plans or capital investment potential
of the applicants. As discussed previously, all an individual or business needs to do
to gain entry to the program is to locate or relocate in a KOZ, KOEZ, or KOIZ, com-
plete and file an application for program benefits, and be in compliance with all
state and local tax laws and codes.
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Exhibit 5

Examples of Business Types Represented Among a
Sample of KOZ Program Participants

Apartment Rentals

Economic Development Corporation

Auto and Truck Repair

Electric Co-Op

Auto Body Repair

Electrical Contractor

Auto Sales Environmental Lobbying
Bakery Entertainment
Bank Financial Management

Beer Wholesaler

Food Service

Bio Research

Glass Processor

Biomedical Technology Education

HVAC Metal Fabrication

Cabinetmaker & Designer

Hedge Fund Management

Carpentry

Highway Paving

Carpet/Office Cleaning

Hi Tech Incubator

Casino and Racetrack

Hydraulic Presses Manufacturer

Catering

Ice Cream Store

Child Care Center

Importer/Wholesale Supplier of Toys and Hobby Goods

Clothing Manufacturer

Industrial Supplier of Hydraulic Rings

Coal Mining

Investment Banking

Coal Supplier

Investment Securities and Private Equity Funds

Collection Service

IT Technical Support

Commercial Janitorial Service

Laundromat

Commercial Real Estate

Law Firm

Commercial Producer of Insect Repellants and Plant
Growth Stimulators

Licensed Continuing Care/Skilled Nursing Facility

Computer Detective Firm

Limousine Service

County Economic Development Organization

Local Economic Development Authority

County Government

Local Economic Development Commission

Custom Millwork/Wood Products

Local Industrial Development Enterprise

Developer/Construction Company

Local Union

Discount Grocery Retailer

Manufacturer of Graphic Arts, Tools, and Supplies

Distribution & Repair of Survey Equipment and GPS

Manufacturer of High-Pressure Coolant Products

Distribution—Displacement Pumps

Manufacturer of Precision Turning and Milling Equipment

Distribution of Major Appliances and Consumer Electron-
ics

Manufacturing—Field Installation of Shielding
Systems

Direct Mail Advertising

Manufacturing—Roll Shop Equipment

Donut Shop

Meat Processing
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Exhibit 5 (Continued)

Medical Service Providers

Riggers and Warehousing

Metal Fabricator

Salon and Spa

Military Software Engineering and Design

Self Storage

Military Technology Developer

Senior Aging and Health Care

Mining-Coal Impoundment

Sightseeing Tours and Specialty Transportation

Moving and Storage

Software Development

Not-for-Profit Development Corporation

Specialty Displays

Office Furnishings Supplier

Specialty Wholesaler and Retailer

Package Delivery

Steel Pipe Manufacturer

Parking Garage

Structural Steel Erection

Personnel Service

Tax Law Consulting

Pharmacy

Technical Training School

Plant and Industrial Process Outsourcing

Thread and Needlework

Printing

Trolley Tours

Railroad Car Rebuilding and Repair

Trucking

Real Estate Development, Investment, Private Equity

Warehouse/Distribution

Restaurant

Waterways Shipper/Terminal

Retail Management and Consulting

Well Services—Pressure Pumping, Well Testing
and Other Related Activities

Retail Pharmacy

Wholesale Grocer

Retirement Home

Wine Importer

Note: This listing is intended to provide examples of the types of businesses and organizations that are KOZ partici-

pants; it does not represent a full and complete accounting of all business types in the KOZ Program.

Source: Developed by LB&FC staff from an internet search for business descriptions on a sample of KOZ project

applicants.
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Update on Related DCED Actions:

In discussions with DCED officials, we noted that collecting consistent infor-
mation on the types and nature of business activity generated by the KOZ Program
would require changes to the program application and/or strict enforcement of the
business synopsis requirement. DCED subsequently changed both the application
and modified the “business synopsis” requirement.

The KOZ Program guidelines and application in use at the time we began
this study had last been revised in April 2007. Since then, the DCED made a num-
ber of changes to the KOZ application process and to the application itself. Many of
the changes were of a minor editorial nature, but some were more substantive. Fol-
lowing the April 2007 revision, DCED subsequently issued modified versions of the
application and guidelines in September 2007, February 2008, and August 2008.

Although no major changes were made in the KOZ Program application and
record-keeping processes for 2007, the DCED did take additional measures during
2008 in an attempt to verify the data that was reported on the program applications
for CY 2007. After experiencing problems early in the year with the program’s au-
tomated application system, DCED staff contacted individual KOZ Program partici-
pants by telephone in order to confirm and verify their program application data for
CY 2007. Based on these contacts, DCED representatives also solicited information
upon which a preliminary classification of participating business types was done.
This effort resulted in the classification of businesses into one of the following cate-
gories: commercial, manufacturing, retail, research and development, holding com-
panies, and export.

Based on this classification, DCED reported jobs and capital investment in
the “2007 KOZ Update Report” it issued in November 2008. (See Table 5.)

Table 5

Reported KOZ-Produced Jobs and Capital
Investment, by Industry Sector

Capital
Sector Jobs Investment
CommMErCial ......ccovcvveeeeiiiiie e 19,034 $6,838,273,350
Manufacturing.......cccceeeeeveicviieeeeee e, 8,473 2,788,350,323
REtall ...oovvevieiee e 6,430 859,293,185
Research and Development..................... 344 116,800,008
Holding Companies........cccccovvveeeeiviinnnee, 445 83,504,796
EXPOrt ..o 75 9,500,000
TOtal i 34,801 $10,695,721,662

Note: Documentation supporting these figures was not available to LB&FC staff.
Source: Department of Community and Economic Development.

39



The DCED’s February 2008 revision made a substantive change in the appli-
cation. Prior to this time, a business located in a KOZ was to submit along with its
annual application “a synopsis of the business, which contains a description of the
business, job creation potential, and the anticipated capital investment.” In the
February 2008 revision, the synopsis requirement was deleted and changed to:
submit the application with “a description of the business.” This is a significant re-
vision in that, through file reviews, we had identified a substantial number of 2006
applicants who had not submitted the required business synopsis. With the 2008
revision, a space was provided on the application for the business to indicate busi-
ness type in lieu of having the applicant attach a written synopsis.

Several other significant changes to the application were made at this time,
including (1) adding a question on the first line of the application that asks whether
this is an initial or a renewal application, (2) adding a check-off for Type of Busi-
ness—whether manufacturing, commercial, retail, agriculture, research and devel-
opment, export, or other, (3) adding the aforementioned space after Business De-
scription with the notation “attach separate sheet if necessary,” and (4) for capital
investment requesting the “amount” rather than the “estimate” of public and pri-
vate investment in the KOZ site. A later revision also asks the applicant to indicate
the nature of products and services the business offers.

Presumably, information on applications received during 2008 and 2009 will
enable the Department to begin to compile and report improved data on the types of
businesses participating in the program and the nature of the products and services
they provide.
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4. Program Records Do Not Identify Participating Businesses as a New Business
Start-Up or an In-State or Out-of-State Expansion or a Relocation.

An analysis of the effectiveness of an economic development program such as
the KOZ Program also requires (1) a knowledge of the extent to which the program
is instrumental in generating new business start-ups; (2) the number of business
expansions that can be attributed to KOZ incentives; and (3) whether the KOZ Pro-
gram is a major determining factor in a business’ decision to relocate, especially
those decisions to relocate to Pennsylvania from an out-of-state location. We found
that information of this kind has not been collected through the program’s applica-
tion process and is not routinely recorded at the DCED Central Office level.

While program personnel may have a working knowledge or recollection of
the circumstances under which some program participants came into the program
and where they came from, program-wide information of this kind is not available.
Information of this kind is important for program evaluation purposes, for analyz-
ing and reporting on trends in the types of businesses locating within zones, and for
monitoring an important compliance requirement in the KOZ Act.

In reviewing historical program records, we observed that the Allegheny In-
stitute of Public Policy did compile information of this type on the KOZ “projects”
that were enrolled in the program as of 2002. The Institute presented this informa-
tion in the first “four-year report” on the program.5

At that time, the Allegheny Institute determined that a total of 391 KOZ
“projects” had been approved over the first four years of program operations. Of
this number, 262, or 67 percent were reported as “in-state” projects, meaning that a
business already located in Pennsylvania either relocated or expanded to a KOZ
property; 80, or 20 percent were identified as “start-ups” (i.e., a new business ven-
ture); and 49, or 13 percent, were classified as “out-of-state” projects, meaning that
a business located outside of Pennsylvania either relocated or expanded to a KOZ
site in the Commonwealth.

Information on whether KOZ participants are new business start-ups, in-
state, or out-of-state expansions, or business relocations is also necessary to deter-
mine compliance with a key provision of the KOZ Act. This provision relates specif-
ically to in-state business relocations and requires that any business existing in
Pennsylvania that moves from its current Pennsylvania location into a KOZ may
not receive any exemptions, deductions, abatements, or credits provided for in the
KOZ Act unless that business meets one of the following conditions:

5This is a statutorily-required report that DCED is to submit to the General Assembly every four years. For
completion of the initial report, DCED contracted with the Allegheny Institute of Public Policy. (See Section
IT1.D.2 for further information.)
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e increases full-time employment® by at least 20 percent in the first full
year of operation within the KOZ, or:

e makes a capital investment? in the property located within the KOZ
equivalent to 10 percent of the gross revenues of that business in the im-
mediately preceding calendar or fiscal year attributable to the business lo-
cation or locations that are being relocated to a subzone;

e enters into a lease agreement for property located within the subzone, im-
provement subzone or expansion subzone for a term at least equivalent to
the duration of the subzone and with the aggregate payment under the
lease agreement at least equivalent to 5 percent of the gross revenues of
that business in the immediately preceding calendar or fiscal year.

Our attempt to test compliance with this requirement was hampered by the
lack of complete and reliable data on existing Pennsylvania businesses that have
relocated to a KOZ in any given calendar year. We found that a comprehensive
record of “relocations”® is not available at the DCED Central Office and that the
Department does not have adequate internal measures in place to systematically
and reliably identify all businesses that would fit into this classification. We base
this conclusion on observations made during our file reviews. These observations
use, as a baseline, records we obtained from DCED’s Performance Monitoring Divi-
sion on the annual numbers of relocations they report as having been identified by
DCED staff for calendar years 2003 through 2006.

As shown on Table 6, DCED records show that the annual number of existing
Pennsylvania businesses relocating into a KOZ from a non-KOZ site somewhere in
the Commonwealth ranged from 4 in 2003 to 60 in 2006, or an average of 31 per
year.

We believe this annual average number of 13 relocations, and even the high
year of 60 in 2006, to be substantially understated. As noted earlier in this section,

6According to program guidelines, “Full-Time Employment” for the purpose of determining relocation com-
pliance is to coincide with the definition of full-time, permanent employment of the specific industry sector with-
in which the company operates.

™Capital Investment” is defined as (i) an undertaking to construct, repair, renovate, improve, equip, furnish, or
acquire any building, structure, facility, or physical betterment or improvement; (ii) land; or (iii) furnishing,
machinery, apparatus of equipment for building structure, facility or physical betterment or improvement, the
term includes soft costs related to the project (including items directly related to the completion of the project,
e.g., professional services/consultants, architectural fees, engineering fees, inspection fees, insurance, environ-
mental assessment, legal fees, closing costs and contingencies). Soft costs may not exceed 10 percent of the cap-
ital investment.

8The KOZ act defines a relocation as “any business that relocates from outside” of a zone as being subject to ad-
ditional requirements to qualify for program benefits. While existing businesses that are expanding into a KOZ
are not subject to the additional requirements in the act to receive program benefits, program guidelines indi-
cate that, if any part of the existing business operations, equipment, or employees are relocated into a qualified
zone, DCED is to deem such action as a relocation.
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Table 6

Number of KOZ Program Participants the DCED
Identified as In-State Business Relocations
(Calendar Years 2003 Through 2006)

Compliance Option Selected

Total Number of Increase Increase Lease/Gross
CY Business Relocations Employment Cap. Invest. Revenues
P20 [0 S 4 4 0 0
2004.......ccoveen 22 13 9 0
2005......ccciieeen 382 25 11 0
2006 ......cccverrennns _60 38 12 10
Totals ... 1242 80 32 10

A|ncludes two firms that went out-of-business.

Source: Developed by LB&FC staff using information obtained from the DCED.

the Allegheny Institute found that 262, or 67 percent of the 391 KOZ projects ap-
proved in the first four years of the program were in-state relocations and expan-
sions. It is very unlikely that the number of in-state relocations would drop over
the next four years to only 124, especially when the total number of KOZ projects
exceeded 3,000° compared to a total of 391 between 1998 and 2002.

Further, through just a partial review of 2006 program files, we identified
several participants that should be classified as relocations but that do not appear
among the 60 relocations shown on the 2006 listing we obtained from the DCED’s
Program Monitoring Division.

DCED'’s ability to comprehensively identify program participants that are re-
locating businesses can be traced to general deficiencies in the program’s manage-
ment information system and specifically to the Department’s failure to capture da-
ta on business type at the time of application (i.e., a new business start-up, an in-
state expansion or relocation, or an out-of-state expansion or relocation).

For example, the KOZ application does not contain a field whereby applicants
indicate whether they are an existing business relocating into a KOZ (and therefore

9As noted in several other findings, the exact number of KOZ projects or participants in the years 2003 through
2006 cannot be determined from existing DCED files.
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subject to the additional program requirements).19 In the absence of such a field,
DCED staff have relied on an alternative method in attempting to identify relocat-
ing businesses.

The alternate method is dependent upon Site Development Division staff first
1dentifying applicants that are first-time participants in the program. DCED staff
then sends those applicants who are identified as first-time participants a letter
(copied to the appropriate KOZ Coordinator). This correspondence is intended to
confirm the recipient’s identification as a new applicant and requests a business
synopsis of the company; identification of whether the company is a start-up moving
into Pennsylvania from out-of-state, or relocating from within the state; and, if the
company is the property owner, requesting submission of either proof of purchase/
ownership of the property or a signed copy of the lease between the company apply-
ing for KOZ benefits and the property owner.

The applicant must return this letter to DCED within 30 days to avoid denial
of program benefits. If the applicant’s response indicates that a business is in oper-
ation in the Commonwealth and is moving into a KOZ to conduct business, the Site
Development Division classifies the business as a relocation. When this classifica-
tion is made, the Site Development Division notifies the Performance Monitoring
Division which, in turn, sends another letter to the applicant indicating that they
must meet one of the three statutory requirements previously cited (i.e., a 20 per-
cent employment increase, a 10 percent capital investment increase, or specified
lease agreements).1!

Within 30 days of the receipt of this letter, the applicant must then deter-
mine which of the three criteria on which to be evaluated for program eligibility,
and notify DCED in writing of its selection. Upon receipt, the Performance Moni-
toring Division sends a commitment letter to the applicant that confirms the re-
quirement selected and the date on which compliance will be checked.

DCED also sends an official monitoring form/affidavit to the affected busi-
ness. This form is to be signed, notarized, and returned to the Performance Moni-
toring Division by the business to affirm compliance with the selected relocation re-
quirements through the presentation of data on the requirement imposed upon that
business (e.g., job figures, capital investment totals, etc.). Qualified businesses that

10While existing businesses that are expanding into a KOZ are not subject to the additional requirements in the
act to receive program benefits, if any part of the existing business operations, equipment, or employees are
relocated into the KOZ, DCED will deem such action as a relocation. If the business is a relocation, the letter
requests the address of the company prior to moving into the zone, whether the company is bringing any em-
ployees or equipment from such address to the zone, and the projected number of full-time jobs in the zone.
HPDCED, in consultation with the Department of Revenue, may, however, waive or modify the requirements of
this subsection, as deemed appropriate. Relocating businesses must request a modification to the requirements
of this subsection within 30 days of receiving their initial relocation notification letter. We were not able to ob-
tain data on the number of such waivers of this type that had been granted in CY 2006, to whom they were
granted, and for what reasons.
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are required but fail to meet the relocation requirements of the program are subject
to the revocation of future benefits and the repayment of benefits previously re-
ceived.

DCED staff advised us that all 124 of the “in-state relocating businesses”
listed on Table 7 had complied with the statutory relocation provisions and, there-
fore, were eligible for program benefits.

In January 2009, we examined compliance affidavit records for these 124
businesses in the files of the DCED’s Performance Monitoring Unit. Because the
DCED does not conduct any on-site verification, the affidavit is the only documenta-
tion available that indicates whether a particular business has met its KOZ reloca-
tion requirement. The table below summarizes the results of our compliance re-
view.

Table 7

Number of Participating Businesses That Verified Compliance
With KOZ Program Relocation Requirements
(CY 2003 Through CY 2006)

Number of Businesses

2003 2004 2005 2006 2007

Number That Relocated.................. 4 22 38 60 124
Results of LB&FC File Review
1. Have a Notarized Affidavit:

NUMDEr ..., 3 9 7 26 45

Percentage........ccccccoovccnnveeeennn. 75.0% 40.9% 18.4% 43.3% 36.3%
2. Affidavit — But Not Notarized:

Number .......ccccccevvie 1 1 0 0 2

Percentage..........cccccceviininnnnnnn. 25.0% 4.5% 0.0% 0.0% 1.6%
3. No Information in File:

Number .....cccoevveiiiiiiiceeeeee, 0 11 31 34 76

Percentage..........ccccceeiiniiinnnn. 0.0% 50.0% 81.6% 56.7% 61.3%
4. Other — Facility Not Ready:

NUMDEr ..., 0 1 0 0 1

Percentage........ccccccovecnneeeeennnn. 0.0% 4.5% 0.0% 0.0% 0.8%
5. Totals:

NUmMber .......ccccvvveiie 4 22 38 60 124

Percentage.......cccccocevevinneennnnn. 100.0% 100.0% 100.0% 100.0% 100.0%

Source: Developed by LB&FC staff based on an examination of DCED affidavit compliance files.

As indicated above, the Performance Monitoring Unit’s records indicated that
of the 124 identified relocations, only 45 (36 percent) had a properly notarized and
valid affidavit (i.e., an original DCED form that is signed by a responsible member
of the firm or its representative and that has been embossed with the seal of a nota-
ry) certifying that they had complied with the agreed-upon relocation requirement.
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In six additional cases, other related information was in the file about the
company either related to its relocation status or compliance status. In three cases,
the affidavit indicated that the business had met a different requirement than the
one selected or indicated on the information received from the Performance Moni-
toring Unit. For example, the affidavit indicated the business hired one additional
employee, whereas information indicated they were to have increased their capital
investment. Also, two affidavit forms were submitted but not notarized. Finally, in
one case, construction on the company’s facility had not been completed in time to
be subject to monitoring.

We also sampled approximately one-third of the entries on the DCED’s “New
Business Report” for CY 2006. Although relocating businesses are not to be in-
cluded on the “New Business Report,” we found six businesses that were clearly re-
locations and that should have been subject to meeting the relocation requirements.

In summary, we concluded that the procedures and controls in place are not
sufficient to properly identify all existing Pennsylvania businesses that are relo-
cated into a zone and are, therefore, subject to additional compliance and reporting
requirements.

Update on Related DCED Actions:

In an attempt to improve its ability to identify relocating businesses, DCED
has updated the KOZ online application to include a field that asks applicants to
indicate whether their application is an initial submission or a renewal application.
The process is then to work as follows:

e Each time an “initial” business is entered into the DCED system, an ini-
tial business letter is to be generated. A copy of this letter is to be saved
as part of the permanent record in the digital file. The purpose of this let-
ter is to discover the circumstances under which the applicant is coming
into the zone. Many times a business is moving from somewhere in Penn-
sylvania into a zone and should be “flagged as a relocation.”

e Ifitis determined that this business is relocating from inside Pennsylva-
nia, an initial relocation letter is to be mailed. A copy of this letter is to be
saved in the “applications digital file.” The initial relocation letter ex-
plains that certain requirements must be met if they are to receive bene-
fits. Currently, DCED’s policy is that the only acceptable requirement is
creating an increase of jobs by at least 20 percent. Also a relocation field
in the database is to be marked for the permanent record.

e If a business chooses to pursue meeting a requirement, a commitment let-
ter is to be drawn up and signed by the Deputy Secretary for Business As-
sistance and the business. A copy of the signed letter is to be sent to
DCED’s Monitoring Division. When the monitoring date approaches, an
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affidavit is to be sent to the business. Every agreement is to be saved on
the digital file along with the original signed letter in a folder for reloca-
tion agreements. Under no circumstances is a business to receive benefits
without meeting the relocation obligations.

While DCED recognizes the need to maintain an improved capability to iden-
tify and monitor “relocations,” staffing deficiencies in the Department’s Program
Monitoring Division were hampering these efforts as of May 2009.
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5. The DCED Does Not Have Complete and Accurate Data on Job Creation and
Job Retention Resulting From the KOZ Program.

Job Creation as a Program Objective

Unlike similar programs in other states and many other Pennsylvania eco-
nomic developed programs, the KOZ Act does not specifically cite job creation and
job retention as program objectives or require that program participants commit to
creating or retaining a certain number of jobs as a condition of their participation in
the program. However, given the program’s stated legislative intent, “to foster eco-
nomic opportunities in this Commonwealth to facilitate economic development, sti-
mulate industrial, commercial and residential improvements and prevent physical
and infrastructure deterioration of geographic areas within this Commonwealth,”
there is clearly an implied expectation on the part of the state that a program par-
ticipant’s operation in a KOZ should result in job creation and retention. However,
no specific commitment on the part of the businesses is required, nor are program
participants required to provide job projections or estimates as a condition of initial
participation or continuation in the program.

While not explicitly stated in law, the number of jobs that have either been
created or retained as a direct result of the KOZ initiative is perhaps the key meas-
ure of the program’s performance. In recognizing the importance of this measure,
HR 115 requires that the LB&FC report on the KOZ Program “include an estimate
of the total number of new jobs that have been created since the program’s incep-
tion.” We examined DCED records on the KOZ Program in an attempt to determine
the total cumulative number of new jobs that have been created since the inception
of the program as well as the number of jobs created and retained by the KOZ Pro-
gram in calendar years 2006, 2007, and 2008.

Job Creation Since Program Inception

HR 115 specifies that the LB&FC report on the KOZ Program include infor-
mation on the total number of new jobs that have been created by the KOZ Pro-
gram. Some DCED program materials and press releases have, in the recent past,
stated that the KOZ Program has resulted in the creation of 63,966 new jobs and
the retention of over 48,158 jobs since the KOZ Program began in 1999. (See Table
8.) These figures appear to have come from a “Four-Year KOZ Program Report”
prepared by the DCED in 2007 but not publicly released due to data discrepancies
identified during the course of this study and discussed later in this section.12

The source data upon which these figures are based was not available to
LB&FC staff. Further, DCED does not have program records for the period 1998

12See II1.D-2 for further information.
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through 2002, and although some aggregate figures for this time period have been
cited, DCED officials generally acknowledge that jobs data in the early years of the
program most likely included both “actual and anticipated employment.” We, there-
fore, conclude that these figures, 63,966 new jobs and 48,158 job retentions are not
supportable and are not valid for program reporting, legislative oversight, or evalu-
ation purposes.

Table 8

Reported KOZ Job Creation and Retention, by Region*
(Based on DCED “Four-Year Program Report,” 2002-2006)

Jobs Jobs Total Jobs
Region Created Retained in Zone
Northwest ....................... 5,048 4,498 9,546
Southwest........cccevvvennnnne. 3,406 4,401 7,807
North Central .................. 4,982 3,198 8,180
Southern Alleghenies ..... 2,785 1,255 4,040
Northern Tier .................. 537 322 869
SEDA-COG (Central) ..... 1,158 4,216 5,374
South Central.................. 1,923 2,256 4,179
Lackawanna/Luzerne ..... 10,993 8,583 19,576
Schuylkill/Carbon............ 9,964 888 10,852
Lehigh Valley.................. 2,560 1,655 4,215
Southeast .......ccceeeeeeeennnn. 4,508 6,082 10,590
Philadelphia.................... 16,102 10,804 26,906
State Totals ................. 63,9662 48,1582 112,1342

*IMPORTANT NOTE: The report from which the data on this table was drawn was provided to LB&FC staff in Sep-
tember 2007 prior to its public release. Because of discrepancies we identified in the report, the DCED did not public-
ly issue the report and subsequently developed a revised report entitled “KOZ Program Update Report.” See Section
111.D.2 for further information.

aThe figures shown above are derived from DCED internal KOZ “jobs and investment” summaries. For reasons
stated in this section of the report, they are not considered accurate for legislative oversight and program evaluation
purposes.

Source: DCED “Keystone Opportunity Zone Four-Year Report,” September 2007 (unpublished).

Job Creation/Retention in CY 2006

Because of the apparent unreliability of the jobs data in the “Four-Year Re-
port,” we sought an alternative method of calculating a jobs created and jobs re-
tained figure for one year, CY 2006. To do this, we used individual “jobs and capital
investment” reports obtained from DCED for each of the 12 KOZ regions.

These internal reports are a compilation of jobs information self-reported to
DCED by program participants on their annual program applications. Using these
reports, we calculated that program participants reported a total of 34,547 job crea-
tions and 13,077 job retentions on their 2006 KOZ Program applications. (See Ta-
ble 9.)
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Table 9

Reported KOZ Job Creation and Retention*
(Based on CY 2006 KOZ Program Applications)

Jobs Jobs

Region Created Retained
Northwest ..........ccccevvvvenes 2,614 1,103
Southwest.......ccceeeeeeennnn. 2,278 1,066
North Central.................. 2,769 1,169
Southern Alleghenies .... 1,305 226
Northern Tier ................. 102 105
SEDA-COG .....ccceeeennnnn. 1,062 640
South Central................. 1,389 435
Lackawanna Luzerne .... 6,312 1,842
Schuylkill/Carbon........... 2,158 83
Lehigh Valley................. 1,964 651
Southeast .........cccccveeee... 4,421 2,041
Philadelphia................... 8,173 3,716

Total....covevieiieeeieee 34,5472 13,0772

*IMPORTANT NOTE: The report from which the data on this table was drawn was provided to LB&FC staff in Sep-
tember 2007 prior to its public release. Because of discrepancies we identified in the report, the DCED did not public-
ly issue the report and subsequently developed a revised report entitled “KOZ Program Update Report.” See Section
111.D.2 for further information.

aThe figures shown above are derived from DCED internal KOZ “jobs and investment” summaries. For reasons
stated in this section of the report, they are not considered accurate for legislative oversight and program evaluation
purposes.

Source: DCED “Keystone Opportunity Zone Four-Year Report,” September 2007 (unpublished).

In the process of examining these reports, however, we encountered a number
of questions and issues that also undermine the credibility of the reported jobs data.
These questions, which are listed below, apply equally to the jobs data from the
DCED’s “Four-Year Program Report”that is discussed earlier in this section:

— The reported figures are not based on common, uniform definitions of “job
creation” and “job retention”; such definitions are not included with the
program application or otherwise clearly communicated to the applicant.

— All job creation and job retention data available from DCED is self-
reported by KOZ Program participants on their annual program applica-
tions and, in some cases, appears to reflect both actual and “anticipated”
employment.

— It is not clear whether the number of jobs created and retained as re-
ported by a given participant is a cumulative, multi-year figure, or an un-
duplicated, single-year number.

— DCED does not audit or spot-check any of the job creation/retention
figures submitted by businesses in the program or require that KOZ
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participant officials officially certify or that Regional KOZ Coordinators
verify reported KOZ-induced employment gains.

— All of the jobs created and retained that are claimed on the KOZ Program
application submitted by an individual business are credited in full to the
KOZ Program, even though the reporting business may simultaneously be
receiving state economic development grants or other forms of assistance
in addition to the KOZ benefits. For example, a KOZ participant may at
the same time be receiving other forms of state economic assistance
through such programs as Customized Job Training, Opportunity Grants,
Machinery and Equipment Loan funding, and/or other forms of state eco-
nomic development aid.!3

In addition to these factors, we found various irregularities and inconsisten-
cies in internal DCED printouts referred to as “jobs and capital investment reports.”
For example, we found some instances of exact double-listing of businesses and,
therefore, double-counting of reported jobs figures.

Because of the problems identified with the job creation and job retention da-
ta contained in the draft 2006 (prepared in CY 2007) “Four-Year Report,” the DCED
decided not to publish and issue the report. Instead, the Department initiated a
process during CY 2008 in which staff individually contacted KOZ participants in
an attempt to verify all reported job creation and capital investment data.

From this survey, the DCED prepared a revised “KOZ Four-Year Program
Report” and 1ssued it in November 2008. This report attributed the creation of
34,801 “new jobs” to the KOZ Program since its initiation, down by 29,165, or 46
percent, from the job creation figure reported in the original draft of the “Four-Year
Report.” With the publication of this revised report, DCED also discontinued the
reporting of the measure “jobs retained.” We requested but, as of early May 2009,
had not yet received the DCED’s internal documentation of the 34,801 figure. A
breakdown of the revised job creation figure, by KOZ Region, is shown on Table 10.

13Companies in the KOZ Program may also receive benefits from other economic development programs admi-
nistered by DCED. The DCED was not able to provide specific information on the number of KOZ participants
receiving economic development assistance from other Department-administered programs or the amounts they
received from the other non-KOZ sources.
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Table 10

KOZ Job Creation
(Based on 2008 DCED Survey of CY 2007 Applications)

Region Jobs Created
Northwest .........ccccc...... 2,884
Southwest........ccccccen..... 1,420
North Central ................. 2,200
Southern Alleghenies .... 1,643
Northern Tier ................. 586
SEDA-COG ......ccceen.... 695
South Central................. 776
Lackawanna Luzerne .... 6,466
Schuylkill/Carbon........... 3,743
Lehigh Valley ................. 1,138
Southeast ......cccceeeennnne. 3,680
Philadelphia................... 9,624

Total.....ccooveieee 34,8552

aThe total reported here is 54 jobs higher than shown in the “Four-Year Report” due to the addition of data from ap-
plications that were in-process and not counted when the “Four-Year Report” was run.

Source: Department of Community and Economic Development survey, CY 2008.

Update on Related DCED Actions:

For CY 2007, DCED modified the application and the database in which all of
the information contained in the application is compiled. A decision was made to
change the application by eliminating the terms “created” or “retained” for reporting
jobs. The application requests that businesses report the number of full-time jobs
at a KOZ site when the business first moved into the KOZ and the number of full-
time jobs at the site “now.” The former number is meant to provide a base number
and the latter number is meant to exhibit how a company has grown during its time
spent in the KOZ Program. DCED explained this as follows:

“Full-time jobs at KOZ site when first moved to KOZ” is explicit and
self-explanatory. This number should remain static over an appli-
cant’s time in the KOZ. This is the base number and can show how a
business has grown in the zone during their lifetime.

“Number of full-time jobs at KOZ site now” provides the number of jobs
at the time of making an application. It is the most current number of
jobs at the site. This is the best figure to show how many jobs there
are, and how far they’ve come.

While this explanation is reasonable, it is not essentially different from
prior application wording and still does not allow the Department to determine the
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number of jobs gained or lost during a given calendar year or reporting period and
does not account for part-time positions.

In addition to modifications made to the application, DCED is also in the
process of structuring a monitoring system that will be implemented primarily by
the KOZ coordinators. Jobs data will continue to be self-reported by businesses, but
the KOZ coordinators will now be required to perform spot-checks to verify the ac-
curacy of numbers reported to DCED. KOZ coordinators will be called upon to per-
form increased monitoring and reporting duties that are documented in the Keys-
tone Coordinator Program guidelines (released in March of 2009). Included among
the enhanced scope of services to be provided by KOZ coordinators are obligations to
complete local approval forms for each new applicant, assist in collecting data (in-
cluding jobs and investment data) as requested at any time by DCED.

Despite the efforts of DCED to improve the application and database, actual
job creation and retention numbers that can be attributed directly to the KOZ Pro-
gram are still difficult, if not impossible, to determine. As previously noted, other
economic development programs could be partially responsible for job creation. The
KOZ application does not collect data pertaining to businesses’ participation in oth-
er programs. DCED indicated that this information should be retrievable from oth-
er databases and that a cross-comparison could be performed to discover which
businesses are enrolled in other programs. DCED has stated that staff is working
to determine the best way to collect this information on the KOZ application. This
data is not, at present, readily available or accessible. Currently, information is col-
lected from the KOZ applications for the KOZ Program and from the Single Applica-
tion for other economic development programs. The information collected from each
application gets transferred to its respective database, but a central repository for
data of this nature does not exist.
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6. Reliable Figures Are Not Available on the Amounts of Capital Investment
Generated as a Result of the KOZ Program.

As 1s the case with job creation and retention, the KOZ Act also does not spe-
cifically require that program participants commit to any amount of capital invest-
ment as a condition for the approval of an application for KOZ status. Again, how-
ever, as with job creation and retention, there is an implied expectation on the part
of the state that a program participant will engage in some degree of capital in-
vestment in furtherance of the program’s economic development and community re-
vitalization objectives.

In order to address various questions raised in HR 115 (e.g., program benefits
and cost-effectiveness), we requested data from DCED on certain program measures
that would be needed to make such determinations. The amounts of capital in-
vestment generated by KOZs both since the start of the program and during the
most recently completed reporting period was one of these measures.

In response to this request, we received a draft copy of the DCED’s 2006
“Four-Year KOZ Program report.” This report, which is required by statute,4 in-
cluded capital investment figures for each of the program’s 12 regions. As shown on
Table 11, the capital investment figures contained in this report totaled $17.6 bil-
lion for the 12 KOZ regions, presumably for the period 2002 through 2006.

Table 11

Reported KOZ-Related Capital Investment Totals, by Region*
(Based on DCED “Four-Year Program Report,” 2002-2006)

Capital Capital
Region Investment Region Investment
Northwest...........oeeee.... $1,008,904,765 South Central.................. $ 490,299,969
Southwest ..........cceeeeeeeen. 2,562,096,146 Lackawanna/Luzerne ..... 2,471,192,483
North Central.................. 735,328,129 Schuylkill/Carbon............ 1,480,825,765
Southern Alleghenies..... 337,762,394 Lehigh Valley.................. 566,561,956
Northern Ti€r......c.occo.... 15,840,000 Southeast ............ovvvuenn... 4,060,773,306
SEDA-COG (Central)..... 487,087,743 Philadelphia.................... 3,383,729,439
Total....oooeeeeieeeeeeeein, $17,600,402,0952

*IMPORTANT NOTE: The DCED report from which the data on this table was drawn was provided to LB&FC staff in
September 2007 prior to its public release. Because of discrepancies we identified in the report, the DCED did not
publicly issue the report and subsequently developed a revised report entitled “KOZ Program Update Report.” See
Section 111.D.2 for further information.

aThe figures shown above are derived from DCED internal KOZ “jobs and investment” summaries. For reasons
stated in this section of the report, they are not considered accurate for legislative oversight and program evaluation
purposes.

Source: DCED “Keystone Opportunity Zone Four-Year Report,” September 2007 (unpublished).

14See part I11.D.2 for further discussion of this required four-year report.
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We attempted but were unable to verify the figures shown on Table 11. Our exami-
nation of them raised the following issues:

— The reported figures are not based on a common, uniform definition of
“capital investment”; such a definition is not included with the program
application or otherwise clearly communicated to the applicant.15

— The figures are self-reported by program participants, and DCED does not
spot-check or otherwise require certification of the accuracy of these fig-
ures.

— It is not clear whether the figures represent a point-in-time, a specific
time period (e.g., 2002 to 2006), a single CY reporting period, or a cumula-
tive capital investment total since the inception of the program.

— It is not clear whether the figures include both public (e.g., funded by mu-
nicipalities and/or other economic development programs) as well as pri-
vate capital investment or private investment only.

— Some figures may represent actual investment while others likely include
both actual and anticipated or projected investment.

— The full capital investment amount that is reported on the KOZ Program
application is attributed, in full, to the KOZ Program although the report-
ing business may simultaneously be receiving state economic development
grants or other forms of state economic assistance in addition to KOZ-
related tax exemptions, deduction, abatements, and credits. In such case,
1t is reasonable to assume, but almost impossible to quantify, that some
amounts of the total capital investment figure would be assignable or at-
tributable to one or more of the other non-KOZ sources of economic devel-
opment assistance.

The issue of not knowing to what specific timeframe the capital investment
figures apply is especially problematic. For example, assume Business X has been
located in a KOZ since 2003 and in each year from CY 2003 through CY 2006 the
business made a $5 million capital investment. Then assume Business X has inter-
preted the DCED application as requiring that it report its capital investment on a
cumulative basis. On this basis, Business X’s applications as well as DCED records
would show a $5 million capital investment in CY 2003, a $10 million investment in
CY 2004, a $15 million investment in CY 2005 and a $20 million investment in CY
2006. For Business X, this could be read as a total $50 million investment over four
years when, in fact, the company’s capital investment was $5 million each year, or a
total of $20 million.

15Program guidelines include a definition of “capital investment” for purposes of the provision that relates to
existing Pennsylvania businesses relocating to a KOZ. The program application does not include any reference
to this or another definition.
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Another business, Business Y may also have made a capital investment of $5
million in CY 2003 but no further capital investment in subsequent years. It ap-
pears that in such a case, some businesses may report the $5 million on the 2003
application only, while others may report the $5 million in CY 2003 but then also to
report the same amount on each of their CY 2004, 2005, and 2006 applications
since, in their view, that is the cumulative amount of their capital investment.

We concluded that the absence of clear and uniform reporting instructions
coupled with the record-keeping system employed by DCED and the resulting lack
of clarity in what the capital investment dollar figures represent does not allow an
accurate determination of the actual amount of capital investment made by pro-
gram participants.

Because DCED was not able to address these issues, or provide back-up to
substantiate the investment data, we advised Department officials that we would
not be able to use the “Four-Year Report” as a source document and requested an
alternative means of compiling data on KOZ-related capital investment.

Due, at least in part, to the problems identified with the capital investment
data, the DCED decided to postpone the public release of the 2006 “KOZ Four-Year
Report.” Although the report was not issued, DCED did use the report’s aggregate
total capital investment figure of $17.6 billion in various public information releases
and on the program’s website. The use of this figure, however, was also later dis-
continued because it overstated KOZ-associated capital investment.

We subsequently attempted to calculate and verify a capital investment fig-
ure for CY 2006. To do this, we used individual “jobs and capital investment” re-
ports for each of the 12 KOZ regions. Using this method, we arrived at a figure of
$6.5 billion for CY 2006 (see Table 12).

When examining these reports, however, we encountered even with the $6.5
billion figure essentially the same data issues stated above. For example, neither
the application nor the associated instructions precisely define the term “capital in-
vestment.” Also, neither the application nor associated instructions indicate wheth-
er the capital investment the participants are reporting is cumulative (from the be-
ginning of its participation in the KOZ Program until the present time) or if the
amount reported is for the current calendar year only (i.e., CY 2006). Therefore,
some businesses could be reporting for a single year, whereas others could be re-
porting a cumulative total that would include capital investments made the current
year as well as all previous years.
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Table 12

Reported KOZ-Related Capital Investment Totals, by Region*
(Based on CY 2006 KOZ Program Applications)

Capital Capital
Region Investment Region Investment

Northwest..........ccoeeeveieeeenene $ 333,947,078 South Central................ $ 167,110,028
Southwest........ccocoeeeeeeriennee. 673,426,395 Lackawanna Luzerne.... 772,973,179
North Central...........cc......... 175,173,330 Schuylkill/Carbon .......... 254,515,443
Southern Alleghenies......... 106,206,232 Lehigh Valley ................ 166,377,705
Northern Tier......ccoeeeeeeeenens 2,495,410 Southeast...........cccceeee, 2,125,895,426
SEDA-COG (Central)......... 312,010,422 Philadelphia .................. 1,442,430,493

o] = | P $6,532,561,141

*IMPORTANT NOTE: The figures shown above are derived from DCED internal KOZ “jobs and investment” summa-
ries. For reasons stated in this section of the report, they are not considered accurate for legislative oversight and
program evaluation purposes.

Source: Developed by LB&FC staff using information obtained from the DCED’s KOZ Program records.

We also observed other difficulties related to possible multiple counting of re-
ported investment figures. As discussed in other sections of this report, there are
program participants who have several applications on file for what appear to be
the same business. These businesses, in many cases, report the same capital in-
vestment figure on each of their separate applications. If this is only one business,
then the numbers reported become redundant and serve to further inflate the over-
all capital investment numbers for the KOZ Program.

To illustrate, assume Business Z has three applications on file for CY 2006.
Each application is for a business entity with a slightly different name (e.g., Busi-
ness Z; LP; Business Z, Inc.; and Business Z Ltd.), but each business has the same
address and the same CEO. Each application submitted reports that a $15 million
capital investment has been made. Currently, it is not possible to determine from
the available data whether or not the actual investment made by Business Z was
$15 million only or if it was $45 million, with $15 million being reported as the capi-
tal investment amount associated with each of the three separate applications sub-
mitted by Business Z. While this uncertainty exists, current DCED reporting and
tabulation methods would count the $15 million separately for each application and
consider $45 million to be the total capital investment figure for Business Z.

In short, the lack of uniform definitions and standardized reporting of data as
well as data and file management issues have created a situation in which it is im-
possible to accurately determine or independently verify capital investment
amounts. We, therefore, conclude that for CY 2006 and years previous, reliable
KOZ-related capital investment figures are not available.
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Update on Related DCED Actions:

DCED reports that it has clarified the KOZ application so that a business is
asked to report only the actual capital investment for the current calendar year.
Previously, the application did not request that businesses report the actual in-
vestment amount (as opposed to anticipated or projected investment) or that busi-
nesses should report only for the current year.

In addition, as previously mentioned regarding verification of jobs data, KOZ
coordinators will have to abide by obligations that are documented in the Keystone
Coordinator Program guidelines, including the collection and verification of jobs and
investment data. This is intended to provide necessary additional monitoring that
could lead to more accurate data.

While these modifications indicate a measure of progress for improved data
collection purposes, they still do not allow DCED to have even a reasonable esti-
mate of how much capital investment has been made throughout the course of the
program, nor do these changes allow for differentiation between public and private
investment. Also, as with the jobs data, it 1s difficult, if not impossible, to deter-
mine if investments made should be attributed directly to the KOZ Program or to
other economic development programs. As the data collection process (via the KOZ
application) stands today, even with the recent changes, there is no reliable way to
determine what percentage of an investment should be attributed to which econom-
ic development program.
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7. To Date, the Program Has Not Been Closely Monitored to Determine If/When
the “Clawback,” or Recapture Provisions of the KOZ Act Should Be Invoked.

The KOZ Act contains a “clawback,” or recapture, provision. This provision
permits DCED and the Department of Revenue to recapture benefits from business-
es that have received KOZ benefits and subsequently moved out of a Keystone Op-
portunity Zone within the first five years of location in the zone. Specifically, the
act provides that:

If any qualified business located within a subzone or expansion sub-
zone has received an exemption, deduction, or credit under the KOZ
Act and subsequently relocates out of the zone within the first five
years of locating in a subzone or expansion subzone, that business
shall refund to the state and political subdivisions which granted the
exemption, deduction, abatement, or credit received in accordance with
the following: (1) within three years, 66 percent payback, (2) three to
five years, 33 percent payback.

This provision applies to both state and local tax benefits received un-
der the program. We sought information from DCED on the number of times
they have invoked the clawback provision in the 11-year history of the pro-
gram and the amounts of foregone revenues recovered from the involved
businesses. DCED officials told us that the KOZ clawback/recapture provi-
sion has never been used.

Past procedures and practice related to the monitoring of the recapture
provision are unclear. Neither the “2002 Four-Year KOZ Program Report”
nor the more recent “2007 Update Report” refers to recapture. While past ac-
tivity related to this provision is not documented, current references appear
in both the “KOZ Program Guidelines” and the “KOZ Procedure Manual.”
The responsibility for monitoring and implementing this provision rests with
DCED'’s Site Development Division and the Program Monitoring Division.
However, DCED, in consultation with the Department of Revenue, also has
the option of waiving or modifying the recapture provisions. On this subject,
the KOZ Act provides that the recapture provisions can be waived or modified
if it is determined that the business relocation was due to circumstances
beyond the control of the business, including, but not limited to:

e Natural Disaster
e Unforseen Industry Trends
e Loss of Major Supplier or Market

The “KOZ Procedure Manual” further states that the list in the statute can be ex-
panded upon and states:
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The list of factors below, consistent with criteria used by other DCED
business assistance programs, may be considered in granting any
waivers or modifications applicable to tax obligations/penalties.

e Natural or Other Disaster

e Unforeseen Industry Trends

e Lack of Available Labor Force

e Loss of Major Supplier/Market

Expansion of the statutory listing reportedly occurred as a result of a legal opinion
issued by DCED counsel in the early years of the program.

According to the former Director of the DCED’s Performance Monitoring Di-
vision, this opinion held that businesses receiving program benefits that move out of
a KOZ within the first five years of locating due to going out-of-business or other
circumstances not substantially controllable by the business (such as a business
having their building lease revoked) are not subject to the repayment requirement
in law.

Records we obtained from the Performance Monitoring Division show that
the DCED has identified just seven businesses that left a KOZ since the program
was initiated and thus were potentially subject to the clawback provision. In each
of these cases, DCED accepted the reasons given by the business for their leaving
the zone and did not seek benefits recapture. (See Exhibit 6.)

Exhibit 6

Businesses Identified by DCED as Potentially
Subject to “Clawback Provisions”

Last
Application Reason
Filed for Relocation Notes
Business A....... 2001 Landlord/Lease Issue Company relocated but remained in
Pennsylvania
Business B....... 2001 Outgrew Existing Space Company relocated but remained in
Pennsylvania
Business C ...... 2001 Consolidation NA
Business D ...... 2003 Outgrew Existing Space Company relocated but remained in
Pennsylvania
Business E....... 2003 Business Sold Company relocated but remained in
Pennsylvania
Business F....... 2003 Landlord/Lease Issue Company relocated but remained in
Pennsylvania
Business G....... 2005 Outgrew Existing Space Company relocated but remained in

Pennsylvania

Source: Department of Community and Economic Development.
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Given the unstructured nature of available central office and local records,
we did not attempt to identify other participating businesses that may have left the
program and been potentially subject to the recapture provisions. However, it
seems unlikely that over ten years of program operation and the thousands of busi-
nesses that have participated in the program, that there were only seven instances
of businesses leaving a KOZ and being potentially subject to the “clawback provi-
sions.”

Program monitoring deficiencies identified in other sections of this report, in-
cluding the documented problems DCED has had in tracking in-state relocations to

a KOZ, support this contention.

Update on Related DCED Actions:

The DCED has not taken any specific actions in this area. The Department
did provide a statement regarding their opinion on the issue, based on section
820.902 of the Keystone Opportunity Zone Act:

Part (a) of this section states that a business is subject to recapture if
the business relocates outside of the zone within five years of locating
in the zone. The act specifically states that a business must relocate to
be subject to the recapture provision. Accordingly, the Department
does not consider a business that ceases to operate as subject to recap-
ture. Part (b) states, “The Department, in consultation with DOR and
the political subdivision may waive or modify recapture requirements
under this section, if the Department determines that the business re-
location was due to circumstances beyond the control of the business.
If a business is identified as a recapture candidate, the Department
will reach out to the business directly or through the KOZ Coordinator
to gather justification for the relocation. If it is deemed by the De-
partment to be for reasons outside the company’s control, the recapture
provision is waived.”
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8. The DCED Does Not Have a Comprehensive Database of KOZ Parcels or
Current Information on the Types of Sites That Have Been Developed.

KOZ Acreage Database

Although responsible for the central administration, coordination, and mar-
keting of the statewide 46,000 plus acre KOZ Program, the DCED does not have a
centralized, comprehensive database of all KOZ parcels within each region, their
location, current development status, and availability. A central repository of such
information would appear to be critical for program management and oversight
purposes. Instead, the DCED Central Office is almost totally dependent on local
KOZ Coordinators for such information on an as requested basis.

Until recently, KOZ Coordinators reported acreage data to the central office
only every four years for purposes of the “Four-Year Program Report.” We also
found that, when reviewing KOZ applications, central office program staff frequent-
ly have to contact local coordinators to determine if an address (parcel) cited in a
KOZ application is, in fact, situated in a KOZ. While not appearing to be a frequent
occurrence, we found one instance in which DCED program records listed an ap-
proved KOZ participant located in a municipality in a county that, according to oth-
er KOZ records, does not have any KOZs.

While not KOZ-specific, there is a website www.pasitesearch.com/selectsites/
index.aspx that contains selected information on some KOZ parcels. However, this
website is not complete for purposes of the KOZ Program and is not maintained by
the DCED. Additionally, it is unclear how frequently it is updated. The PA site-
search website was created primarily as a marketing tool and the responsibility for
1ts maintenance lies with the Team PA Foundation. The Foundation’s website
states that the “Team Pennsylvania Foundation . . . hosts and manages the state-
wide commercial property database” as a collaborative effort among the DCED, the
Department of Environmental Protection, and the Team PA Foundation. The web-
site 1s due for an upgrade that was to be completed by the spring of 2009. The up-
grade includes the utilization of GIS mapping and enhanced functionality of the
website. This upgrade is ambitious and could serve to transform this database and
make it more useful for KOZ purposes. This would require improvements in the
KOZ Program’s information management and data collection processes along with
corresponding enhancements to the features of the website.

“Brownfields” and “Greenfields” Acreage as a Percentage of Total KOZ
Acreage

Criteria in the KOZ Act for the designation of zones and expansion zones re-
quire that the land be comprised of deteriorated property and meet 2 of 12 criteria
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set forth in the act that generally relate to areas that are economically distressed or
underutilized. The KOZ Act defines “deteriorated property” as:

— Any blighted, impoverished area containing residential, industrial, com-
mercial, or other real property that is abandoned, unsafe, vacant, under-
valued, underutilized, overgrown, defective, condemned, demolished, or
which contains economically undesirable land use.

— Property adjacent to deteriorated property that is significantly underva-
lued and underutilized due to the proximity of the deteriorated property.

— Property which has been designated as deteriorated property in accor-
dance with any other act.

Also, as per the KOZ Act, characteristics of an area that would show it to be
in “economic distress” include “high unemployment, low investment of new capital,
inadequate dwelling conditions, blighted conditions, underutilized, obsolete or
abandoned industrial, commercial, and residential structures and deteriorating tax
bases.”

This language suggests that KOZ Program activities are to be targeted to and
take place on property that used to be productive, but due to the changing nature of
the economy were abandoned or underutilized. In some cases, such properties were
also often left with significant environmental problems to remediate. On their own,
these properties, also known as “brownfields,” would be very difficult to develop.
The KOZ Program was to provide an incentive to rehabilitate and redevelop the
properties to again make them productive.

Although the term “brownfields” is not specifically used in these KOZ Act
provisions, it is generally acknowledged that the utilization of brownfield sites
meets one of the KOZ Program’s major goals. For purposes of the KOZ Program, a
brownfield site includes any property previously used for industrial activity as de-
fined by the Industrial Sites Reuse Program. This definition of industrial activity
includes commercial, manufacturing, public utility, mining, distribution of goods
and services, research and development, warehousing, stockpiling of raw materials,
storage or repair and maintenance of commercial machinery and equipment, and
solid waste management.

KOZ Program records do not indicate the number of brownfield sites and cor-
responding acreage that is currently in the KOZ Program or the status of site prep-
aration or development that has occurred. While it is clear that some properties in
the program are designated brownfield sites, current records do not allow a compre-
hensive assessment of the number and status of such properties. Likewise, it is not
clear from available records the number of “greenfield” sites (i.e., prime areas more
readily conducive to development) that have been classified as “distressed,” “deteri-
orated,” or “underutilized” for purposes of obtaining a KOZ designation.
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The only data available on the subject appears to be the initial “KOZ/KOEZ
Four-Year Report” that was prepared by the Allegheny Institute of Public Policy
and released in January 2003. At that time, the Institute reported that records in-
dicated KOZ activity at a total of 56 brownfield and abandoned industrial sites
statewide. They further reported the existence on those sites of 141 “job creating or
retaining and site development projects.” Current DCED records do not allow a ta-
bulation of this type.

Update on Related DCED Actions:

DCED reports that local KOZ Coordinators continue to be the primary source
for KOZ acreage information. Program officials note, however, that they will now
require that coordinators submit an annual acreage report to the central office by
the end of June. This report is to include the number of designated KOZ acres oc-
cupied, and a narrative detailing efforts to increase economic development activity
in the zone. (Note: As discussed elsewhere in the report, the most recent reporting
period for which acreage data was available to us was 2007.) Another recent change
the Department has instituted will require that a “brownfield question” be added on
all local approvals.

As of mid-May 2009, there were no apparent plans by DCED to establish a

single, comprehensive database of all KOZ-approved parcels and their current de-
velopment status.

64



9. DCED Does Not Separately Track and Monitor Projects Authorized in Execu-
tive Orders and Designated as “Keystone Opportunity Improvement Zones.”

Act 2002-217 provided for the creation of Keystone Opportunity Improvement
Zones (KOIZs). KOIZs are comprised of parcels of deteriorated property in the
Commonwealth designated by the Governor to complement the ongoing efforts of
the KOZs and the KOEZs. Act 217 further empowered the Governor to propose
such zones via executive order by no later than January 1, 2003.16 Any zone pro-
posed by the Governor required approval by the pertinent political subdivision to be
designated.

To accomplish this designation, the Governor issued Executive Order 2002-
13, dated December 31, 2002. The Order included a list of 11 geographical areas
proposed as Keystone Opportunity Improvement Sub-Zones. Exhibit 7 describes
each of these KOIZ sub-zones as stated in the executive order.

Descriptive information (e.g., geographical location and acreage) about each
of the KOIZ sites 1s contained in the Executive Order. However, while this informa-
tion is useful for generally identifying the location of the KOIZ sites, it should not be
considered an authoritatively accurate description (e.g., in some cases acreage is
missing or estimated and in other sites acreage appears to be precise amounts).

House Resolution 115 requires the LB&FC staff to separately identify the
various programs that are included under the KOZ statute and report on their effec-
tiveness and success in achieving program intent. However, it is currently not poss-
ible to report on the effectiveness of the KOIZ program, because basic program in-
formation is not readily available. In particular, we found that the DCED has not
tracked or reported on the KOIZs as a program component separate and distinct
from the other sub-zone categories (in fact, KOIZ applicants are also not separately
identified in program reports).17

Although it is convenient for general discussion purposes to place all of the
projects under the umbrella title of “KOZ project” or “KOZ applicant,” there are
compelling reasons why KOIZ project information in particular should be separately

16In addition to the establishment of KOIZs, Act 2002-217 provided that existing zones could be enhanced or
enlarged to include new property, and also established a decertification process for removing properties in exist-
ing KOZs and KOEZs, provided that all parties having an interest in the property agree to waive the tax bene-
fits afforded by the act.

1"The LB&FC staff made extensive use of the several internal program reports, especially in our assessment of
data for CY 2006 which was the most recent data available until program information for CY 2007 became ac-
cessible to us in early 2009. These reports include: Application Dates Report; Jobs/Capital Investment Report;
DCED Approved Status Report; Program Participant Breakdown Report; Resident Application List; and
New Business Report. None of these reports separately identified participants/applicants based on
whether they resided in a KOZ, KOEZ, or KOIZ.
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Exhibit 7

Keystone Opportunity Improvement Zones
as ldentified in Executive Order 2002-13

Acres by
Zone KOIZ Sites Exec. Order Description
Philadelphia | City of Philadelphia 25.6 2000 Kubach Road, owned by New York Central Lines, LLC
Southeast Falls Township, Bucks 1258.90 Parcels owned by U.S Steel
County
Northwest Harbor Creek Township, 15.01 Site known as lots 3 and 4 of the Knowledge Park at Penn State University,
Erie County Erie Campus
Northwest City of Erie, Erie County Approx. 115 East Lake Road (in the City of Erie) overlooking Lake Erie, formerly the site of
International Paper’s Hammermill Plant
Northwest Tionesta Borough, Forest | 11 Site listed as tax parcel # 19-01-103 and located on SR 62, formerly owned

County

by Evenflo juvenile products

North Central

Coudersport Borough,
Potter County

Three parcels
(acreage not indicated

Four parcels in Coudersport Borough, owned by Adelphia Cable Communica-
tions and Telcove (formerly Adelphia Business Solutions)

in EQ)
Central Walker Township, Juniata | 114.04 Parcels owned by Empire Kosher Poultry Plant
County
Philadelphia City of Philadelphia 385 Philadelphia Naval Business Center within the former Naval Shipyard
Philadelphia | City of Philadelphia Cluster of sites in the 20 properties including: 30™ St. Post Office complex (9 properties), University
western fringes of City | City Science Center vacant land (6 properties), The Civic Center, Lincoln
University Bldg. at 30™ & Market, Amtrak Rail Yard, Drexel-owned lot at 3001
Chestnut Street
Southwest Burrell Township, Indiana | 65.66 Various parcels within the Corporate Campus Business Park (intersection of
County U.S. routes 119 and 22, owned by Indiana County Development Corporation
& TFID, Inc. (Lot #15)
South Green and Letterkenny Approx. 50 California Avenue, Letterkenny. Parcels are owned by the U.S. Army
Central Townships, Franklin

County

Source: Developed by LB&FC staff based on Executive Order 2002-13 and related information provided by the DCED.




1dentified and monitored. First, the fact that the KOIZ projects are of a somewhat
different character and origin (by virtue of their being identified by the Governor)
argues for having the capacity to separately track and report on them as needed,
apart from other KOZ-related components. Second, KOIZ projects in many cases
will have a different expiration date than other KOZ projects. Finally, a basic man-
agement information system would be expected to accurately identify, record, and
monitor the various sub-parts or elements of any given program.

In the case of the KOZ Program, the major categories of KOZ, KOEZ, and
KOIZ are identified in statute and other documents (e.g., KOZ Program Guidelines)
as being important distinctions; yet, for the most part information is recorded and
reported as though these distinctions do not exist. One exception to the lack of pro-
gram category identification in program reports is found in the “success stories”
narratives found in the two most recent four-year public reports required by statute.
Some of the particular projects profiled in these stories are identified as to whether
they were implemented as KOZ, KOEZ, or KOIZ projects. However, these descrip-
tions only apply of course to a handful of the total projects that have received ap-
proval.

In December 2008, we requested the KOZ Manager in DCED to identify for
us the projects that are specifically located in the KOIZs. In response, the KOZ
Manager stated that: “Currently, we do not have information on which sites are
KOZ, KOEZ, and KOIZ in our database. This is critical data which will be collected
moving forward and retroactively by adding expiration dates to all applications and
verifying data with KOZ coordinators on our new local approval forms.”

Update on Related DCED Actions:

As indicated in the above statement by the KOZ Manager, DCED staff have
acknowledged that certain deficiencies have existed in their KOZ recordkeeping and
management information systems, and are attempting to rectify a number of these
deficiencies as described in various places in this report. The DCED’s recent im-
plementation of the Keystone Coordinator Program provides new grant monies to
local KOZ coordinators for activities that augment the existing oversight role that
they currently play. As relates specifically to the KOIZ participant, the DCED has
developed a form called the Local Approval Form which is to be used after the KOZ
Coordinator has verified the new applicant’s compliance with local taxes and codes
and identifies whether the business/resident resides in a KOZ, KOEZ, or KOIZ. The
applicant’s end date for KOZ benefits i1s also to be notated in the appropriate place
on this form. This information will be entered into the applicant database and
should, in time, enable the DCED staff to identify the KOIZ participants/applicants
in the KOZ database for monitoring and reporting purposes.
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10. Relatively Few Program Participants Are in Compliance With the Requirement
to Submit a “Business Synopsis” to DCED.*®

HR 115 directs the LB&FC to identify trends in the types of new businesses
that have been created as a result of the program. We found, however, that DCED
has not collected information of this type. Other than those for which it is obvious
from their name, DCED program files generally do not contain information on the
nature and types of businesses in which KOZ Program participants are engaged.

Because it is not requested on the actual program application, we attempted
to compile such information from “business synopses” that businesses are to file
along with their applications. Program guidelines require existing Pennsylvania
businesses that are expanding, new businesses, and out-of-state businesses moving
into Pennsylvania to submit a “synopses of the business” containing the following
information:

— A description of the business.
— Job creation potential.
— The anticipated capital investment.

We found that the business synopsis requirement is generally not adhered to
by participating businesses or enforced by DCED staff. In many cases, we found
that businesses failed to submit a business synopsis with their original application
for program participation. In some of these cases, we found e-mails or telephone
call notes from the KOZ Manager or DCED staff assistants to applicants or their
representatives that requested only a brief description of the business to satisfy the
business synopsis requirement.1® For a number of start-up business files examined,
a “bundled” business synopsis was submitted, consisting of only each company’s
name and a business description of one or few words (such as “equity investor,”
“lender,” “landlord,” or “to make investments”).

In only a few cases were job creation potential and anticipated capital in-
vestment information provided. In some cases where job information was provided,
it detailed only information on the number of jobs at the time of application. Other
applicants provided only mission statements. Moreover, some applicants submitted
general descriptions of their business (not specific to the KOZ location) as their
business synopsis. We did, however, find a very small number of submissions that
contained each required element (business description, job creation potential, and
anticipated capital investment).

18[n 2008, the DCED eliminated the business synopsis requirement from the program guidelines and provided
for an alternative means of reporting business type and description.

9In one case, the former KOZ Program director for DCED instructed a KOZ analyst to approve an application
following receipt of a “verbal synopsis.”
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We discussed with DCED staff this noncompliance issue and the resulting
lack of program-wide information on the nature of the participating businesses.
DCED officials subsequently modified the KOZ Program guidelines and application
in February 2008 to eliminate the business synopsis requirement. The modified re-
quirement provided that existing businesses that are expanding, new businesses,
and out-of-state businesses moving into Pennsylvania are required to submit only a
“description of the business” with their program application. As a result of this
change, however, program applicants are also no longer required to provide infor-
mation on their job creation potential and anticipated capital investment.

Update on Related DCED Actions:

The DCED modified the annual KOZ Program application to require that the
applicant submit both the “business type” and a “business description” that is to list
the products or services the business provides. This information is now to become
part of the new KOZ database.

Because CY 2008 was the first year the revised program application was to
be used, DCED staff attempted to collect information on the types of businesses in
the program during a 2008 telephone follow-up survey of all KOZ Program partici-
pants that was done to verify information program participants submitted on their
CY 2007 applications. Based on this survey, the DCED classified the businesses
participating in the KOZ Program into one of the following categories: commercial,
manufacturing, retail, research and development, holding companies, and export.20

200n the latest DCED application, the applicant has seven business types from which to choose: manufacturing,
commercial, retail, real estate holding companies, research and development, export, or other.
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11. Required KOZ Application Checklists and “Change of Status Notification”
Forms Are Generally Not in Central Office Program Files.?!

DCED developed a checklist that zone coordinators are to submit along with
each KOZ application. The purpose of the checklists is to assist the Department in
ensuring that all required information on participating businesses is collected and
compliance requirements are met. The checklist consists of each of the items on the
program application as well as items not on the list, such as whether the applicant
is a new (first-time applicant) or renewal and a confirmation of business applicants’
product or service.

For relocations, the checklist requires coordinators to affirm that the appli-
cant has been advised of the relocation requirements and that DCED will contact
the applicant to obtain further information to document compliance with the reloca-
tion provisions. The checklist requires the signature of both the KOZ Coordinator
and the DCED staff person reviewing the application.

While the Department’s KOZ Procedure Manual requires Zone Coordinators
to submit the checklist with each application, we found that only a small percentage
of central office applicant files contained the checklist. For those files containing a
checklist, the reviewer has typically signed the checklist, while the line for the KOZ
coordinator was unsigned. Applicant files containing a completed checklist typically
were those which contained a paper application.

Program guidelines also require that program participants immediately noti-
fy DCED of changes in their status due to any of the following: relocation, sale, clo-
sure, local non-compliance issues, death, business name change, parcel number
change, address change, or any other change that may affect KOZ benefit status.
This notification is to be made by using a KOZ “Change of Status Notification” form
and sending it to DCED. This requirement, according to the official form, is to be
completed if an entity “is receiving or had received KOZ benefits and there is a
change in their status.” As the guidelines and form do not specify which participant
type must submit the form, it may be implied that it is to be completed by all cur-
rent and former program participants (businesses, property owners, and residents).

Prior to recent changes described below, each entity that had participated in
the program but separated from participation at some point during the duration of
the program was required to complete a “Change of Status Notification” form. In
addition, these and other program participants whose business name or application
type changed (i.e., business becomes property owner only, parcel number change,
address change) but who still participated in the program were required to submit a
form. Despite these requirements, DCED program staff could not provide a file of

21With the full transition to full electronic processing of applications, the use of the “Application Checklist” has
been discontinued.
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“Change of Status” forms that program participants had submitted or produce a
comprehensive listing of all current and former applicants who were required to
complete Change of Status forms. Without this information, we were unable to test
compliance, but it appears likely this notification requirement was not being active-
ly monitored and enforced.

Update on Related DCED Actions:

Following discussion with DCED staff regarding this issue, changes occurred
relative to these forms. According to DCED officials, much of the information for-
merly to be gathered on the checklist is now to be collected through the electronic
application. The local KOZ Coordinators will also be required to submit a standard
local approval form, which was part of the previous checklist.

The “Change of Status” notification process will presumably be continued, al-
though it is not clear that a formal “Change of Status” form will always be required.
The DCED commented as follows on this topic:

For any applicant that is moving, correcting information on job or capi-
tal investment numbers, an address change or contact name change,
business type change, etc., DCED must be notified. This is made clear
on our guidelines and on the KOZ website. Depending on the circum-
stances, sometimes an e-mail will suffice so long as we include it in our
permanent record. These are stored in their file for the year and re-
flected in the KOZ database.

DCED officials also report that there is a concerted effort by KOZ applicants, DCED
staff, and local coordinators to maintain correct and complete records.
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12. Central Office Files Do Not Include Evidence That the Eligibility of Residential
Program Participants Has Been Verified.22

Attracting residential reinvestment in economically distressed urban and ru-
ral communities in Pennsylvania through the incentive of tax abatement is another
objective of the KOZ Program. Residents qualified for KOZ tax benefits are those
who reside within a designated KOZ parcel for a minimum of 184 consecutive days
during a tax year. These benefits include not having to pay real estate taxes,
earned income taxes, or state personal income taxes, among others.

According to DCED program records, the KOZ Program had 903 resident par-
ticipants in 2006, which represented 23 percent of all program participants in that
year. According to the KOZ Program Manager, KOZ Coordinators are to verify the
program eligibility of these residents through one of the following forms of identifi-
cation:”

e A valid PA driver’s license showing current address.
e A voter registration card showing current address.
e A current lease agreement showing the citizen’s place of residence.

In the event the resident does not drive, vote, or have a lease agreement, a signed
written statement must be provided to the KOZ Coordinator, which serves as the
proof of residency.

The program application and guidelines do not specify which forms of identi-
fication or proof of residency are required to attain program eligibility as a resident.
The accepted forms of identification are instead stated on a portion of the Depart-
ment of Revenue’s website dedicated to “Commonly Asked Questions” regarding the
KOZ Program. The absence of this information from the program application may
delay processing and approval of resident program applications, as additional com-
munication may be required informing the resident applicant of the need to provide
proof of residency.

While these protocols may provide reasonable proof of residence within a
KOZ or KOEZ, they do not provide proof that a resident resided for 184 consecutive
days on the listed property during the year for which benefits are being applied. Al-
though a line is included within the KOZ application for the date on which a resi-
dent “physically moved into the zone,” this would not appear to ensure reasonable
proof of compliance with this requirement.

22See also Section II1.D.4.
23As stated on the Department of Revenue’s website dedicated to “Commonly Asked Questions” regarding the
KOZ Program.
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We also found that many resident program participant files for 2006 con-
tained only copies of the program application and subsequent approval letters from
DCED, with no evidence that the applicant provided the required residency docu-
mentation to their KOZ Coordinator to confirm program eligibility. In some cases,
resident applicants (or persons acting on their behalf) simply informed program
staff of the date on which they moved into their current property without providing
proof of residing for 184 consecutive days at the property during the year for which
they are applying for program benefits. In the absence of proof of resident appli-
cants’ program eligibility at the central office level, whether from correspondence
from KOZ Coordinators or copies of the eligible forms of identification, it is not poss-
ible to confirm that this statutory requirement is being met.

DCED officials told us that they do not have supplemental proof for residen-
tial eligibility. Their position is that KOZ Coordinators are to ensure the eligibility
of residential applicants in their respective zones, and the assumption of the KOZ
Coordinator’s local approval confirms the eligibility of individual residents.

Update on Related DCED Actions:

The DCED has prepared a draft “Scope of Services” statement that is in-
tended to define the basic KOZ Program duties and responsibilities of the local KOZ
Coordinators. This statement specifies that KOZ Coordinators will be responsible
for confirming the 184-day residency requirements for applicants and verifying the
number of residential applicants participating in the program.
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13. The DCED Does Not Know How Many, if Any, Local Jurisdictions Require
Residents/Owners of Deteriorated KOZ Properties to Invest a Portion of Their Tax
Exemptions in Property Improvements.

Several respondents to LB&FC study questionnaires cited the absence of a
requirement in law that program participants improve their property and/or struc-
ture as a basic shortcoming of the KOZ Program. For example, a respondent from a
local economic development corporation cited the following as a program weakness:

The biggest weakness in the program is that it allows buildings to be taken
off the tax rolls and then does not usually force the owner to improve the
building to a marketable condition. In some cases, if a building is so unmar-
ketable, there may be no incentive on earth that would incite a business to
acquire the property. In these cases, the taxing districts suffer, the blight
remains and the program gets a bad rap.

This respondent, as well as others, seems to be unaware of the existing provision in
the KOZ Act that authorizes qualified political subdivisions™ to require residents
and owners of deteriorated properties within KOZ zones to invest a portion of their
tax exemptions in property improvements. Under the act, local government juris-
dictions may require residents of deteriorated real property to invest up to 25 per-
cent of all real property taxes, which would otherwise have been due if the property
was not located in a Zone, in improvements to the property as a condition of qualify-
ing for program tax benefits. The act authorizes local governments to require non-
resident owners of deteriorated real property who lease the property to a person for
residential use to invest 50 percent of all property taxes otherwise due if not for the
property’s location in a qualified Zone.”

Despite this provision, DCED central office staff has no record of how many,
if any, local government entities require residents or owners of deteriorated real
property located within qualified zones to invest a portion of their tax exemptions in
property improvements. The absence of recordkeeping in this area also raises the
question as to whether zone coordinators and local government entities and others
at the local level are sufficiently aware of this option in law. Informing local gov-
ernment entities of this authorization in law and maintaining records on the num-
ber of entities exercising this authority would seem to be an important step in pro-
moting a major program goal: i.e., ameliorating blighted areas and properties with-
in designated zones.

24Qualified political subdivisions” include counties, cities, boroughs, townships, towns, or school districts with
taxing jurisdiction with real property within its jurisdiction located within a KOZ subzone, expansions subzone,
or improvement subzone.

25The KOZ Act also requires each political subdivision in which a Zone is located to submit a report to DCED by
January 31 of each Calendar year listing the address of each real property designated a subzone, improvement
subzone or expansion subzone and its owner of record. DCED officials stated that they have no record of having
reviewed such documents.
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In summary, we found that DCED gives relatively little attention to monitor-
ing the operation and impact of the residential provisions of the program. No
records are available at the central office level of residential units rehabilitated or
constructed as a result of KOZ incentives and the statutorily required “Four-Year

Report” on the KOZ Program contains no mention of the residential component of
KOZs.

Update on Related DCED Actions:

DCED acknowledges that, to date, actions have not been taken to inform lo-
cal governments of the authorization they have to require that residents/property
owners use a specified percentage of their KOZ real estate tax exemption for proper-
ty improvements. DCED further acknowledges that it does not maintain records on
the imposition of this obligation. DCED officials also expressed uncertainty, howev-
er, that a municipality can impose such requirements after adoption of the Resolu-
tion to approve the zone.
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14. The Total Cost of the KOZ Program Is Not Known, in Part Because State “ Tax
Expenditures” Are Estimated But More Importantly Because Neither DCED nor
the KOZ Regions Track the Total Amount of Local Tax Exemptions Granted to
Program Participants.

House Resolution 115 calls upon the LB&FC to determine the effectiveness of
the KOZ, KOEZ, and KOIZ components of the program. Knowing the total cost of
the KOZ Program, both on an annual basis and since the program’s inception, is es-
sential to making a determination of the program’s cost effectiveness.26

At the state level, program costs include the following: the amount of state
tax exemptions, credits, and deductions granted to KOZ participants (known as
General Fund tax expenditures); state agency administrative costs; implementation
grants that were awarded to the regions for program start-up costs; and KOZ mar-
keting costs.

However, the information needed to calculate total program costs on a histor-
ical basis, or for even one year, is not available. The Department of Community and
Economic Development does not have a system to collect or a method to calculate
program costs and, reportedly, few local taxing jurisdictions have maintained such
records. Despite the absence of this data it is possible, for purposes of illustration,
to 1dentify the various cost components of the KOZ Program that would need to be
factored into such a cost calculation.

State Costs

We identified at least four components?27 of state funding for the KOZ Pro-
gram:

1. State General Fund Tax Expenditures (i.e., state taxes waived or foregone).
As identified in the Governor’s budget document, the amounts of estimated “tax ex-
penditures” represent the estimated annual value of all the state taxes and other
credits waived within the 12 KOZs. The list of state taxes foregone under the KOZ
Program includes the Corporate Net Income Tax; the Capital Stock and Foreign
Franchise Tax; the Personal Income Tax; the Sales And Use Tax (on purchases con-
sumed and used by businesses in a zone); the Mutual Thrift Institution Tax; the
Bank and Trust Company Shares Tax; and the Insurance Premiums Tax.

26Having quantifiable information related to the job creation and capital investment benefits of program opera-
tion is also needed to make a determination of cost-effectiveness. However, as discussed in Sections III.A.5 and
III.A.6, reliable information on KOZ-related job creation and capital investment is not available.

27A fifth component of state funding will be added when the DCED begins to provide $10,000 annually to each
KOZ Coordinator’s organization to support implementation of the Program’s new “Scope of Services” duties for
KOZ Coordinators. (See Appendix C for a copy of Guidelines for the KOZ Keystone Coordinator Program.)
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Table 13 shows the amounts of state tax expenditures for the KOZ Program
as estimated by the Department of Revenue and reported by the Governor’s Budget
Office. According to Department of Revenue officials, the figures for the KOZ tax
expenditure in the Governor’s Executive Budget estimate the total fiscal year cost of
all the state tax credits and special tax treatments associated with each of the KOZs
and related Keystone Opportunity Expansion Zones (KOEZs), and Keystone Oppor-
tunity Improvement Zones (KOIZs). The amount of KOZ tax expenditure measures
the cost of these program components against the Capital Stock and Franchise Tax
(CSFT), Corporate Net Income Tax (CNIT), Insurance Premiums Tax (IPT), Per-
sonal Income Tax (PIT), and Sales and Use Tax (SUT).

Table 13

State Tax Expenditures for the KOZ Program
($Millions-Estimated)

2005-06 2006-07 2007-08 2008-09 2009-10 2010-11 2011-12 2012-13

FY 07-08 Budget..... $40.4 $42.6 $46.0 $49.8 $53.9 $58.4 $63.0 --
FY 08-09 Budget .... -- $38.6 $37.9 $34.8 $34.3 $31.7 $28.6 $28.2
FY 09-10 Budget.... -- -- $39.0 $35.9 $35.4 $32.8 $29.7 $29.3

Source: Governor's Executive Budget Documents, FY 2007-08, FY 2008-09, and FY 2009-10.

The amounts shown in the Governor’s Executive Budget (Table 13 above)
represent an estimate as opposed to actual costs. Revenue Department officials
point out that, depending on the tax, it is difficult to determine the precise revenue
effect. This is especially true of the Sales and Use Tax (SUT) due on services and
property consumed in the zones, as the SUT is waived and is not calculated as a
credit.

e The credits used by known qualified taxpayers against the Capital Stock
and Foreign Franchise Tax, the Corporate Net Income Tax, the Insurance
Premiums Tax, and the Personal Income Tax are based on data from the
returns filed by taxpayers located in the zones.

e For the SUT, the cost is based on estimated forgone use tax for qualified
taxpayers located in the zones. These figures are based on similarly sized
companies reported use tax.

According to the Department of Revenue, there are several reasons for the
large difference in the KOZ tax expenditure costs for the Governor’s Executive
Budget for FY 2007-08 and FY 2008-09. First, the tax expenditures represented in
the Governor’s Executive Budget for FY 2007-08 were based on the estimates com-
pleted the prior fiscal year, as tax expenditures are only fully updated every other
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year. The tax expenditures for FY 2008-09 were based on a full update with data
from a different tax year.

Also, in the FY 2008-09 KOZ tax expenditure, more accurate growth rates
were reportedly used that account for the phase-out of the CSFT. This change sig-
nificantly lowered the KOZ tax expenditure when compared with the previous fiscal
year. The FY 2008-09 KOZ tax expenditure better captures the effect of the phase-
out, particularly in the out years of the forecast when the CSFT has been eliminat-
ed.

According to the Department of Revenue, for the SUT portion of the KOZ tax
expenditures, a new methodology was used for the FY 2008-09 estimates. The FY
2008-09 SUT estimated cost is quite a bit less than the FY 2007-08 SUT estimated
cost. However, because the SUT is a small portion of the total KOZ credit amount,

the decreased SUT cost has only a minor impact on the overall KOZ tax expenditure
estimate for FY 2008-09.

2. KOZ Program (State-Level) Administrative Costs. Both DCED and the
Department of Revenue incur costs related to the administration of the program.28
DCED fiscal staff estimate that the agency’s administrative costs for the KOZ Pro-
gram average about $86,300 annually. The Department of Revenue estimates the
amount of KOZ-related administrative costs for both FY 2006-07 and FY 2007-08 at
approximately $222,000.

3. Implementation Grants for Local Start-Up Costs. Under the provisions of
the Keystone Opportunity Zone, Keystone Opportunity Expansion Zone, and Keys-
tone Opportunity Improvement Zone Act, DCED was authorized to provide one-time
start-up grants to KOZs in the amount of $250,000 or a one-time grant of $200,000
to a KOEZ “to implement the opportunity plan and to provide an annual update of
real property ownership and other information to the Department of
Revenue.” The act required that these annual update reports describe progress on
all proposals required as part of the Opportunity Plans.29

The amounts of these grants awarded to organizations within each region
in 1999 and 2001 are shown on Table 14. As shown, a total of $3.0 million was
awarded 1in 1999, and $2.4 million was awarded in 2001. No additional state fund-
ing has been provided for local program administration since these grants were
made.

28The Department of Labor and Industry also has a degree of involvement in the program, primarily by deter-
mining the Unemployment Compensation tax compliance status of program applicants. Department officials
could not isolate a cost figure for this activity but categorized it as minimal.

29The section of the KOZ Act that authorizes DCED to award implementation grants to the KOZs also requires
that the regions submit “annual update reports” to the Department of Revenue that describe progress “on all
proposals required as part of the Opportunity Plan.” Neither the Department of Revenue nor DCED has any
record of having received these annual update reports from the KOZs.
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Table 14

Implementation Grants Awarded to Pennsylvania KOZs

Funding Year/Amount?

Grant Recipient 1999 2001

Lancaster County Econ. Dev. Co/Greater Berks Dev. Fund.. $ 250,000 $ 200,000
Lehigh Valley Economic Dev. COrp. ........ccccvvvveeeeeeesiescnvvnnnnnn. 250,000 200,000
Luzerne County RA ... 250,000 200,000
NC PA Regional Planning & Dev. Commission...................... 250,000 200,000
NT Regional Planning and Dev. Commission .............ccc.c...... 250,000 200,000
NW PA Regional Planning & Dev. Commission..................... 250,000 200,000
Philadelphia City Treasurer for Philadelphia City ................... 250,000 200,000
Schuylkill County COMMISSIONENS ......ccuvveeiiiiiiieeiiiiiee e 250,000 200,000
Seda Council of GOVENMENLS..........cceeveeeiiiiiiiiieeeeeeeeee, 250,000 200,000
South Central Assembly for Effective Governance................. 250,000 200,000
Southern Alleghenies Planning & Dev. Commission.............. 250,000 200,000
Southwestern PA COMMISSION ........cooiiiiiiiiiieeeiiiiiiieeeee e 250,000 200,000

TOMAl e $3,000,000  $2,400,000

aThese grant funds were provided from DCED’s housing and redevelopment assistance appropriations.

Source: Department of Community and Economic Development.

4. KOZ Marketing Costs. While the KOZ reportedly had a separate market-
ing budget when the program began, marketing is currently a part of the DCED’s
larger marketing effort and budget. While considering the Department’s KOZ-
related marketing activities, we noted a provision in the law that requires that
DCED “develop and implement a consolidated marketing strategy for the Keystone
Opportunity Zones or Keystone Opportunity Expansion Zones for use in job reten-
tion and attraction activities.” At the time of this study, the DCED did not have
such a marketing strategy for the KOZ Program.

Local Costs

As is the case with state taxes, KOZ Program participants also receive ex-
emptions from or credits for a variety of local taxes. The local taxes that may be
foregone under the KOZ Program are referred to as “local tax expenditures.” The
taxes impacted at the local level include the Local Real Estate Tax, the Business
Privilege Tax and the Business Gross Receipts/Business Privilege Tax (Act 411
Tax). Others include the Realty Use and Occupancy Tax, the Mercantile License
Tax, the Wage and Net Profits Tax (Sterling Act), and the Earned Income/Net Prof-
its Tax (generally, Act 511 Tax).

Neither the DCED nor regional KOZ coordinators have information on local
tax expenditures (i.e., local taxes waived or foregone) resulting from the KOZ Pro-
gram. Others, including respondents to LB&FC study questionnaires, are generally
not aware of specific record-keeping on such costs, although some persons indicated
that selected local jurisdictions may have or could produce such calculations.
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Update on Related DCED Actions:

The DCED does not have or compile any information on the total costs of the
KOZ Program or the actual dollar value of state tax abatement received by KOZ
participants. The Department of Revenue continues to estimate the state “tax ex-
penditures” cost of the KOZ Program.

DCED officials report that the recently-developed “Scope of Services” state-
ment for KOZ Coordinators requires that they will be responsible for determining
“state and local program costs including estimates of county, local, and school tax
abatement.” While the coordinators may be able to work with local tax officials to
obtain data on local “tax expenditures,” it would appear that the above reference to
their also being responsible to determine the state cost of the program is a responsi-
bility better kept at the state level with the DCED and the Department of Revenue.
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B. Although “Success Stories” Exist in the Program, Most KOZ
Acreage Has Not Been Developed and Most KOZ Businesses Have
Generated Little, if Any, Job Creation or Capital Investment

1. A Substantial Majority (70 Percent) of all Approved and Available KOZ Acreage
Has Not Yet Been Developed.

In Pennsylvania, KOZ acreage is situated in 12 zones and 193 sub-
zones within 61 counties across the state. Of the 12 designated zones, two con-
sist of primarily or completely urban areas, five consist of primarily rural areas, and
five are a mix of rural and urban areas.

The Keystone Opportunity Zone Act provides acreage requirements and pa-
rameters for KOZs, KOEZs, and KOIZs. Specifically:

e Keystone Opportunity Zones (KOZs). KOZs are to be comprised of deteri-
orated property not to exceed 5,000 acres with up to 12 subzones contain-
ing a minimum of 20 contiguous acres or a minimum of 10 contiguous
acres in a rural area.

e Keystone Opportunity Expansion Zones (KOEZs). KOEZs are comprised of
no more than eight expansion subzones totaling a maximum of 1,500 acres
in the aggregate, and must contain a minimum of 15 contiguous acres or a
minimum of five contiguous acres in a rural area.

e Keystone Opportunity Improvement Zones (KOIZs). The acreage sizes of
KOIZ subzones were established by the Executive Order that proposed the
designation of the subzones pursuant to authorization in Act 2002-217.

Pursuant to the above definitions, there was a total of 46,853 approved and
available acres in the KOZ Program. (See Table 15.) Based on the latest data
available from the DCED (data as of 2006), 71.0 percent of this total was KOZ
acreage, 24.5 percent was KOEZ acreage, and 4.5 percent of the acres were in
KOIZs.

Upon approval, DCED could not alter the geographic boundaries or duration
of any subzones or expansion subzone described in an application. Enhancements
to existing KOZs and KOEZs were authorized to be made by DCED through subse-
quent legislation provided they met the criteria in law and “based upon need and
likelihood of success as determined by [DCED].” Enhancements were permissible
for designated subzones within a KOZ in which the aggregate area of all existing
subzones did not exceed the statutory maximum size of 5,000 acres. KOEZs were
authorized to seek an enhancement of their size from their original designation
from DCED, provided that the aggregate size of all KOEZs within a KOZ did not ex-
ceed 1,500 acres.
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Table 15

Total KOZ Acreage in Pennsylvania, by Type

(As of CY 2006)
Acreage, by Type
Zone KOZ KOEZ KOlIZ Total

Northwest........................ 5,000.00 1,000.00 162.00 6,162.00
Southwest...........ccvvvveeees 4,947.51 1,242.35 65.57 6,255.43
North Central .................. 2,666.13 1,486.47 12.06 4,164.66
Southern Alleghenies ..... 4,972.26 1,477.59 0.00 6,449.85
Northern Tier................... 187.00 179.00 0.00 366.00
Central PA .......coovvvvvvenees 3,631.45 1,335.72 114.04 5,081.21
South Central.................. 820.00 119.00 40.00 979.00
Lackawanna/Luzerne...... 5,000.00 1,500.00 0.00 6,500.00
Schuylkill/Carbon............ 2,550.97 973.50 0.00 3,524.47
Lehigh Valley .................. 660.93 716.48 0.00 1,377.41
Southeast........cccovveeeeennn. 1,430.93 548.48 1,258.90 3,238.31
Philadelphia.................... 1,393.00 892.00 470.00 2,755.00

TotalS ...uuvveeennnn 33,260.20 11,470.59 2,122.57 46,853.34

Source: Developed by LB&FC staff using information obtained from the Department of Community and Economic
Development.

In July 2008, KOZ expansion legislation, Act 2008-79, was signed into law.
Act 79 extended the statutory duration of KOZs and allows for certain program ex-
pansions. Total program acreage will increase under these provisions.”

Having determined the total number of approved and available acres in the
program, we sought to determine the percentage of the total acreage that has been
developed. We found, however, that the DCED central office staff does not maintain
a central program-wide database of KOZ sites3! or ongoing statistical data on the
amounts of KOZ acreage that is developed and undeveloped in each KOZ region.
Information of this type is recorded at the local level and, as requested, is periodi-
cally reported to the central office. Specifically, program staff stated that acreage
data is requested every four years from Zone Coordinators for inclusion in the statu-
torily-required four-year report to the General Assembly. While information is
available from the regional level, the absence of up-to-date central office recordkeep-
ing on developed and undeveloped acreage within the zones would appear to be im-
portant information for program management and marketing purposes.

We found that only one zone, Lackawanna/Luzerne had the maximum
acreage designation provided for in law (i.e., 5,000 acres in KOZ and 1,500 acres in
the KOEZ component of the program). The Southwest and Southern Alleghenies

30Applications for the expansion of existing zones were to be submitted to DCED by December 31, 2008; applica-
tions for designation of additional zones were to be submitted to DCED by May 1, 2009.

31In the absence of a central, comprehensive listing of developed and undeveloped acreage among the zones, a
site maintained by the Team Pennsylvania Foundation (linked from the DCED KOZ website) contains a listing
of at least some of the sites within each of the 12 zones.

82



zones also approached the maximum allowable acreage figure. The Northern Tier
Zone had the lowest designated acreage total at 366 acres.

We also found that, as of CY 2007, only about 30 percent of total acreage
statewide had been developed. (See Table 16.) While one region (Lehigh Valley)
had developed about 72 percent of its total KOZ acreage, 9 of the 12 counties had
more than 50 percent of their designated acreage in the “unused” category, and in
five counties the percentage of acreage unused exceeds 75 percent. The Central
Pennsylvania Zone had the lowest percentage developed at 18.5 percent.

Table 16
Developed and Undeveloped KOZ Acreage, by Zone
(As of CY 2007)*
Total Acres Used/Unused
Total :

Zone Acreage Used % Used Unused % Unused
Northwest ........cccovvveenneen. 5,983.00 : 1,313.00 22.0% 4,670.00 78.1%
Southwest.........cccoeeeeennn. 6,255.43 : 1,292.10 20.7 4,963.33 79.3
North Central .................. 4,185.76 576.63 13.8 3,609.13 86.2
Southern Alleghenies ..... 6,449.85 : 1,612.46 25.0 4,837.39 75.0
Northern Tier .......cccc....... 366.00 255.57 69.8 110.43 30.2
Central PA ..o, 5,081.11 940.99 18.5 4,140.12 81.5
South Central.................. 979.00 662.30 67.7 316.70 32.4
Lackawanna/Luzerne ..... 6,500.00 : 2,892.50 44.5 3,607.50 55.5
Schuylkill/Carbon............ 3,524.47 980.71 27.8 2,543.76 72.2
Lehigh Valley.................. 1,377.41 |  984.85 71.5 392.56 29.0
Southeast .......ooeevvvevnnnenn. 3,238.31  1,142.03 35.3 2,096.28 64.7
Philadelphia.................... 2,755.00 : _1,291.00 46.9 1,464.00 53.1

TotalS...ccovveeeeieeie, 46,695.34 ! 13,944.14 29.9% 32,751.20 70.1%

*As of April 2009, this was the latest data available from DCED.

Source: Developed by LB&FC staff using information obtained from the Department of Community and Economic
Development.

A number of persons with whom we spoke during the study as well as res-
pondents to the study questionnaire expressed the belief that lack of development,
in many instances, is due to one or a combination of factors, including lack of avail-
able infrastructure, costly remediation requirements, and inadequate marketing of
the program.
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2. Many KOZ Participants and Their Associated KOZ Projects Provide Little, If
Any, Job Creation or Capital Investment in Return for the KOZ Tax Exemption and
Abatement Benefits They Receive.

Statutory References to Job Creation and Capital Investment

As previously discussed, the KOZ initiative was designed to stabilize and re-
vive economically distressed urban and rural communities throughout the Com-
monwealth with the incentive of tax abatement and seeks to foster both private
business and residential reinvestment in these designated areas. Unlike similar
programs in a number of other states, however, the Keystone Opportunity Zone Act
does not require a qualified business to create jobs or provide capital investment in
a zone in order to receive the law’s tax benefits.32

While there is no express required tie between program eligibility and job
creation and capital investment, job creation and capital investment are not irrele-
vant under the KOZ law. A lack of job creation and capital investment are key ele-
ments—among others—in the legislative findings underlying the law, the nature
and purpose of the zones as defined by the law, and in the statutory qualifying cri-
teria used to establish the zones. Specifically, the law in each of these areas pro-
vides as follows:

e Legislative Findings—the initial legislative findings to which the KOZ Pro-
gram is intended to respond and address describe economic distress existing
in areas of Pennsylvania. A lack of jobs and investment are presented in
these legislative findings as characterizations of that economic distress. Sec-
tion 820.102 of the law states, in pertinent part, that “[t]here exist in this
Commonwealth areas of economic distress characterized by high unemploy-
ment, low investment of new capital, inadequate dwelling conditions, blighted
conditions, underutilized, obsolete or abandoned industrial, commercial and
residential structures and deteriorating tax bases” [emphasis added]. It con-
tinues, “[t]hese areas require coordinated efforts by private and public enti-
ties to restore prosperity and enable the areas to make significant contribu-
tions to the economic and social life of this Commonwealth” [emphasis added].
Therefore, based on these legislative findings, the purpose or goal of the KOZ
Program appears to be restoring prosperity to economically distressed
areas—areas characterized in part by high unemployment and low capital
investment—to enable these regions to make significant contributions to the
state’s economic and social life.

32Except that the KOZ Act does require that Pennsylvania businesses relocating to a KOZ attain specified job or
capital investment increases.
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e Nature and Purpose of Zones—the language of the law further states that at
their foundation, KOZ’s are geographic areas comprised of deteriorated
property. Applicants—political units seeking to establish a zone—must in-
itially include an “opportunity plan” developed by local political subdivisions
detailing aspects of the strategy for the KOZ, including “a proposal to in-
crease economic opportunity . . . and identify potential jobs and job training
opportunities” and “a description of the current social, economic and demo-
graphic characteristics of the proposed [KOZ] and anticipated improvements
in education, health, human services, public safety and employment that will
result from [KOZ] designation.” (See Section 820.302 of the act.) Also, the
plan is to provide “evidence of potential private and public investment in the
proposed [KOZ]” and “the role of the proposed [KOZ] in regional economic
and community development.”

e Qualifying Criteria—also, at the time of initial authorization of the zones,
DCED reviewed applications whereby the proposed zone had to meet at least
two of twelve criteria under §820.304(a) of the act. Of the twelve criteria, five
address property conditions within the zone (or state of underdevelopment),
three deal with income or poverty level, two speak to population loss, and two
specifically contend with unemployment or job loss. Criteria under Section
820.304(b) were listed for possible additional consideration by DCED over
and above the required criteria. This additional criteria includes evidence of
distress within a zone, e.g. unemployment, income level, poverty rate, deteri-
orated property, and adverse economic and socioeconomic conditions; as well
as the strength, viability, creativity, and innovativeness of the opportunity
plan; level of commitment; existing resources; the fit of the KOZ with other
development initiatives, and other factors.

Additionally, DCED uses job creation and capital investment as the primary
benchmarks of the success of the program. For example, “success stories” provided
by DCED emphasize jobs and investment. And, DCED’s “Four-Year Report” on the
KOZ Program also highlights—when discussing the economic impact of the pro-
gram—the number of new jobs created along with the amount of capital investment
attracted to the zones.

Job Creation and Capital Investment in the KOZ Program

As noted above, the KOZ Act, along with current program policy and admin-
istration, enable businesses to receive KOZ benefits without being required to
create jobs or generate capital investment. Although not explicitly stated in the
KOZ Act, it is reasonable to assume that job creation and capital investment are ne-
cessary and important objectives given the economic revitalization focus of the pro-
gram. However, in the absence of a specific mandate, DCED program officials told
us that, technically, KOZ Program participants are not required to create or retain
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jobs or make capital investment to participate in the program because it is not re-
quired in the statute.

Our examination of KOZ Program records indicates that, without such condi-
tions in place, many businesses that participate in the program are not creating
jobs or generating capital investment. As a result, it is difficult to identify the bene-
fits, if any, tax payers are receiving on the investment of “tax expenditures” that is
being made to these businesses.

As previously discussed in III.A.5 and III.A.6, we encountered significant
problems in obtaining complete and accurate job creation and capital investment
data connected with the KOZ Program. As described in these sections, the issue of
the completeness and accuracy of reported job and capital investment figures is one
dimension of the problem. Another is the large number of program participants
that report no job creation and, in a lesser number of cases, no capital investment.

Percentage of Program Participants Reporting Job Creation. We attempted
to determine how many program participants were reporting job creation in a given
calendar year. Using CY 2006 records,33 we found that more than two-thirds of all
program participants (including property owners but excluding residential partici-
pants who would not be expected to create jobs or generate capital investment) did
not report any job creation activity.

This calculation was made as follows:

— For purposes of this analysis, we assumed that the total number of partic-
ipants in the KOZ Program in CY 2006 was 2,975 the number drawn from
DCED’s “Approved Status Report.”

— We also used another internal DCED printout entitled “Jobs/Capital In-
vestment Report,” a report listing all program participants who had re-
ported creating jobs and/or generating capital investment in CY 2006.
This report includes 1,049 entries, which we interpreted to mean that
1,049 KOZ Program participants, or 35 percent of the total number of
2,975 reported participants in the program, reported having created
jobs/capital investment.34

— However, because the Jobs/Capital Investment Report lists numerous
program participants with zero reported jobs, static job numbers, or job
reductions, the percentage that reported no job creation is actually closer
to 75 percent.

33CY 2007 and CY 2008 records were not available until March 2009.

34As noted in Finding III.A-5, data reported on the “Jobs/Capital Investment Report” is difficult to interpret be-
cause DCED did not specify whether firms are to report new jobs created that year, or the cumulative job totals
since entering the KOZ.
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Among these are real estate development corporations (public and private);
property owners; and, as the following case examples illustrate, a concentration of
firms in the financial and investment services field that, while receiving tax bene-
fits, exhibit a pattern of zero job creation.

Selected Case Examples

Job Creation and Capital Investment by Investment and Financial Services
Firms. In reviewing KOZ Program applications and other file materials, we noted a
pattern in which participating businesses of a particular type have tended to report
little, if any, job creation and/or capital investment. For purposes of discussion, we
refer to these as “investment or financial services” firms, including businesses de-
scribed, for example, as “private investment,” “venture capital,” “equity investor,”
“real estate private equity,” and “fixed-income investment manager.” The informa-
tion on sample firms in Exhibit 8 best illustrates this point by showing job creation
and capital investment data reported by some of these firms on their KOZ applica-
tions. As shown, most of these firms have multiple KOZ applications (in some cases
more than 20) and many report no job creation or capital investment on any of the
applications. In these cases, DCED accepts and authorizes the inclusion of the mul-
tiple applications because each has a separate federal employer identification num-

ber (EIN).

Job Creation by Other Selected KOZ Participants. As previously discussed,
KOZ applications are to indicate the number of jobs a participating business had
upon entering a KOZ and the number of jobs at the time the subsequent program
application is submitted. DCED uses this information to calculate job creation fig-
ures attributable to the KOZ Program. As a result of reviewing the KOZ Program’s
application files, we observed a pattern of no job creation among many program par-
ticipants. As shown in Table 17, this pattern has often continued in multiple con-
secutive years.
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Exhibit 8

Examples of Investment and Financial Services Firms in the KOZ Program With
Multiple Applications and No or Minimum Job Creation/Capital Investment

Sample Firm A

B Y o= Private Investment
Description...... Provides loans, equity investment, and consulting services to private
equity firms.
Total Number of KOZ Applications = 12 Capital
Separate Applications for: Jobs In* Jobs Now Investment

Sample Firm A - Advisor |, LLC 0 0 $0
Sample Firm A - Bridge Loan Fund I, LLC 0 0 0
Sample Firm A - Bridge Loan Master Fund I, LLC 0 0 0
Sample Firm A - Enterprises, LLC 0 0 0
Sample Firm A - Funding Advisor |, LLC 0 0 0
Sample Firm A - General, Inc. 0 0 0
Sample Firm A - High Income Fund |, LP 0 0 0
Sample Firm A - High Income Fund I, LLC 0 0 0
Sample Firm A - High Performance Fund, LLC 0 0 0
Sample Firm A - Management, LP 0 0 0
Sample Firm A - Manager USA |, LLC 0 0 0
Sample Firm A - Originator I, LLC 0 0 0

Sample Firm B

TYPE.ooeerveeerieens Venture Capital
Description A venture fund formed to invest in seed and early-stage life science
Companies.
Total Number of KOZ Applications =8 Capital
Separate Applications for: Jobs In* Jobs Now Investment
Sample Firm B - BioAdvance Mgmt. 0 0 $ 13,870
Sample Firm B - BioVentures Mgmt., LLC 0 1 8,558
Sample Firm B - Joint Venture 0 0 559,746
Sample Firm B - BioVentures Capital LLC Not listed on job/investment report.
Sample Firm B - BioVentures Capital, LP Not listed on job/investment report.
Sample Firm B - BioVentures Mgmt, LP Not listed on job/investment report.
Sample Firm B - BioVentures Tobacco, LP Not listed on job/investment report.
Sample Firm B - BioVentures, LP Not listed on job/investment report.
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Exhibit 8 (Continued)

Sample Firm C
Type....oooeeennn. Equity Investor
Description...... Lender/lending money (affiliate of Sample Firm H)
Total Number of KOZ Applications =3 Capital
Separate Applications for: Jobs In® Jobs Now Investment
Sample Firm C — ICG Holding, LLC. 0 0 $0
Sample Firm C — ICG Lending, LLC 0 0 0
Sample Firm C — ICG Management, LLC 0 0 0
Sample Firm D

Private Equity Funds

Capitalized with private equity from institutional and high net worth

investors; provides an alternative to equity for owners of real estate
and offers creative structures including mezzanine loans, preferred
equity and other forms of subordinate financing.

Total Number of KOZ Applications =29

Separate Applications for:

Jobs In?

Jobs Now

Capital
Investment

Sample Firm D —Partners, LLC

0

$17,234

Sample Firm D — R.E. Mezzanine Parallel Fund II, LP

8,554

Sample Firm D — R.E. Mezzanine Parallel Fund, LP

47,533

Sample Firm D — 210P, LLC

0

Sample Firm D — 210Q, LLC

Sample Firm D — 2P, LLC

Sample Firm D — 2Q, LLC

Sample Firm D — Funding 201, LP

Sample Firm D — Funding 206, LP

Sample Firm D — Funding 207, LP

Sample Firm D — Funding 208, LP

Sample Firm D — Funding I, LLC

Sample Firm D — Investors GP, LLC

Sample Firm D — Investors, LP

Sample Firm D — Management GP, LLC

Sample Firm D — Management, LP

Sample Firm D — Mortgage, Inc.

o O] O] O] O] O] ©Of O] O] O] ©| O] ©o|] ol o] ©

O| O] O] O] O] O] Ol O] O] O O] O] O] ©o| o] o| ©
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Exhibit 8 (Continued)

Sample Firm D (Continued) Capital
Jobs In® Jobs Now Investment
Sample Firm D — Parallel 201, LP 0 0 0
Sample Firm D — Parallel 206, LP 0 0 0
Sample Firm D — Parallel 207, LP 0 0 $0
Sample Firm D — Parallel 208, LP 0 0 0
Sample Firm D — Parallel II, LLC 0 0 0
Sample Firm D — Partners Il, LLC 0 0 0
Sample Firm D — Partners, II, LP 0 0 0
Sample Firm D — Partners, LP 0 0 0
Sample Firm D — R.E. Mezzanine Fund II, LP 0 0 0
Sample Firm D — R.E. Mezzanine Fund, LP 0 0 0
Sample Firm D — Sub 211P, LLC 0 0 0
Sample Firm D — Sub 211Q, LLC 0 0 0
Sample Firm E
TYPE .ooeerieeerienns Real Estate
Description...... Development and asset/property management
Total Number of KOZ Applications =5 Capital
Separate Applications for: Jobs In? Jobs Now Investment
Sample Firm E — Associates IV, LP 0 0 $1,127,895
Sample Firm E — Associates |, LP 0 0 1,127,895
Sample Firm E — Associates Ill, LP 0 0 1,377,895
Sample Firm E — Associates V, LP 0 0 4,500,000
Sample Firm E — Associates I, LP Not listed on job/investment report.
Sample Firm F
Type.....oooeeenn. Hedge Fund
Description...... Makes investments and loans and lends money
Total Number of KOZ Applications =3 Capital
Separate Applications for: Jobs In® Jobs Now Investment
Sample Firm F — Hedge Investments LLC 0 0 $94,468
Sample Firm F — Lending LLC 0 0 25,842
Sample Firm F — Partners, LP Not listed on job/investment report.
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Exhibit 8 (Continued)

Sample Firm G
Type....oooeeeennn. Real Estate Private Equity
Description...... Specializes in redevelopments through joint ventures with local
operating partners.

Total Number of KOZ Applications = 29 Capital

Separate Applications for: Jobs In* Jobs Now Investment
Sample Firm G - Real Estate Parallel Fund II, LP 0 0 $1,148,077
Sample Firm G - Real Estate Parallel Fund Ill, LP 0 0 94,895
Sample Firm G - Real Estate Parallel Fund IV, LP 0 0 24,365
Sample Firm G - Real Estate Parallel Fund V, LP 0 0 8,317
Sample Firm G - LP 0 0 53,651
Sample Firm G - V Joint Venture 0 0 8,317
Sample Firm G - Real Estate Opportunity Fund, LP 0 0 245,939
Sample Firm G - Group V, LLC 0 0 8,317
Sample Firm G - Capital Real Estate Fund Ill, LP 0 0 611,512
Sample Firm G - Capital Real Estate Fund II, LP 0 0 89,198
Sample Firm G - Capital Real Estate Fund IV, LP 0 0 51,759
Sample Firm G - Capital RE Opportunity Fund, LP 0 0 129,234
Sample Firm G - Group I, LLC 0 1 8,317
Sample Firm G - Group IV, LLC 0 1 8,317
Sample Firm G - 1V, Joint Venture 0 1 8,317
Sample Firm G - Mgmt Co., LP 10 12 99,802
Sample Firm G - Real Estate Fund IlI, LP 0 1 222,359
Sample Firm G - Real Opportunity Fund II, LP 0 0 732,799
Sample Firm G - Real Estate Fund V, LP 0 0 8,317
Sample Firm G - Group lll, LLC 0 0 8,317
Sample Firm G - Real Estate Fund IV, LP 0 0 313,935
Sample Firm G - Management GP, LLC 0 1 8,317
Sample Firm G - Real Estate Fund II, LP 0 0 812,758
Sample Firm G - Management, Inc. 0 0 153,884
Sample Firm G - LEM II, LLC 0 0 0
Sample Firm G - LEM II, LP 0 0 0
Sample Firm G - Group IV, LP 0 0 0
Sample Firm G - Group V, LP 0 0 0
Sample Firm G - LLC 0 0 0
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Exhibit 8 (Continued)

Sample Firm H
Type....oooeeeennn. Private Equity
Description...... Guides business owners and landlords through the mature transition
to “an attractive and active retirement life” by creating profitable and
tax efficient exit strategies and estate planning for the sale of their
mid-market companies and investment properties.
Total Number of KOZ Applications =8 Capital
Separate Applications for: Jobs In* Jobs Now Investment
Sample Firm H - Joint Venture, LP 0 0 $0
Sample Firm H - Management, LLC 0 0 0
Sample Firm H - Management, LP 0 0 0
Sample Firm H - Partners Parallel, LP 0 0 0
Sample Firm H - Partners, Inc. 0 0 0
Sample Firm H - Partners, LP 0 0 0
Sample Firm H - LLC 0 0 0
Sample FirmH - LP 0 0 0

Sample Firm |

Type....oooeeeennn. Fixed-Income Investment Manager
Description...... An investment management company specializing in credit fixed income
investments managed through listed and private companies, funds,
managed accounts, and collateralized debt obligations, including U.S.
trust preferred securities, European hybrid capital securities, Asian
commercial real estate debt, senior secured loans, nonprofit/municipal
bonds, and mortgage- and asset-backed securities.
Total Number of KOZ Applications =7 Capital
Separate Applications for: Jobs In* Jobs Now Investment
Sample Firm | — Financial Management 0 0 $0
Sample Firm | — Funding, LLC 0 0 0
Sample Firm | — Management, LLC 0 0 0
Sample Firm | — Securities, LLC 0 0 0
Sample Firm | — Acquisition, LLC 0 0 0
Sample Firm 1 - LLC 0 0 0
Sample Firm 1 - LLC 0 0 0
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Exhibit 8 (Continued)

Sample Firm J

Type....oooeeernnn. Business Combination Company

Description...... A blank check company formed for the purpose of acquiring, through a
merger, capital stock exchange, asset acquisition, or other similar
business combination, one or more unidentified businesses.

Total Number of KOZ Applications =3 Capital
Separate Applications for: Jobs In® Jobs Now Investment
Sample Firm J — Management, LLC 0 0 $0
Sample Firm J — Corporation 0 0 0
Sample Firm J — Investors, LLC 0 0 0
Sample Firm K
Type.....oeeee. Management of Asset-Backed and Mortgage-Backed Securities

Description...... Manages asset-backed securities and mortgaged-backed securities
industry; attempts to take advantage of regularly mispriced securities in the
fixed income markets for higher returns to their clients.

Total Number of KOZ Application =1 Capital
Separate Applications for: Jobs In* Jobs Now Investment
Sample Firm K — Management, LLC 0 0 $840,000

Sample Firm L

Type.cooeeiieiiiees Real Estate Investment Trust

Description...... A real estate investment trust (REIT). Unlike many REITs which own real
estate directly, this firm makes investments in real estate-related and other
securities. Externally managed by Sample Firm 1.

Total Number of KOZ Applications =8 Capital
Separate Applications for: Jobs In® Jobs Now Investment

Sample Firm L — Financial Holdings, LLC 0 $0

Sample Firm L — Financial Trust

Sample Firm L — Financial, Inc.

Sample Firm L — Funding, Inc.

Sample Firm L — Loan Holdings Trust

Sample Firm L — Real Estate Holdings, LLC

Sample Firm L — TPS Holdings, LLC

ol O] O] ol o] o] ©
oO| O O] ol o] o] ol ©
oO| O] O] ol o] o] ©

Sample Firm L — Warehouse Conduit, LLC
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Exhibit 8 (Continued)

Sample Firm M

Type....ooooeeenn. Lending/Real Estate

Description...... Landlord, makes investments, lender, owns and leases real estate, holds
a promissory note, owns and operates real estate

Total Number of KOZ Applications =8 Capital
Separate Applications for: Jobs In® Jobs Now Investment

Sample Firm M - A 300 Bedford St Land Owner, LLC 0 $0

Sample Firm M - Buckeye Leaseholder

Sample Firm M - Buckeye Noteholder, LLC

Sample Firm M - Commons R-4 Noteholder, LLC

Sample Firm M - Intercap Noteholder, LLC

Sample Firm M - Mayacama Lender

Sample Firm M - Holdings, LLC

ol O] O] ol o] o] ©
oO| O] O] ol o] O] ol ©
oO| O] o] ol o] o] ©

Sample Firm M - Parallel Holdings, LLC

Sample Firm N

Type.....cooeeenn. Private Equity Fund

Description...... Focuses on providing privately negotiated junior debt to middle-
market companies.

Total Number of KOZ Applications =9 Capital
Separate Applications for: Jobs In* Jobs Now Investment

0

@
o

Sample Firm N - Credit Funding GP, LLC

Sample Firm N - Credit Funding, LP

Sample Firm N - Credit Management GP, LLC

Sample Firm N - Credit Management, LP

Sample Firm N - Credit Partners Parallel, LP

Sample Firm N - Credit Partners, Inc.

Sample Firm N - Credit Partners, LP

Sample Firm N - Securities, LLC

o| O] Ol O O] o] ©o| ©
o| O] Ol O] O] O] ©o| o] ©
oO| O] ol O] o] o] ©o| ©

Sample Firm N - Securities, LP
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Exhibit 8 (Continu

ed)

Sample Firm O

Private Equity

Provides capital to middle market growth companies with proven

business models; takes minority or control positions and leads

transactions ranging from expansion and growth capital to

shareholder recapitalizations and buyouts.

Total Number of KOZ Applications = 12

Separate Applications for: Jobs In*

Jobs Now

Capital
Investment

Sample Firm O - Capital II, LLC

0

$0

Sample Firm O - Capital Il, LP

Sample Firm O - Capital LP

Sample Firm O - Capital, LLC

Sample Firm O - Equity Partners Il, LP

Sample Firm O - Equity Partners Parallel 1l, LP

Sample Firm O - Equity Partners Parallel, LP

Sample Firm O - Equity Partners, LP

Sample Firm O - Joint Venture

Sample Firm O - Joint Venture 1l

Sample Firm O - Management, LLC

Sample Firm O - Management, LP

o| O] O O] O] O] ©o| O] o] ©o| ©

o] O] Ol O] O] O] Ol O] O] o] ©o| ©

oO| O] ol O] O] O] ©| O] o] ©o| ©

Sample Firm P

Sample Firm P - Properties LP

Type.....oooeern. Real Estate and Investment
Description...... Provides real estate investment and advisory services including
transaction, asset management, operation, construction, and leasing
services.
Total Number of KOZ Applications = 6 Capital
Separate Applications for: Jobs In® Jobs Now Investment
Sample Firm P - Investors, LP 0 0 $0
Sample Firm P - Partners, LP 0 0 0
Sample Firm P - Partners/Investors GP, LLC 0 0 0
Sample Firm P - Properties Fund GP, LLC 0 0 0
Sample Firm P - Properties GP, LP 0 0 0
0 0 0

95




Exhibit 8 (Continued)

Sample Firm Q

Type.cooeiieiiiiees Real Estate Investment Trust

Description......Qualified REIT subsidiary (part of Sample Firm L)

Total Number of KOZ Applications =5 Capital
Separate Applications for: Jobs In® Jobs Now Investment
Sample Firm Q - Financial Holdings, LLC 0 0 $0
Sample Firm Q - Funding, Inc. 0 0 0
Sample Firm Q - Investment Vehicle, Inc. 0 0 0
Sample Firm Q - Loan Holdings Trust 0 0 0
Sample Firm Q - TPS Holdings, LLC 0 0 0

Sample Firm R

TYypE.oveeeeiiis Real Estate

Description...... Real estate financial management, investment, and operating activities

Total Number of KOZ Applications =4 Capital
Separate Applications for: Jobs In? Jobs Now Investment
Sample Firm S - Associates Limited Partnership 0 0 $ 0
Sample Firm S - Management Operations, LLC 0 0 0
Sample Firm S - Operations, Inc. 0 0 0
Sample Firm S - GP, LLC 0 0 343

®When entering the KOZ Program.

Source: Pennsylvania Department of Community and Economic Development.
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Table 17

Other Examples of KOZ Participating Businesses and Development
Organizations Reporting Zero Job Creation in Three or More Consecutive Years

2003 2004 2005 2006 2007 2008

Business A: Equipment Rental

Jobs In............. 0 0 0 0 0 0

Jobs Now.......... 0 0 0 0 0 0

Capital Invest. .. $200,000 $500,000 $600,000 | $7,000,000 $700,000 $700,000
Business B: Commercial Real Estate Developer

Jobs In............. -- 0 0 0 0 0

Jobs Now.......... -- 0 0 0 0 10

Capital Invest. .. -- $4,600,000 | $1,500,000 | $1,400,000 $1,500,000 $0
Business C: Commercial Property Management

Jobs In............. -- 0 0 0 0 0

Jobs Now.......... -- 0 0 0 0 0

Capital Invest. .. -- $800,000 | $1,900,000 | $1,900,000 | $1,900,000 | $1,900,000
Business D: Private Nonprofit Agency Promoting Economic Development

Jobs In.............. -- 0 0 0 a 0

Jobs Now.......... -- 0 0 0 a 0

Capital Invest. .. -- $700,000 $700,000 $700,000 a $700,000
Business E: Real Estate Development

Jobs In.............. 0 0 a 0 0 0

Jobs Now.......... 0 0 a 0 0 0

Capital Invest. .. $50,000 $50,000 a $200,000 $200,000 $500,000
Business F: Attorney

Jobs In........... -- -- 0 0 0 0

Jobs Now....... - - 0 0 0 0

Capital Invest. -- -- $110,000 | $150,000 $200,000 $230,000
Business G:P Nonprofit Industrial Development Corporation

Jobs In........... - -- 0 0 0 0

Jobs Now....... - - 0 0 0 0

Capital Invest. - -- $1,800,000 | $1,800,000 | $1,000,000 $100,000
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Table 17 (Continued)

2003 2004 2005 2006 2007 2008

Business H: Management Services

Jobs In............ -- 0 0 0 0

Jobs Now........ -- 0 0 0 0 0

Capital Invest. -- $4,200,000 $3,600,000 $4,200,000 $5,000,000 $0
Business I: Nonprofit Agency Facilitating Entrepreneurial Development & Job Creation

Jobs In........... -- 0 0 0 -- --

Jobs Now....... -- 0 0 0 -- -

Capital Invest. . -- $9,500,000 $8,500,000 $6,000,000 - -
Business J:2 Nonprofit Agency Providing Housing for Low Income Persons

Jobs In............ - - 0 0 0 0

Jobs Now........ - - 0 0 0 0

Capital Invest. - - $12,000,000 | $3,000,000 $0 $0
Business K: Coal Mining

Jobs In........... - - 0 0 a 0

Jobs Now....... - - 0 0 a 0

Capital Invest. .. - - $100,000 $315,000 a $315,000
Business L: Self Storage and Vehicle Storage

Jobs In............ 0 0 0 0 0 0

Jobs Now........ 0 0 0 0 0 1

Capital Invest . $130,000 | $130,000 $150,000 $236,000 $236,000 $2,000
Business M: Air Charter Service

Jobs In............ - 0 0 0 0 0

Jobs Now........ - 0 0 0 0 0

Capital Invest . -- $75,000 $75,000 $75,000 $75,000 $75,000
Business N: Rental Service

Jobs In............ 18 0 a 0 0 0

Jobs Now 37 0 a 0 0 0

Capital Invest. . $1,000,000 | $2,000,000 a $2,200,000 $2,200,000 $2,200,000
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Table 17 (Continued)

\ 2003 2004 2005 2006 2007 2008

Business O: Metal Stamping and Assembling

Jobs In............ 4 4 4 4 4 4

Jobs Now 4 4 4 0 0 0

Capital Invest. . | $1,420,000 | $1,420,000 | $1,420,000 | $1,420,000 $1,420,000 $1,420,000
Business P: Commercial Multi-Family Housing Construction

Jobs In............. 0 0 a 0 a 0

Jobs Now......... 0 0 a 0 a 0

Capital Invest. . $200,000 $200,000 a $200,000 a $200,000
Business Q: Housing for Older Citizens

Jobs In............. -- -- 3 0 0 0

Jobs Now......... -- -- 3 0 0 0

Capital Invest .. -- -- $3,098,570 | $11,228,674 | $11,228,674 | $11,228,674
Business R: Real Estate Investment

Jobs In............. 0 a a 0 0 0

Jobs Now......... 0 a a 0 0 0

Capital Invest .. $200,000 a a $250,000 $250,000 $250,000
Business S: Investment Consulting

Jobs In............. 0 a a 0 a 0

Jobs Now......... 1 a a 0 a 0

Capital Invest .. $0 a a $1,300 a $1,300
Business T: Health and Allied Services

Jobs In............. 0 0 0 0 a 0

Jobs Now......... 0 0 0 0 a 0

Capital Invest .. | $1,400,000 $800,000 | $1,500,000 $1,500,000 a $1,500,000
Business U: Apparel and Accessory Store

Jobs In............. -- 1 0 0 0

Jobs Now......... -- 1 0 0 0 0

Capital Invest .. -- $6,200 $6,200 $425 $450 $0
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Table 17 (Continued)

‘ 2003 ‘ 2004 2005 2006 2007 2008

Business V: Entertainment Venue

Jobs In............. - 0 a 0 0 0

Jobs Now......... - 0 a 0 0 0

Capital Invest .. -- $100,000 a $30,000 $35,000 $0
Business W: Real Estate Holding Company

Jobs In............. 1 a a 0 0 0

Jobs Now......... 1 a a 0 0 0

Capital Invest .. | $1,800,000 a a $1,800,000 $1,800,000 $1,800,000
Business X: Concrete Manufacturer and Contractor

Jobs In............. -- 0 0 0 0

Jobs Now......... -- 0 0 0 0

Capital Invest .. -- $1,500,000 | $1,500,000 $1,500,000 $1,500,000 $0
Business Y: Self Storage

Jobs In............. -- - 0 0 0

Jobs Now......... - -- 0 0 0 0

Capital Invest .. -- -- $300,000 $300,000 $125,000 $125,000
Business Z: Real Estate Development

Jobs In............. - 0 a 0 0 0

Jobs Now......... -- 0 a 0 0

Capital Invest .. -- $4,439,031 a $4,500,000 $4,500,000 $0

aNo file available.
ba regional or local development corporation.

Source: Compiled by LB&FC staff from an examination of the DCED’s program files and KOZ applications.
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3. The DCED’s Application Processing System Does Not Include a Step to Test
and Ensure That All Non-Residential Program Applicants Meet the KOZ Act’s
“Qualified Business” Eligibility Requirement.

Pennsylvania’s KOZ law makes certain tax abatement benefits available to
residents (and sometimes nonresidents) as well as to “qualified businesses.” A
“qualified business” is defined under the law as follows:

A business authorized to do business in this Commonwealth which is
located or partially located within a [zone] and is engaged in the active
conduct of a trade or business in accordance with the requirements of
section 307 for the taxable year. An agent, broker, or representative of
a business is not engaged in the active conduct of trade or business for
the business. [Emphasis added.]

Because regulations have not been promulgated for the KOZ Program and
because the “qualified business” requirement is not addressed in program
guidelines, there is no further formal definition of this provision and how it is
to be implemented in terms of establishing program eligibility.

Historically, the DCED has not tracked and comprehensively reported on the
types of businesses participating in the KOZ Program.3> Until recently, the KOZ
Program application did not request information on the applicant’s business type or
the nature of products and services offered. Prior to that time, a “business synop-
sis” requirement existed in program guidelines. We found, however, that this re-
quirement was only sporadically adhered to and was not enforced. This require-
ment was subsequently removed from the guidelines, presumably in favor of the
addition of the “business type” question on the program application.

Given the existence of the “qualified business” eligibility requirement in law,
1t would appear important that DCED implement mechanisms to identify the types
of businesses applying for the program and the nature of the products and services
they provide. Having this information would enable the DCED to test for program
eligibility by applying the “qualified business” provision and “engaged in the active
conduct of a trade or business” stipulation contained in the law. We saw no indica-
tions that a test of this type is employed as part of the KOZ application process or
that any business was ever denied participation in the program because it did not
meet the “qualified business” eligibility requirement.

35Business type information was not readily available. Short of contacting the business or conducting Internet
searches, business type can be speculated on, in some cases, by virtue of the business name or information in
supplemental file materials.
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Rather, all a business need do to qualify for the program is to be located in or
relocate to a KOZ, file the required application, and be in compliance with all state
and local tax laws, ordinances, and resolutions, as well as with any applicable state
and local zoning, building and housing laws, ordinances, or codes. Such applica-
tions received by the DCED central office appear to be routinely approved with no
apparent testing of the “qualified business” requirement and, as discussed previous-
ly, with no conditions attached in terms of job creation or capital investment com-
mitments to be provided in return for the tax benefits the businesses receive.

While we did not specifically attempt to apply the “qualified business” stan-
dards to individual program participants, our review of program records did yield a
number of participants whose eligibility status we think could be questioned given
the statutory requirement that the business be “engaged in the active conduct of a
trade or business.”

Many of those we identified as “questionable” are what we classified as “in-
vestment or financial services” firms and are the types of participants discussed in
part II1.B-2 who are providing relatively little, if any, job creation or capital invest-
ment in return for their KOZ tax benefits. These include, for example, hedge funds,
private investment firms, venture capital operations, equity investors, private equi-
ty funds, fixed-income investment managers, and real estate investment trusts.

We discussed this matter with officials of the Pennsylvania Department of
Revenue. They agreed that the issue of the eligibility of the financial/investment
firms we identified could be questioned. They stated that a key factor is whether
the entities are conducting a “trade, profession, or business” from the property.
Some Department officials pointed out that, in the case of certain fund investing
entities, their operations may essentially benefit only the firm’s partners. Depart-
ment officials noted that to the extent these were solely investment partnerships,
they would not, from a Revenue perspective, qualify as “being actively engaged in a
trade, profession, or business.” The Department of Revenue, however, defers to
DCED on determinations of the eligibility of individual program applicants.
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C. While Few Quantitative Program Measures Exist, Program Admin-
istrators and Others Cite Numerous KOZ Projects as “Success Sto-
ries”

Related Commentary

While the statistical data and program measures needed to quantify the
overall cost-effectiveness of the KOZ Program are not available, various case exam-
ples of KOZ project “success stories” demonstrate that the program can be a valua-
ble economic development tool. Although the KOZ Program alone is generally not
the sole contributing factor in a business’ decision to locate or develop in a KOZ, it is
often cited as a key element in an overall economic development incentive package.

According to the Director of the Governor’s Action Team, the KOZ Program is
important as a business attraction and retention tool. In testimony before the Se-
nate Finance Committee in October 2007, the Director stated that the KOZ Pro-
gram has been essential to the state’s ability to secure numerous major new busi-
ness development projects since the program was introduced.

The Director further stated that he is sure that Pennsylvania would have
been eliminated from consideration in many of these cases if the state had not been
able to provide the tax benefits available through the KOZ Program.

In addition to the economic benefits of new job creation and private capital
investment, the Director cited the “spin-off benefits” of equipment, supplies, and
services purchased by new KOZ companies, typically from local vendors and con-
tractors. Further, he stressed that at the expiration of the life of the zones, the for-
mer KOZ firms will begin fully paying the state and local taxes that, to that point,
had been abated.

The following are other selected comments that refer to the positive impacts
of the KOZ Program, as submitted by representatives of regional and local economic
and industrial development corporations and by local chamber of commerce offi-
cials:

e A vacant textile mill in our KOZ was unoccupied for several years. The
property exterior was not being maintained and the property was deteri-
orating. Once the property became part of the KOZ, it is once again being
maintained and improved for industrial development of our community.

e The redevelopment and new construction in some of our oldest and most
blighted neighborhoods cannot be underestimated. The spark that these
projects have created in these areas is invaluable.
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e Flat Iron Building — the property was blighted and underutilized and
owned by absentees. Now there have been several hundred thousand dol-
lars of investment and there are spectacular high quality, market-rate
apartments and storefronts.

e Valley Technologies in Rush Township would have shut their doors during
the technology bust of 2000. The tax free zone allowed them to cut costs
and stay in business, weather the storm, and begin to grow again.

e Two manufacturing businesses, started within the KOZ, were able to be
saved from out-of-state purpose and relocation, when their owner put
them on the block. This was due to KOZ-related benefits.

e Warrior Roofing and Manufacturing Co. of PA. An Alabama company
that located their northeast site in our business park. We were competing
with West Virginia and they chose Pennsylvania because of the KOZ ben-
efits.

e Ingersoll-Rand, now Volvo Road Machinery. Ingersoll-Rand purchased a
90,000 sq. ft. facility from us, allowing them to expand their presence in
Franklin County. The building represented a great value for the company
and kept the project from going to North Carolina.

e A private developer took risk and built a speculative flex-space building
which 1s now full and 1s under construction for expansion.

Selected Case Summaries

This section of the report provides case summaries of KOZ projects that are
generally considered to be program “success stories” (including at least one such
project in each KOZ Region). The identification of these specific projects is not in-
tended to represent a comprehensive listing of all KOZ projects that might be consi-
dered “successful.” As documented in other sections of this report, the baseline data
and program measures needed to make such judgments about the program as a
whole or about individual projects is generally not available. Also, as is evident in
the case summaries presented in this section, projects that may be considered suc-
cessful by certain parties may also have detractors who believe that, while a project
may have contributed to job growth, other side effects of the project’s development
may have produced certain negative effects on the infrastructure of surrounding
communities.

Former International Paper Company Site (Northwest Region-Erie, Erie
County)

For many years, the International Paper Company’s Hammermill Plant was

an important economic enterprise in Erie. However, the paper mill plant eventually
closed and the site, located near Erie’s port on Presque Isle Bay, sat vacant. The
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site remained in a vacant “brownfield” status until the Erie Management Group, a
group of local businessmen, created a plan to reuse the main plant site as a Keys-
tone Opportunity Improvement Zone (KOIZ) which had been included as part of the
overall Erie City KOZ sites. In addition to its KOIZ designation, development at
this site was also promoted by other economic development incentives coordinated
by the Governor’s Action Team.

Since that time, the Erie Management Group has developed the 50-acre site
and, through its affiliate SB3, LL.C, manages it as a mixed-use industrial complex.
Among the businesses currently located at the site is Lake Erie Biofuels, LLC, an
alternative fuel processing plant which has created over 30 jobs at its $60 million
facility. Other businesses at this location have reportedly created nearly 30 addi-
tional jobs combined. These businesses include International Business Linkages,
LLC, a software development and marketing firm; Biopreserve, a manufacturer
that uses soybean oil to make wood preservatives; Erie Environmental Systems, a
company developing a fuel device that removes air from diesel fuel to burn at great-
er efficiency; and Griffin Analytics, a company developing a biotoxin detection de-
vice.

Fayette Business Park (Southwest Region — Georges Township, Fayette
County)

Located in the Southwest KOZ Region, the 311-acre Fayette Business Park
(FBP), once a greenfield site in Georges Township, Fayette County, is now one of
the fastest growing and desirable business parks in the area. The variety of availa-
ble transportation options (e.g., convenient access to highway, rail, and air trans-
portation) has generated substantial interest in this KOZ site.

Several other factors have also contributed to the park’s success. The busi-
nesses that located in the park have brought significant capital investment and em-
ployment to the area. Approximately 1,000 people are employed within the FBP,
and 1,000 more jobs could potentially be added given the nearly 150 acres still
available for development. Furthermore, the types of businesses operating in the
FBP tend to support higher wage jobs (e.g., several jobs within the park are profes-
sional positions that pay an hourly wage of $30).

Companies that have expanded to or relocated on KOZ-designated parcels in
the FBP include:

Johnson Matthey, Inc., a specialty chemicals company and world leader in ad-
vanced materials technology, is currently constructing a $43 million, 118,000
square-foot manufacturing facility that will produce catalysts that reduce emissions
of nitrogen oxide from heavy-duty diesel vehicle exhausts. The company aims to
create 110 high-paying advanced manufacturing jobs within three years. Johnson
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Matthey’s move to the FBP reinforces the park’s assets, including easy access and
close proximity to the mid-Atlantic and mid-west markets and the availability of a
skilled, ample, and loyal workforce.

Atlas Energy Resources, LLC, is focused on the development and production of
natural gas principally in the Appalachian Basin and northern Michigan. In 2007,
Atlas purchased a 12.5 acre site in the FBP to construct a $2.3 million 24,000
square-foot district headquarter facility. 140 employees will initially work out of
this facility with the potential to grow to 180 in a few years. Atlas also operates
more than 7,100 oil and gas wells in Pennsylvania, Ohio, Tennessee, and New York.

Hunter Panels, LLC, a leading polyisocyanurate roof insulation manufacturer,
provides products uniquely suited to addressing the environmental and energy con-
scious priorities of homes and businesses. In 2006, Hunter invested over $12 mil-
lion in constructing and equipping a new 200,000 square-foot manufacturing facility
in the park and currently has 77 employees.

Argon ST Production Systems, Inc. is a rapidly growing systems engineering
and development company providing full-service C41SR (command, control, com-
munications, computers, intelligence, surveillance, and reconnaissance) solutions to
a wide range of customers. Argon has created 89 high-paying engineering jobs re-
lated to the manufacturing of electronic/surface ship defense systems.

Mypodiamond, Inc. is a Swiss-owned manufacturer of high-quality industrial
diamond powders. The company is one of a few manufacturers worldwide, and the
only U.S. manufacturer that produces the polycrystalline diamond powder. In 2002,
Mypodiamond purchased a 4-acre site at the FBP and constructed a 10,000 square-
foot manufacturing facility. Currently there are 11 employees on the site, with
room for growth. Mypodiamond’s decision to relocate to Fayette County was based
on the business climate and workforce availability.

Brook Crompton, a leading manufacturer of electric motors for a variety of
purposes in the global industrial market, set up a 32,400 square-foot value-added
and warehousing facility at the business park in 2001 that supports both the U.S.
and Canadian markets. The facility currently has five employees.

Micron Research (North Central Region - Emporium, Cameron County)

Micron Research (located in Cameron County within the North Central KOZ
region) was formed in 1999 to manufacture fine grain graphite for the EDM (elec-
trical discharge machining) industry. Beginning with the purchase of the “Shoup
Property” (a KOZ property) and the construction of a 12,500 square-foot facility,
Micron entered into a lease-purchase agreement for the building with the Cameron
County Industrial Development Authority. The company initiated production
in 2001 with six employees and one production shift. Today, Micron Research is
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producing on three shifts using 16 employees and sales have grown from $550,000
in 2002 to more than $2.2 million. Further growth is anticipated.

Micron’s sales, marketing efforts, and the quality of material have put its
production capacity in a position where sales are outpacing production. Fine grade
graphite is used in several different applications such as, tool & die, tool & mold,
plastic injection molds & dies, rubber molds, powdered metal tooling, forging appli-
cations, and aerospace applications. There are only eight other graphite manufac-
turers in the world, and only five of which make the type of products made by Mi-
cron Research. Due to overwhelming demand for the product, Micron Research has
decided to expand its production capacity.

According to an officer of Micron Research, without the KOZ Program, Mi-
cron would not have had the capability to grow at the pace needed to be competitive
in the global market. Company startups are always difficult, but Micron credits the
KOZ Program, along with other state funding streams, in enabling the company to
establish a strong foundation and grow in a positive direction. Micron initially
marketed and sold its products in the U.S. but the company’s products are now
represented and sold in the U.S., Canada, Mexico, China, Thailand, Singapore,
Vietnam, and Germany. By becoming a global company, Micron Research has posi-
tioned itself to capture additional markets (currently Micron has about 2 percent of
the EDM graphite market).

The planned expansion (which will also take place on KOZ designated prop-
erty in Cameron County) will exceed $2.5 million in cost for new buildings and addi-
tional equipment, and will provide an additional 7,500 square feet of manufacturing
space. The increased production capacity will expand product volume by about 30
percent and increase annual sales revenue to about $4 million. The production in-
crease 1s expected to immediately create four to six new jobs and further add two to
four jobs over the next two years. It will also help to increase existing employees’
wage levels.

American Eagle Paper Mill (Southern Alleghenies Region — Tyrone, Blair
County)

American Eagle Paper Mills, located in Tyrone, Pennsylvania, was formerly
owned and operated by Westvaco Corporation for about 120 years. When it closed
in 2001, the community’s economy and pride were devastated. The KOZ Program,
however, provided the impetus for a group of former employees and private inves-
tors to reopen the facility. Today the facility is owned by Team Ten, LL.C, and has
230 employees.

American Eagle Paper Mills is somewhat unique in North America in that it
produces a variety of fine paper products in an environmentally friendly manner.
In its heyday it produced its own pulp from trees; it now relies on and has created a
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market for recovered papers that are challenging to recycle (e.g., magazine mailers,
envelopes, and other advertising media). The company specializes in manufactur-
ing uncoated paper to meet the demand for uncoated paper products primarily in
the Mid-Atlantic and Mid-West. While the total cost associated with the purchase,
rehabilitation, and start-up was $12.8 million, the Mills are now producing an esti-
mated $76 million in annual sales. The American Eagle project serves as a prime
example of the revitalization and reuse of an abandoned industrial site and the use
of KOZ benefits as an incentive to support redevelopment.

DuPont Company (Northern Tier Region — North Towanda, Bradford
County)

In April 2006, construction of an 80,000 square foot manufacturing facility
was completed for the DuPont Company in North Towanda (Bradford County). This
$80 million facility was located on nine acres of the DuPont campus which had been
designated as a Keystone Opportunity Zone (KOZ) and was built as an expansion
project to manufacture pigmented films used to produce color filter components for
LCD flat panel displays for notebook computers, flat-panel desktop computers, and
flat-panel televisions.

This facility (and the new product line that was developed through its use)
resulted from cooperation between the DuPont firm, local municipal officials, and
the Governor’s Action Team (GAT) to provide an economic incentive package to aid
in making the project a reality. Consequently, the Commonwealth offered the com-
pany a $2.9 million package of loans and grants (that included a $2 million Oppor-
tunity Grant; a $500,000 loan from the Machinery and Equipment Loan Fund; and
$400,000 in Customized Job Training assistance). In addition to these funds
awarded through GAT, the project was also awarded $15 million in funding through
the Redevelopment Assistance Capital Program (RACP). RACP is a Commonwealth
grant program administered by the Office of the Budget for the acquisition and con-
struction of regional economic, cultural, civic, and historical improvement projects.
Additionally, public funding for this project was ultimately augmented by the provi-
sion of private investment as well.

When the public funding was awarded (in 2003), it was announced that the
investment would help retain about 600 employees. By 2006, the company expected
not only to retain employees but also to create approximately 30 new positions in-
volved in conducting research, product development, and marketing activities to
promote its thermal color filters for liquid crystal displays and fuel cell businesses.
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PMG Pennsylvania (Central Region - Philipsburg, Centre County)

PMG Pennsylvania was created at the end of 2005 as a result of a joint ven-
ture between the PLANSEE Group, a German manufacturer, and Mitsubishi Mate-
rials Corporation. The company specializes in the manufacture of powdered metal
parts for the automotive industry. Specifically, the business serves as PMG’s North
American location for the development and manufacture of powdered metal auto-
motive shock absorber components. The operation possesses a specialized range of
primary and secondary powdered metal shock absorber component manufacturing.

The business facility is located in the Moshannon Valley Regional Business
Park, a designated Keystone Opportunity Zone in Centre County. The PMG Group
has a 15-year lease/purchase arrangement with the Moshannon Valley Economic
Development Partnership (MVEDP) for a 53,000 square foot building that was con-
structed specifically for Sinterstahl GMGB in 2003 (the original subsidiary of
PLANSEE Group).

According to the MVEDP, this business park is a recent addition to their “ar-
senal of economic development tools.” The fourteen-lot business park provides fifty
acres of developable ground and is located one mile east of Philipsburg, and just 22
miles from State College. It is also situated close to the proposed Corridor “O,” a
four-lane limited access highway that will connect I-80 in Clearfield County with I-
99 in Centre County. PMG Pennsylvania expected to create between 50-65 jobs
within three years of locating to the KOZ. As of early 2008, the company employed
103 and had invested over $15 million.

Susquehanna Commerce Center (Southcentral Region - York, York County)

When construction began in 2001, the Susquehanna Commerce Center was
the largest and most ambitious commercial development in the City of York. The
$35 million complex is a seven-acre development built on a remediated KOZ brown-
field site. It includes a pair of six-story office buildings (a total of 237,503 square
feet) located within an historic district, with ground-floor retail; the historic renova-
tion of a former gas manufacturing facility; a four-level parking garage and surface
parking; a pedestrian-friendly public plaza; and a new boulevard leading to the re-
novated former industrial building. The project was completed in January 2003.

Susquehanna Real Estate, an active participant in York’s downtown commu-
nity development, had been exploring opportunities to promote economic develop-
ment in the city’s downtown and meet the needs of its own business. For a number
of years they had been looking at the Columbia Gas Company site (property held by
the Redevelopment Authority and therefore tax exempt). After it was designated a
KOZ site, Susquehanna Real Estate accelerated its plans for development. As of
December 2008, the Center contained 14 tenants employing about 730 employees.
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Tenants include Dentsply International (a dental products distributor), Comcast,
Stock and Leader attorneys, and BMC (financial services).

According to a Susquehanna Real Estate official, “the KOZ benefits were a
pivotal marketing feature of the project. It enabled most of the project occupants to
justify moving to a new office facility with higher price points than the existing of-
fice market.” Local economic development officials have also been very satisfied
with the project’s ability to attract tenants. As one official stated, “[The Commerce
Center] has helped bring professionals into the city and establish small businesses
downtown. It’s set off little chain reactions of investment and interest.” The expi-
ration date for this KOZ site is 2010. Officials do not believe that many businesses
will leave the site at that time. The projected tax revenue (to be paid in 2011) at the
current millage rate is estimated at over $1.4 million.

Humboldt Industrial Park (Lackawanna/Luzerne Region - Hazleton, Luzerne
County)

Humboldt Industrial Park, developed by the firm of Can Do, Inc. a private,
nonprofit economic development agency, opened in the early 1970s. Located near
Hazleton in Luzerne County, it currently consists of about 3,000 acres and is one of
the largest business parks in Pennsylvania. The Park’s accessibility was attractive
to its original occupants. Located at the on/off ramp for Exit 143 of Interstate 81,
the Park is only minutes from the I-80 interchange, a major east-west artery.

In the late 1990s, a major expansion project opened up about 500 acres of un-
developed and strip mined land to the west of the original section. Known as Hum-
boldt West, companies began to move in as sites became available, especially after
many parcels were declared Keystone Opportunity Zones (KOZs). As of spring
2008, all but one of the ten industrial sites developed were occupied. The occupants
include Office Max, Cargill Meat Solutions, Michaels Stores Procurement Company,
Inc. (a northeast distributor of handcraft products), and others. Eight businesses
constructed 3,250,000 total square feet of new industrial space; $323.6 million was
privately invested in the project ($126.9 million was invested in building construc-
tion and $196.7 million was invested in equipment). The occupying businesses cur-
rently employ about 1,725 local residents.36

Another expansion of the Park, which became Humboldt East and Humboldt
Station, consisted of 200 acres of mine-scarred land. CanDo purchased the site from
PPL Utilities and the land was subsequently placed into the KOZ Program. As of
early 2008, this land was home to a 240,000 square-foot industrial building and a

36The section of the Humboldt Industrial Park described as Humboldt West is located in Carbon County which
is part of the Schuylkill/Carbon KOZ. The original Humboldt Industrial Park section and expansion sections to
the east and north are located in Luzerne County. KOZ and KOEZ projects and parcels in those sections are
within the Lackawanna/Luzerne KOZ.
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Marriott Residents Inn (under construction). Two additional sites had been sold to
Marriott Comfort Inns and a Turkey Hill Convenience Store. Additionally, Hum-
boldt North, which consists of about 700 acres, some of which is reclaimed mine-
land, is gradually being occupied for industrial development and several KOZ par-
cels were still available as of early 2008.

According to information provided by Can Do, Inc. as of November 2007, of
the 1,515 acres of land owned by Can Do which were originally placed into the KOZ
Program in 1999, 1,013 had been sold. At that time the land had an assessed value
of nearly $185,000 and showed an annual tax revenue loss to the municipalities,
school district and county of $32,000. At the current stage of development, the
same land has a projected assessed value of about $75 million and an estimated $6
million in annual real estate tax revenue. Further, the development has reportedly
produced about 3,100 new jobs with an annual payroll of $92 million.

Although Humboldt is considered by many as a model of success, showing
how the application of the KOZ Program can turn blighted and underutilized land
into productive properties that produce jobs and improve the local economy, the
Humboldt Industrial Park is not without its critics. For example, one economic de-
velopment professional who had responded to an LB&FC questionnaire for this
study, also contacted the LB&FC staff by phone to provide additional comments
about the KOZ Program generally and the Humboldt Park in particular. This indi-
vidual pointed out that many of the jobs created were low-skilled and low-wage jobs
that spurred an influx of immigrant workers, negatively impacting the social cohe-
sion of the community. The rapid influx of low wage workers has strained social
services and led to increased crime, increasing local law enforcement costs. Howev-
er, given the expiration dates of the KOZ projects in the area (mostly 2010 and
2013), the local authorities must wait several more years for the increased revenues
to relieve the fiscal stress.

Further, the projects, many of which have involved the construction of large
box warehouses and parking lots, from this person’s perspective, have resulted in
significant environmental problems, including increased storm water runoff, de-
creased ground water recharge, the destruction of pristine woodlands, and increased
traffic gridlock on local roads.

Highridge Business Park (Schuylkill/Carbon Region — Minersville, Schuyl-
kill County)

Schuylkill Highridge Business Park (HBP), located along Interstate 81 in
southern Schuylkill County, has been described as one of the largest mixed-use
business parks in Pennsylvania. Opening in 1997, HBP consists of nearly 2,000 to-
tal acres, 100 of which were designated a KOZ area and 84 acres which were subse-
quently designated a KOEZ. HBP was a joint effort of the nonprofit Schuylkill
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Economic Development Corporation (SEDCO) and Crossgates Inc. of Wormleysburg,
an industrial real estate developer in Central Pennsylvania. The park is viewed as
playing a key role in attracting jobs to the economically-struggling area and, at the
same time, filling the need for distribution headquarters in Central Pennsylvania.
The following businesses, together with the created jobs and capital investment in-
formation, are located in the KOZ/KOEZ portion of the Schuylkill Highridge Busi-
ness Park:

e Sara Lee U.S. Foods/Total Logistics Control: 125 employees/$24 million
Investment.

e Comfort Inn & Suites: 10 employees/$5 million investment.

e D.A. Fehr, Inc. (manufacturer representative and industrial plumbing
supply): 28 employees/$6 million investment.

e Wal-Mart distribution center: 1,000 employees/$60 million investment.

Among the other (non-KOZ/KOEZ) occupants at the site are regional distri-
bution centers for Lowes’, Wegmans’ Food Markets, and Fanelli Trucking and Wa-
rehousing. Although the KOZ/KOEZ designation played a significant role in the de-
cision of those particular companies to locate at HBP, other factors, including the
availability of utility hook-ups, access to major highways, and a reliable workforce,
were also important draws. In the case of HBP, KOZ status expires December 31,
2010, and KOEZ status for the Wal-Mart site expires December 31, 2013.

Olympus America, Inc. (Lehigh Valley Region — Center Valley, Lehigh
County)

Olympus America, Inc. (a division of the Tokyo-based Olympus Corporation)
describes itself as a precision technology leader, designing and delivering imaging
solutions in health care, life sciences, and photography. Among its main products
are a variety of digital cameras and equipment/accessories, binoculars, microscopes,
audio devices, medical/surgical imaging technology and equipment, medical diag-
nostic/testing devices and equipment, and a variety of other consumer electronics.

In 2006, Olympus America, Inc. completed the relocation of its new corporate
headquarters for the Americas in Center Valley, located in Lehigh County’s Upper
Saucon Township. The 337,400 square-foot Olympus America headquarters build-
ing was developed on land located in the Stabler Center, a 1,700 acre planned cor-
porate and residential community. The site is located at the intersection of Inter-
state 78 and Route 309. As of September 2008, the Stabler Center consists of a
number of occupied parcels of land, consisting in part of law firms, retail stores/
outlets, a golf course, and a number of planned residential communities.
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The headquarters building is situated on 54 acres of land adjacent to a seven-
acre lake and features a “silver-metal and clear-glass facade.” According to the
company website, the new headquarters building incorporated “a number of the
U.S. Green Building Council’s Leadership in Energy and Environmental Design fea-
tures.” According to the Governor’s Action Team, total project costs for the Olym-
pus America site were $84 million.

In selecting the Center Valley site for its corporate headquarters, Olympus
America engaged in a two-year analysis involving the consideration of sites ranging
in several states from the Midwest to the East Coast. In selecting a site, the analy-
sis reportedly considered the factors of the cost of doing business, living costs, work-
force availability, the number and type of economic assistance offers made to the
company, and overall quality of life. The Lehigh Valley site ultimately chosen by
Olympus was reportedly picked from among a study of 16 different U.S. markets.
Prior to the opening of the current headquarters building in August 2006, Olympus
America’s headquarters and distribution operations had been located for the pre-
vious 30 years in Melville, New York.

According to DCED, Olympus America benefited from $12 million in econom-
1c assistance with its relocation to the Lehigh Valley. The Department cites the fol-
lowing factors as instrumental in the company’s decision:

site selection assistance from the Governor’s Action Team;

$12 million in Commonwealth funding;

$10 million from PennDOT to upgrade the roadway at Route 309 and the
Center Valley Parkway; and

— KOZ Program benefits.

In addition, according to DCED, Olympus America and its site selector
worked with the Lehigh Valley Economic Development Corporation (LVEDC) in
contacting city and county economic development partners to present all plausible
sites; compiling a range of information for review by Olympus.

The relocation of the Olympus headquarters to the Lehigh Valley from New
York State illustrates how economic incentive programs like Pennsylvania’s KOZ
package can benefit companies and contribute to regional development. Compared
to Olympus’ previous operating costs, the tax abatement from the state and abate-
ment of local real estate taxes and sales taxes on activity within the KOZ will save
Olympus tens of millions of dollars. KOZ benefits expire for this project on Decem-
ber 31, 2013.
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AdminServer, Inc. (Southeast Region - City of Chester, Delaware County)

AdminServer Inc. has been described as a premier solutions provider for the
insurance community. Founded in 1998, AdminServer, Inc. has been a rapidly
growing provider of insurance policy administration software, and was named to
Inc. Magazine’s list of America’s fastest growing privately held companies for three
consecutive years. Originally located in Malvern, Pennsylvania, the firm moved in
2003 into a KOZ (known as The Wharf at Rivertown, a converted Philadelphia Elec-
tric Company’s power station) located in the City of Chester in Delaware County.
At that time the firm had 26 employees. As of mid-2008, the company employs
more than 400 persons and occupies about 60,000 square feet of office space.

The KOZ site occupied by AdminServer is a prime example of how an urban
brownfield location can be converted for use by a high technology industry. In May
2008, the Oracle Corporation, which specializes in developing and marketing data-
base management systems and other software products, purchased AdminServer,
thus expanding Oracle’s existing insurance industry software product line.

Cira Centre (Philadelphia Region - Philadelphia, Philadelphia County)

The Cira Centre is a 29-floor, 731,852 square-foot office building located adja-
cent to 30th Street Station in the University City neighborhood of West Philadel-
phia. Completed in November 2005, the building is located within a Keystone Op-
portunity Improvement Zone (KOIZ). The property was developed by Brandywine
Realty Trust, a real estate investment trust (REIT) headquartered in Radnor,
Pennsylvania, that oversees development, purchasing, management, leasing, re-
modeling, and sales of commercial property. The KOIZ benefits for tenants of the
Cira Centre will remain in effect through December 31, 2018.

The parcel of land upon which the Cira Centre is located was designated as a
KOIZ prior to building construction and before Brandywine began to seek clients for
the building. Approximately six months prior to its completion, over 90 percent of
the Cira Centre’s space was leased. Tenants currently occupy 99.6 percent of the
Cira Centre’s office space. Brandywine Realty Trust anticipates that at least 50
percent of the current tenants will continue to lease office space at least five years
following the expiration of KOIZ program benefits.

The construction of the Cira Centre was one component of Philadelphia’s con-
tinued westward expansion of the central business district, linking center city to the
University City area. Brandywine officials with whom we spoke indicated that the
construction of the Cira Centre and its high occupancy rate would not have occurred
in the absence of the KOIZ program benefits. Moreover, according to the Philadel-
phia KOZ Coordinator, program benefits served as the “tipping point” for many
Cira Centre tenants to return to the city; often from locations in nearby counties. A
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managing partner of one King of Prussia law firm, for example, which now occupies
about 28,000 square feet of the structure, indicated that, with the tax incentives of-
fered for moving into the Centre, the firm will end up saving between $5 and $10
per square foot. Also, construction is currently underway for the nearby Cira Cen-
tre South project which will include spaces for offices, retail operations, restaurants,
hotel space, apartments, and unit condominiums. That project is scheduled for
completion in 2011 or 2012.

A project as extensive as the Cira Centre is bound to be controversial to some
degree. For example, noting that two of the Centre’s tenants were major Philadel-
phia law firms, some commentators remarked that their move from one city location
to another enabled the firms’ partners to experience a windfall in their personal tax
bills. Hence, the provision of tax incentives amounted to a ‘musical chairs’ effect,
whereby companies merely changed location within the City while providing little
benefit to the local economy. Proponents of the KOIZ, and its use in the case of the
Cira Centre, point to the effect which location in the KOIZ (with the related tax ab-
atement benefits) had on the attraction of high-end tenants to an area of the city
that was previously considered less than desirable for business. The increase in of-
fice workers and retail businesses to serve them may revitalize the area of
Philadelphia that lies between the Center City and University City (University of
Pennsylvania/Drexel University) locations.

Further, according to a report completed by the Econsult Corporation for
Brandywine Realty Trust in January 2007, the construction of the Cira Centre re-
sulted in over $340 million in output, nearly 1,500 jobs, and over $55 million in
earnings for Philadelphia. The report also estimated the amount of local and state
taxes generated both during construction of the Cira Centre and its operation
through 2018 and beyond due to the Cira Centre’s location in a KOIZ. The report
estimated that the construction of the Cira Centre generated $2.2 million in wage
and earnings and sales tax revenue for Philadelphia and $19.8 million in state tax-
es. Between 2006 and 2018, the period in which the building qualifies for tax ab-
atement due to its location in a KOIZ, the report estimated that Philadelphia would
still realize $11.9 million in wage and earnings tax revenue; while the state would
realize $11 million in personal income tax revenue. Upon expiration of the KOIZ
benefits after 2018, the report estimated that activity within the Cira Centre will
generate approximately $18.5 million in local taxes and $19.6 million in state taxes
annually.

The report concludes in part that the Cira Centre will place Philadelphia in a
better position to compete for high-skilled jobs along the Northeast Corridor, attract
and retain knowledge workers within the City, and facilitate University City’s rise
as a destination neighborhood.
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T.J. Maxx (Philadelphia Region — Philadelphia, Philadelphia County)

Major retailer T.J. Maxx created at least 1,100 new jobs when it constructed
a one million square foot distribution center in a brownfield site near the Northeast
Philadelphia Airport. This site is located in a Keystone Opportunity Zone. T.d.
Maxx is a subsidiary of the TJX Companies, Inc., a Fortune 200 company and the
leading off-price retailer of apparel and home fashions in the U.S. and worldwide.
The project was developed by Liberty Property Trust and the City of Philadelphia’s
economic development arm, the Philadelphia Industrial Development Corporation
(PIDC). The project was developed with $49 million capital investment and in-
cludes a single-story distribution center with 134 loading docks and a two-story of-
fice attachment. The facility is located on a 67-acre property—a former landfill
site—that was cleaned up using funding provided by the Land Recycling program.

In addition to the organizations mentioned above, the Governor’s Action
Team worked with T.J. Maxx and the PIDC to make this project a reality. The
Commonwealth has invested more than $4.2 million in the project. Of that amount,
$3.5 million represents funds derived from the Industrial Sites Reuse Program and
the Infrastructure Development program. The state also provided T.J. Maxx with a
$750,000 economic package that included an Opportunity Grant and Customized
Job Training Funds.

According to the Philadelphia Zone Coordinator, the TJX Companies, Inc.
was not even considering Philadelphia until they heard about the benefits of the
KOZ Program.

Other Notable Projects

In addition to the specific case examples summarized above, other projects
are notable for their application of the KOZ Program benefit and for playing a role
in stimulating job growth and capital investment in their respective regions.

e Urban Qutfitters (Philadelphia KOZ Region). In 2004, Urban Outfitters
Inc., the Philadelphia-based clothier (founded in 1970) which operates
stores in Canada, Europe, and the U.S., decided to relocate its headquar-
ters from Center City Philadelphia to the KOZ at the Philadelphia Navy
Yard. The company operates retail stores under the names Urban Outfit-
ters and Anthropologie, and also maintains a wholesale line that goes by
the name Free People. The company had been seeking alternate ex-
panded office space in order to consolidate its multiple Philadelphia-based
offices into one location that would support its growth for at least the next
five to 10 years. Overall, Urban Outfitters invested $35 million in the
Outfitters’ complex at the Navy Yard which includes five buildings, one

116



each of which houses one of the company’s three brands, another for
“share services,” and a fifth building for the corporate headquarters.

Target Distribution Warehouse (Central KOZ Region). In December 2006,
the Target Corporation purchased 166 acres, for development of a 1.6 mil-
lion square-foot regional distribution center in Union County to receive
and ship product to Target’s network of retail stores in the region. It is
estimated that the total investment in this project will be $100 million,
which will include a $1,250,000 IDP grant for public infrastructure im-
provements. This project expects to result in the creation of 500 new jobs.
Construction commenced in July 2007 and occupancy was scheduled for
February 2009. Staffing for the facility was scheduled to begin in 2009
and be completed by 2012. (In October 2008, it was reported that con-
struction on the facility had been halted due to “the current economic cri-
sis.”

Dollar Tree Distribution, Inc. (Central KOZ Region). This expansion
project is located in the Briar Creek Business Park developed on a 75 acre
greenfield property in Briar Creek, Columbia County. The original
600,000 square-foot distribution facility project was completed in 2002,
and an additional 400,000 square feet was added in the last quarter of
2007. Capital investments in this project (including the recent expansion)
totaled approximately $63 million. Prior to the expansion, about 160 em-
ployees worked at the Briar Creek location. With the expansion, the com-
pany expects to increase its workforce to more than 200 employees.

The Greater Erie Industrial Development Corporation (Northeast KOZ
Region) reused 20 acres of a brownfield area in East Erie that included a
former “Super Fund” site. This area has been developed as a business
park which has eight improved parcels ranging in size from 1.5 to 5 acres.
Paragon Print Systems has constructed a $750,000 facility on one of the
lots enabling the company to retain 12 employees and plan for adding oth-
er new jobs.

Caremark RX (Lackawanna/Luzerne Region). Located in a business park
called Hanover Crossings near Wilkes-Barre, which was designated a
KOZ in 2000, Caremark RX (formerly Advanced PCS) is a Tennessee-
based mail-order pharmaceutical company which moved into the park in
2002 and has invested approximately $25 million at this location. The
Wilkes-Barre facility provides more than 400 jobs and was recognized in
2002 as the third largest job creation project in the country. The compa-
ny’s clients include corporate health plans, managed care organizations,
Insurance companies, unions, and other funded benefit plans throughout
the country. Caremark is also a national provider of drug benefits to eli-
gible beneficiaries under Medicare part D and operates a national retail
pharmacy network with over 60,000 participating pharmacies.
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D. State and Regional Program Administrators Have Done Relatively
Little to Formally Monitor and Evaluate the Operation and Effective-
ness of the KOZ Program

1. The DCED Has Not Established Performance Measures for the KOZ Program
and Does Not Require Standardized Regional Reporting of KOZ Data for Program
Monitoring and Accountability Purposes.

Performance measures are indicators of progress towards meeting prescribed
program objectives. Commonly used performance measures include outputs, out-
comes, impacts, and program efficiency indicators. While the KOZ Program is sub-
sumed under the “Community Development” program administered by DCED, no
performance measures have been established for the KOZ Program as a component
of the department’s budget. Examples of performance measures that could provide
meaningful information on the effectiveness of the program include the number of
businesses relocating into designated zones, the number of brownfield acres and
abandoned industrial sites reclaimed and developed, and the number of new (start-
up) businesses within the zones. Such measures would provide additional accoun-
tability in a program with estimated annual General Fund tax expenditures of over
$30 million annually.37

Without quantifiable measures for the KOZ Program, DCED central office
staff rely almost exclusively on company-reported job creation and retention figures
as well as self-reported capital investment data as the primary indicators of pro-
gram success. These measures are reported by program participants in their an-
nual KOZ Program applications and are not independently verified or audited by

DCED.

Also, although the KOZ Act requires DCED’s Center for Local Government
Services to provide technical assistance to political subdivisions on program evalua-
tion, established measures of program success are also missing at the local level.
Specifically, the KOZ Act requires that DCED provide assistance relating to the
establishment of “annual benchmarks and annual reporting requirements” to
the agencies responsible for KOZ Program administration. However, we found no
evidence that the Center for Local Government Services has worked with political
subdivisions in the establishment of annual benchmarks and annual reporting re-
quirements that are specific to the KOZ Program.

In the absence of a system of established program measures, we sought
from DCED copies of internal program activity and management information re-
ports. For a program such as the KOZ Program that has both a central office and

37This is an estimated figure that does not include administrative costs or an unknown amount of program-
related tax exemptions and credits granted at the local level.
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regional/local entities with program implementation responsibilities, it is reasona-
ble to assume the existence of regular data collection and reporting requirements
and mechanisms that capture meaningful information at all levels of program ad-
ministration.

We found that DCED does not require standardized regional and local report-
ing of program data. In the absence of such data, central office staff utilize data
submitted by program participants on their annual application for program benefits
for management information and public reporting purposes. As illustrated in Part
A of this section, a major shortcoming of this data is that it is limited in scope and is
self-reported by program participants with no independent verification by program
staff. While zone coordinators are occasionally asked by central office staff to pro-
vide program data for special purposes (e.g., “success story” case studies for the “4
year report” to the General Assembly), they do not submit program reports to the
DCED central office on a regular basis.

Through field visits to five KOZ regions, we found that some zone coordina-
tors maintain records and statistical information of varying types and levels of de-
tail regarding job creation/retention, capital investment, occupied and available
acreage, and the status of program applications. Some apparently compile this in-
formation in a zone-specific central database. However, the nature and extent of
individual zone record-keeping varies significantly. In short, the program has no
guidelines on required record-keeping and the approach to collecting program data
is not uniform among the regions. DCED central office staff acknowledged that
they are not familiar with the specific nature and content of records maintained by
each of the individual zone coordinators.
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2. The Mandated “Four-Year” Evaluation Reports Done by DCED Do Not Provide
a Sufficient Assessment of the Economic Impacts of the KOZ Program.

Section 1102 of the KOZ Act requires that the DCED report to the General
Assembly “on the economic effects of this act in each keystone opportunity zone or
keystone opportunity expansion zone every four years.” To date, under this timeta-
ble, two such reports were due, one in 2002 and another in 2006.

The 2002 Report. During the early years of the program, DCED contracted
with the Allegheny Institute of Public Policy to compile data for the initial review
and progress report. Prior to that time, the Allegheny Institute prepared a report
entitled “Pennsylvania’s Keystone Opportunity Zones: A Look at the First Year.”
This report described first year implementation and compared the first year of the
Commonwealth’s KOZs to the first year of Michigan’s Renaissance Zone Program.

Under its contract with DCED, the Allegheny Institute continued to monitor
program implementation and compiled program statistical data for the 2002 report.
This report, issued in January 2003, called the KOZ Program “the boldest, most
forward-thinking economic development program in the nation because it empowers
local communities and has fostered unique state/local and public/private partner-
ships.” It concluded that “Pennsylvania’s KOZ/KOEZ Programs are well on their
way to stimulating investment in some of the state’s most deteriorated and chal-
lenged areas.”

The 2002 “Four-Year Report” provided summaries of economic activities, by
KOZ, for each of the 391 “projects” enrolled in the program at that time, including
job creating and retaining projects, site development projects, and activity on
brownfield and abandoned industrial sites. The report noted that in 2001, the KOZ
Program was selected as the best “Statewide Economic Development Strategy” by
Business Facilities magazine. According to the report, after four years, the program
had 391 “projects” that accounted for 13,613 jobs created (actual and planned),
7,962 jobs retained, and more than $1.5 billion of real estate and other capital in-
vestment.38

The 2006 Report. DCED undertook in-house development of the 2006 “Four-
Year Report” but did not issue a report during 2006. LB&FC staff inquired as to
the availability of this report and subsequently received a review draft. The draft
was comprised of a one-page program overview, a KOZ jobs and capital investment
statistical summary, a map of the KOZ regions with contact information for zone
coordinators, and 12 KOZ “success stories” intended to represent the program’s

38Note: As discussed in Section III.A, the information contained in the 2002 report was, like current data, a
compilation of self-reported figures submitted to the DCED by individual KOZ businesses.
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economic impact in each zone. No other analysis or assessment of economic effects
in the regions was included.

Due to data problems identified as part of this study, (in particular, the unre-
liability of statistical data on job creation, job retention, and capital investment),
the 2006 report provided to LB&FC staff in draft form was never officially released
to the General Assembly or as a public document. The “success stories” contained
in the draft report were, however, subsequently posted to the portion of the DCED
website dedicated to the KOZ Program. The inclusion of only “success stories” in
the draft report and on the KOZ website, while describing the experiences of se-
lected companies that have located within zones, is not responsive to the statutory
requirement that DCED report to the General Assembly on the “economic effects” of
the program in each of the individual zones.

Based on a telephone survey of all KOZ participants conducted during CY
2008, DCED staff attempted to verify program information submitted by all KOZ
participants on their CY 2007 applications. Using this data, the Department pre-
pared a “2007 KOZ Update Report” and released it in November 2008 in lieu of the
“Four-Year Report” that was due in 2006. This report continued the basic format of
the reports described above but added a further breakdown of statistical data, by
business type. The internal documentation upon which this report was based was
not available to LB&FC staff.
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3. Neither State nor Regional Program Administrators Have Evaluated the Extent
of Local Progress Made in Implementing “KOZ Opportunity Plans.”

“Opportunity Plans” are defined in the KOZ Act and were to be developed by
each KOZ region. Such plans were required in the original legislation as a precon-
dition to a zone’s acceptance into the program. The act states that the plans were to
include a number of specific provisions and proposals “to increase economic oppor-
tunity, reduce crime, improve education, facilitate infrastructure improvement, re-
duce the local regulatory-burden and identify potential jobs and job training oppor-
tunities.” The plans, among other things, were also to identify anticipated im-
provements and anticipated activity in the zone (e.g., industrial use, industrial site
reuse, commercial or retail use, and residential use). (See Exhibit 9.)

Exhibit 9

The Required Components of KOZ “Opportunity Plans”

o A detailed map of the proposed KOZ (or KOEZ), including geographic boundaries,
total area and present use and conditions of the land and structures of the proposed
KOZ (or KOEZ).

e Evidence of support from and participation of local government, school districts and
other educational institutions, business groups, community organizations, and the
public.

e A proposal to increase economic opportunity, reduce crime, improve education, faci-
litate infrastructure improvement, reduce the local regulating burden and identify po-
tential jobs and job training opportunities and which states whether or not the zone is
located in an area which has tax revenue dedicated to the payment of debt.

e A description of the current social, economic, and demographic characteristics of the
proposed KOZ (or KOEZ) and anticipated improvements in education, health, human
services, public safety, and employment that will result from KOZ (or KOEZ) designa-
tion.

e A description of anticipated activity in the proposed KOZ (or KOEZ), including, but
not limited to, industrial use, industrial site reuse, commercial or retail use and resi-
dential use.

e Evidence of potential private and public investment in the proposed KOZ (or KOEZ).

e The role of proposed KOZ (or proposed KOEZ) in regional economic and community
development.

e Plans to utilize existing resources for the administration of the proposed KOZ (or
proposed KOEZ).

e Any other information deemed appropriate by DCED.

Source: KOZ Act.
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LB&FC staff reviewed a sample of three of the 12 Opportunity Plans® that
were submitted by political subdivisions or their designees as a component of the
initial application for the designation of the KOZs. The purpose of this review was
to determine the content of the Opportunity Plans and what, if any, measurable
goals or objectives they may contain that could be used as an element in the deter-
mination of the success of the KOZ Program.

We found that while the format of the Opportunity Plans differed among the
three regions, each contained the statutorily-mandated elements to be included in
an Opportunity Plan. All three plans established goals and strategies for each of
the subzones contained in the KOZ (although the precise format varied among the
subzones). Goals and strategies were assigned and tailored to the specific needs of
each of the subzones. In all three cases, goals were presented (often in the context
of a vision for the KOZ) and could be used to guide development as well as be the
basis for accountability measurement. For example, in the Luzerne/Lackawanna
KOZ, one of the overall goals involved “returning mine-scarred land to productive
use” and it is reported that this goal was specifically applicable to some but not all
of the subzones.

It is clear from the KOZ Act that, in addition to being a prerequisite to the
approval and establishment of a KOZ, the Legislature intended that the Opportuni-
ty Plans were to also serve as documents against which the outcomes and effective-
ness of the KOZ Program in the individual regions could be measured. In particu-
lar, the section of the KOZ Act that authorized DCED to award implementation
grants to the KOZs also required that the regions submit “annual update reports” to
the Department of Revenue on real property ownership and progress in the respec-
tive KOZs. The act also required that the annual update report on progress “on all
proposals required as part of the Opportunity Plan” and on other information as re-
quired by DCED.

Neither the Department of Revenue nor DCED has any record of having re-
ceived annual “Opportunity Plan update reports” from the KOZ regions. We also
found that the DCED has not used the “Opportunity Plans” as baseline measure-
ment documents or as a reference against which KOZ-related activities in the indi-
vidual KOZ regions can be measured (for example, for purposes of assessing KOZ-
related economic impacts in each of the zones as required for the “Four-Year Re-
port” discussed earlier). Further, individual KOZ regions have also apparently not
used the plans as a means of measuring actual KOZ Program impacts against the
goals and objectives originally established in their plans.

39LB&FC staff reviewed the plans for Lackawanna-Luzerne, Southwest, and Southcentral regions.
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E. Although Some Cite the Need for Program Improvements, Most
KOZ Coordinators and EDC and IDC Directors Support the KOZ
Concept and Believe It Has Been Effective

1. Perspectives on Program Operations and Effectiveness

As part of this study, LB&FC staff distributed surveys to KOZ Regional
Coordinators and Subzone Coordinators and to Directors of Economic and Industri-
al Development Organizations (EDC/IDC). These surveys were intended to obtain
input and perspectives from those persons who are directly involved in the local
administration of the program.

The LB&FC obtained mailing information, including names, postal ad-
dresses, phone numbers, and email addresses for the directors of the EDC/IDCs as
well as for the KOZ coordinators and subzone coordinators from the Pennsylvania
Economic Development Association (PEDA) and the DCED, respectively.

The response rate for the survey sent to EDC/IDC directors was approximate-
ly 31 percent. Of the 75 surveys that were sent, 23 completed questionnaires were
returned. The response rate for the survey sent to KOZ coordinators and subzone
coordinators was approximately 24 percent. Of the 70 surveys sent to this group, 16
completed questionnaires were returned, 4 from KOZ coordinators and 12 from sub-
zone coordinators.

The answers given by respondents to the survey questions are summarized in
the paragraphs that follow along with a sampling of verbatim comments in each
area.

Survey of KOZ Regional Coordinators and Subzone Coordinators

Question 1: The intent of the KOZ Program is to stimulate job creation, capital in-
vestment and overall economic development in areas of economic distress. Consider-
ing your particular area or region, how effective do you believe the program has been
in achieving this goal?

Summary Characterization of Survey Responses: The KOZ Program benefit is
commonly referred to as the deciding factor in many business’s locations/relocations
to the zones. It is cited as having brought new jobs and capital investment to areas
that otherwise may not have seen such activity. Most of the responding coordina-
tors believe the program to be effective.
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Sample Comments (Program Effectiveness):

— In our particular case it has proven to be beneficial in starting new busi-
nesses and has been an additional incentive for some of the businesses
that have located here, but we have not experienced any large scale inter-
est from the “outside world” as a result of this status. This is not untypi-
cal for our location, however, since we are removed from interstate high-
ways and are quickly dismissed as unsuitable by professional site selec-
tors.

— The program is more attractive to highly profitable companies, simply be-
cause the benefits are multiplied. From a state-to-state competitive basis
it really helps. It’s made very little difference to start-ups.

— Existence of KOZ has attracted four significant new industrial projects at
Crawford Woodlands combining to create/support more than 300 jobs.

— The program incentives have made the various Erie-City and Erie-County
KOZ sites more attractive and facilitated their reuse. However, the effec-
tiveness is limited to the property owners ability to invest in the property.
Where KOZ properties were owned by private individuals, the KOZ desig-
nation was not as effective. When KOZ properties are owned by public
agencies or development companies then the program is more effective.

— The KOZ is not a panacea but it is a very useful and necessary tool to
have in the economic development tool box especially when competing
with other states on bigger projects.

— As a rural community, the Schuylkill/Carbon Region requires special eco-
nomic development incentive tools to compete in the recruitment/site se-
lection arena. The KOZ Program is a Tax Abatement Program which has
significantly impacted the economy in our region. It has afforded an op-
portunity to recruit quality Fortune 500/100 companies to the community
which would not have occurred otherwise.

Question 2: What do you consider to be the most significant strengths and weak-
nesses of the KOZ Program?

Summary Characterization of Survey Responses:

Program Strengths

» Encourages development and job creation.

» Makes sites competitive to out-of-state business and allows PA to better
compete with NY and OH.

» Simple administration and easy to employ.
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» Partnership between jurisdictions requiring local municipalities, counties,
and school districts to invest a portion of their local tax base to get the de-
signation.

» Availability of several levels of tax abatement.
Sample Comments (Program Strengths):

— The program enhances cash flow and return on investment to companies
starting operations at a new location. This encourages development and
job creation.

— Relief from local real estate taxes allow for affordable locations for start-
ups and business with relocation expenses to absorb. Priority in certain
state applications has also helped to expedite “closing the deal” with a
number of our businesses.

— This program makes sites competitive in attracting out of state business-
es.

— Property tax relief and much more so, the Corporate Net Income Tax re-
lief. The largest benefit for us—the marketing aspect and the companies
that are attracted to us because of the KOZ status. It gets them to our
door whether they benefit or not.

— The relief is a huge incentive - especially to speculative investors. Big in-
centive for sites otherwise at a disadvantage. Gets people out and looking
at sites.

— An ability to compete with New York and Ohio.
— Encourages use or reuse of abandoned industrial properties.

— The program is easy to use and simple. Government gets out of the way
by not collecting taxes in the first place (instead of the traditional ap-
proach of TIF or grant program that takes tax dollars and then re-
allocates with strings attached). Simple administration allows property
owners/businesses to concentrate on their property or business instead of
filling out paperwork.

— The most significant strength is that it is a partnership between jurisdic-
tions requiring local municipalities, county, and school districts to invest a
portion of their local tax base to get the designation in return for the op-
portunity to get increased investment and tax base in the long term. By
requiring them to invest, it makes them a stake holder in the program
and tends to make them more careful in determining what properties and
how many to include in the KOZ. Those properties that have been able to
be developed in a KOZ will provide a very significant return in taxes to
municipalities and school districts when the benefit period expires in 2010
and 2013.
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Program Weaknesses

>

>

Y

No follow-up inspection to verify that businesses are following the proce-
dures and abiding by the requirements of the program.

Complex legislation.

Benefits do not begin at the time of location to the KOZ. Instead they end
at a fixed time providing unequal benefit to companies having located to
the zone later.

No requirement to improve appearance of property and/or structure.
Insufficient marketing of the program.

Too many non-blighted KOZs designated.

Sample Comments (Program Weaknesses):

The program lowers the cost of holding on to properties for speculators
since carrying costs are minimized.

Companies, especially competitors that do not receive the KOZ benefits
feel that it’s not a level playing field. Hey, they could always relocate to a
KOZ!

Having to convince local elected officials of importance of KOZs - hard for
them to see “big picture.”

Time of KOZ expiration. Our park is still under construction and KOZ is
set to expire in 2011. When companies do get benefit, it should all be the
same, 1.e., 10 years per company, no matter when they build.

Given that the goal of the program, as I understood it, was to jumpstart
activity where none was happening, I would say there are no weaknesses.
However, if the goal had been to create jobs and investment in the longer
term, I would have suggested that the KOZ be rolling 12 years as opposed
to a fixed 12 years (i.e., benefits begin at development).

No requirement to improve appearance of property and/or structure.

There are too many non-blighted KOZs designated and no one knows
about the program. KOZ status was intended to make blighted properties
more attractive relative to other properties. Another weakness is that no
one knows about the benefits of living, owning, or doing business in a
KOZ.

There is no follow-up inspection to confirm that the company is following
the procedures and requirements of the KOZ Program.

The gradual decline of the benefit period as the zones mature provides a
declining incentive for companies to locate. In our region, it is getting to
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the point where those zones expiring in 2010 are not very attractive at all.
The proposed (HB 2297) legislation that provides an extension for the un-
developed areas and starts the clock ticking when ground is broken by an
investor developer is a good fix for this problem and should do away with
people getting tax breaks on land that is sitting there without develop-
ment occurring on it.

— The term of the KOZ designation — The KOZ Program should provide for a
timeframe option similar to the Local Economic Revitalization Tax Assis-
tance (LERTA) Program, i.e. benefit term begins when new project is in
place.

Question 3: What do you consider to be the biggest “success stories” for the KOZ
Program in your area/region?

Summary Characterization of Survey Responses: There are several reports of
formerly vacant areas/buildings seeing increased/new/renewed activity due to KOZ
designation. Small organizations and large organizations alike are able to benefit
from the program, but larger organizations typically find the program more benefi-
cial. Start-up businesses are not reportedly helped by the program

Sample Comments (Success Stories):

— Since the program began we have been able to create, or attract, over 44
businesses to a formerly vacant Brownfield site which has resulted in the
creation of over 450 jobs.

— Two manufacturing businesses, started within the KOZ, were able to be
saved from out-of-state purchase and relocation, when their owner put
them on the block. This was due to KOZ related benefits.

— Warrior Roofing and Manufacturing Co. of PA. An Alabama company
that located their northeast site in our business park. We were competing
with West Virginia and they chose PA because of the KOZ benefits. They
constructed a 50,000 sq. ft. facility and employ up to 40 workers. The
source of their raw paper is in Hagerstown, MD.

— Ingersoll-Rand, now VOLVO Road Machinery. IR purchased a 90,000 sq.
ft. facility from us, allowing them to expand their presence in Franklin
County. The building represented a great value for the company and kept
the project from going to North Carolina.

— KMA Remarketing - has effectively used KOZ to help grow their business
in the past 6 years. They buy, refurbish, and resell used medical equip-
ment.
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TJX (TJ Maxx) 1,200 new jobs, $49 million, 1 million of construction by
Liberty Property Trust. TJX was not even considering Philadelphia until
they heard about the KOZ benefits. KOZ made the deal happen.

Flat Iron Building - the property was blighted and under-utilized and
owned by absentees. Now there have been several hundred thousand
dollars of investment and there are spectacular high quality, market-rate
apartments and storefronts

Cira Center, Brandywine Development built a 32 -story, $198 million of-
fice tower over a railyard. The development has attracted new businesses
to the city and helped spur activity linking center city to the University
City area.

Valley Technologies, Rush Township - would have shut their doors during
the technology bust of 2000. The tax free zone allowed them to cut costs
and stay in business, weather the storm and begin to grow again.

Our industrial park had one company in residence before KOZ. We now
have six companies with a combined total of 400+ jobs and nearly $30 mil-
lion investment.

Greater Erie Industrial Development Corporation’s reuse of 20 acres of a
brownfield area in east Erie that included a former “Super Fund” area.
This area became the Joyce A. Savocchio Business Park, which has eight
(8) improved parcels of varying sizes (1.5 to 5 acre parcel) Paragon Print
Systems has constructed a $750,000 facility on one of the lots. This com-
pany retained 12 employees and set the stage for adding four more jobs
immediately.

Dollar Tree Distribution, Inc., Briar Creek, Columbia County. This was a
PA expansion project on a 75 acre Greenfield property. This project
needed a large amount of contiguous acreage which usually only a Green-
field property could provide. The original 600,000 sq. ft. distribution facil-
ity project was completed in 2002 and an additional 400,000 sq. ft. was
added in the last quarter of 2007. This company represents the current
largest gain in employment in the region at 263. The total investment by
the company has been $41 million.

PMG Pennsylvania Corporation, formerly Sinterstahl, Rush Township,
Centre County. This was the first American manufacturing operation of
the German auto parts manufacturer. The company is a manufacturer of
powdered metal parts for automotive industry. In 2003, the company be-
gan operations as Sinterstahl Corporation in a leased 53,000 sq. ft. facility
at the Moshannon Valley Business Park outside of Philipsburg. In 2005,
PMG Pennsylvania Corporation was formed by the joint venture of Sin-
terstahls owners and Mitsubishi Materials Corporation. This company
expected to create between 50-65 jobs within three years of locating to the
KOZ. Today, the company employs 103 and has invested over $15 million.
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Highridge Business Park — 200 acre KOZ designation. Two major compa-
ny regional distribution centers and hotel constructed on KOZ site.
Another 100,000 s/f facility is planned.

Humboldt Industrial Park West — 450 acre KOZ designation. Ten new fa-
cilities constructed.

In Blair County the following KOZ success stories have happened:

0 Smith Transport International construction of 500,000 square feet of
new warehousing and distribution space at an investment of over $14
million.

0 The re-opening of the Tyrone Mill under the name of American Eagle
Paper Mill. $11 million investment and over 200 jobs created.

0 The location of the Sheetz distribution center and Sheetz Bros. Kitchen
project. Investment of $53 million and over 700 new jobs created or to
be created.

0 The purchase and redevelopment of the former Hollidaysburg Car
Shop property. App. $6 million investment and initial job projections
associated with phase one in excess of 100.

Question 4: Which projects in your area/region have proven to be the least success-
ful or most disappointing and why?

Summary Characterization of Survey Responses:

>

>

>

The most commonly referenced disappointment includes parcels within
KOZs that remain vacant.

Respondents mention that there are companies that located to the KOZ
and then failed, but most cite factors beyond the control of local govern-
ment (such as poor management decisions and economic downturns) as
the main reasons for this type of failure.

A few respondents reported that the KOZs development has slowed as the
expiration date of the program nears. Therefore, areas that are undeve-
loped are unlikely to see any new activity.

One respondent stated that employment brought to the area was not per-
manent, and the property that was purchased was further devalued by
the new owner.

Sample Comments (Least Successful Projects):

There have been half a dozen businesses, stated within the KOZ that have
failed. This was either due to poor management decisions or world eco-
nomic circumstances beyond local control.
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— Keystone Regional Industrial Park, Crawford County. This 1,300 acre
site 1s mostly unoccupied.

— Fed Ex Ground. We have a KOIZ site that was under consideration by
Fed Ex Ground. The company ultimately located in Hagerstown MD,
apparently due to economic incentives offered by the State of Maryland
and the proximity to the intersection of two major interstates.

— Keystone Regional Industrial Park, Crawford County - Least successful
only because the KOZ designation occurred well in advance (5 years) of
completion of all pre-development (infrastructure) work at the park. Upon
completion of Infrastructure (2008), anticipate KOZ having positive effect.

— Moose Building - property owner began restoring the building and then
just stopped. Nothing has happened in many years.

— No employment was permanent. The person that acquired the property
made more of a mess. He stated that he would take used buses and make
travel homes. The old buses are parked everywhere. They are parked for
years with very little production.

— Franklin Twp KOZ site on the Edinboro exit of I-79 — greed of local prop-
erty owners and significant cost to provide public utilities have stymied
the potential development of the site.

— KOEZ designation has not been enough to encourage development of a va-
cant parcel with topographical and wetland issues near to Exit 308 off I-
80.

— Several vacant buildings located in older communities have not seen any
activity under the Program. There were no Business Plans submitted for
these locations. It is unlikely that they will see any activity during the
term of the Program.

— Some vacant parcels have not seen any activity due to lack of utility infra-
structure.

Question 5: Brownfields” were originally targeted for emphasis in the KOZ Pro-
gram but prime real estate and “Greenfields” have reportedly also worked their way
into the program. Has this occurred in your area/region? If yes, do you believe this
i1s a problem?

Summary Characterization of Survey Responses: Most respondents agree that
Greenfields have worked their way into the program, but generally they do not be-
lieve this to be a problem. However, respondents also agree that Brownfields
should remain the targeted areas for development.

Sample Comments (Inclusion of Prime Real Estate/Greenfields):

— Mifflin County Industrial Park is a greenfield site.
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The IDC enrolled greenfields into the program because it needed to be
competitive with other areas and regions. We believe brownfield and dif-
ficult redevelopment projects should have only been eligible but localities
need to compete for limited opportunities.

Our entire KOZ Subzone is entirely within a Brownfield site — cleared un-
der “Act 2.” We have lost one large business to a neighboring community
where a new building was built to their specifications and a new KOZ was
created there in order to neutralize the advantages we offered to build the
same building within our existing KOZ.

This was cause for local consternation at the time, as we felt the company
was taking unfair advantage of the system, by “gaming” one community
site against another, but there were no net job losses in the region as a re-
sult and that is now “water under the bridge.” We have since filled the
space they vacated and are beginning to recover for the effects of the pro-
tracted loss of revenue, precipitated by the timing of their departure.

Greenfields were included in Clarion and Warren counties.
These are borderline marginal properties which lack basic infrastructure.

Originally we designated brownfields but under KOEZ and enhancements
did because other areas in KOZ designated greenfields. To remain com-
petitive, we felt we needed to have greenfield sites available.

While all of our KOZ sites are technically brownfields, we did include
“good” sites in our industrial parks.

Corry Industrial Park Phase II is an expansion of a brownfield industrial
park into a greenfield area. It made sense to expand an existing industri-
al park than to incur significant “new” infrastructure costs by creating
another park.

To attract new development and out-of-town businesses, you need to be
able to offer sites that the business or developer wants. To only offer
“junk” sites would be a losing proposition. KOZ benefits will never over-
come a site that does not work for a business.

The KOZ Program included a list of 10-12 different criteria and potential
KOZ property had to address at least three (3) of them. Sometimes, it is
not only about brownfields, but it must also be about redeveloping com-
munities around an industrial base, or creating a new economic base for
the community.

A number of the region’s non-profit industrial development corporations
choose to put Greenfield areas into the KOZ Program and then developed
several into fully serviced industrial parks with water, sewer, access roads
and telecommunications etc., to help carry out a regional and/or local
economic development strategy. The end result was that these projects
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provided sites for development that were needed but wouldn’t have oc-
curred but for the KOZ Program. Specific examples in our region include
the Great Stream Commons Business Park in Union County, the Lamar
Township Business Park in Clinton County, the Mifflin County Industrial
Park East business park in Mifflin County, and the JBI business park in
Juniata County all of which have been the recipients of substantial devel-
opment and company locations since their inclusion in the KOZ Program.

Areas and regions need a balance between brown fields and Greenfields to
provide a full range of development choices that can accommodate compa-
ny expansion and location needs.

Highridge Business Park and Humboldt Industrial Park West can be clas-
sified as a Greenfield Projects.

Question 6: Under certain circumstances, KOZ tax-free status can be applied for
either new or existing residential housing. Do you consider the use of the program
for residential development to be appropriate and effective for community develop-
ment purposes?

Summary Characterization of Survey Responses: Respondents report that the use
of the program for residential development could be appropriate for more urban
areas or for areas where the economic gain could outweigh the loss of tax revenue.
Most of the rural areas reporting either did not utilize this part of the program or
said it was not appropriate for development in rural communities.

Sample Comments (Residential Development):

But only in downtown or urban areas where the housing encourages addi-
tional investment and economic spinoff.

The residential housing included in our KOZ is a blighted area. The pro-
gram has caused improvement in these neighborhoods.

Any program to help blighted residential areas is beneficial to all resi-
dents and businesses in the general vicinity. KOZ seems to have more of
an impact on commercial and industrial uses.

Residential development should occur as a result of new job creation. If a
project doesn’t produce long-term employment, it should not be given tax
abatements.

The KOZ Program is a more effective tool to facilitate the reuse of aban-
doned, underutilized and brownfield properties as opposed to residential
developments. Assisting manufacturing, industrial, and commercial
operations to grow in a KOZ may result in opportunities to grow the
area employment base. However, as previously mentioned different
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communities have different problems. If KOZs can help address these
problems (whether housing, retail, industrial, commercial) then we are all
for it.

— While we do not have any residential KOZ developments in our region, I
do believe it can be a useful tool that a community can use to encourage
housing development or renovation in certain areas.

— In the rural areas, residential development under the KOZ Program, can
act as the catalyst for continued development through infrastructure im-
provements to an area.

Question 7: There are estimates at the state level of the costs of the KOZ Program in
terms of the amounts of state taxes abated. To your knowledge, have any similar es-
timates ever been done to estimate the costs of the KOZ Program at the local level
(that is, in terms of the amounts of tax revenues foregone by the counties, municipali-
ties, and school districts in your area/region)? If yes, is this information available,
and from whom?

Summary Characterization of Survey Responses: From the respondents’ answers,
it does not appear that the cost estimate of the KOZ Program at the local level has
been calculated. However, most believe that it can be calculated and the informa-
tion to make the calculation should be obtainable from the local governments.

Sample Comments (KOZ Program Costs):

— We have not done an official analysis but we do know that at the time of
application, the City gave up $3.7 million in taxes (KOZ, KOEZ, KOIZ).
Of course, the property values have since skyrocketed. The new construc-
tion would generally have been abated under our 10-year tax abatement.
A recent report on business taxes show that that $40 million in KOZ cre-
dits were issued in 2006. This is a gross amount and does not capture
whether the credits are to new businesses in the city or existing business.

— The borough and township managers, the school district finance offices,
and the county tax office all keep track of the amounts abated - although
they do it independently.

— Yes, the information should be readily available at the local level.

Question 8: Do you believe the current method of using regional KOZ coordinators
and subzone coordinators provides an adequate local administrative structure for
the Program?

Summary Characterization of Survey Responses: Most respondents stated that
the current method of using the regional KOZ coordinators (and subzone coordina-
tors) is an adequate local administrative structure. A couple of dissenting respon-
dents stated that, currently, the guidance for businesses locating in the zone and
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follow-up audits to ensure compliance and to verify reported data are insufficient.
One suggestion to help resolve this insufficiency could be to create a new position at
DCED. This position would require that the person hired be familiar with each tar-
geted property and responsible for the follow-up, data collection and verification,
and auditing of companies that locate to the zones. Another suggestion offered is to
hire inspectors to help guide businesses through the application and compliance
processes year to year.

Sample Comments (Adequacy of Local Administrative Structure):

— The program needs a full-time dedicated staff person to manage reports
and market the program. This person should be a DCED employee who
gains intimate knowledge of each targeted property - not just someone
who collects the forms.

— The program needs inspectors to guide the businessses, not just assume
that the businesses will act accordingly with the regulations of the KOZ
Program.

— It works fine in our region as we provide significant assistance to appli-
cants in preparing and submitting applications and helping to resolve
compliance issues that come up from either local or statewide reviews. As
an LDD that has close ties to the counties and local subzone coordinators
that we serve it provides for better communication between the state and
the various local entities involved. We are able to provide the Common-
wealth with technical assistance and/or clarification needed on the re-
gion’s KOZs or applicant projects.

— The Regional KOZ Coordinator works with the Local Subzone Coordina-
tors to maintain oversight on the local KOZ designated properties. Local
municipal contacts are facilitated through the Subzone Coordinators and
zoning and code issues are easily resolved. Regional Coordinators have
access to the appropriate contacts to resolve issues.

Survey of Representatives of Economic and Industrial Development Organ-
izations.

Question 1: The intent of the KOZ Program is to stimulate job creation, capital in-
vestment, and overall economic development in areas of economic distress. Consider-
ing your particular area or region, how effective do you believe the program has been
in achieving this goal?

Summary Characterization of Survey Responses: A common response is that the
KOZ benefit provides a significant incentive for companies to locate (or relocate) to
an area. However, a follow-up comment is that the time-frame needs to be longer to
provide more incentive to stay. Many suggest having the KOZ benefit begin at the
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time of the company’s move to the area. The general consensus is that the KOZ
Program is effective.

Sample Comments (Program Effectiveness):

— This program was a critical factor in the redevelopment of a brownfield
site in our county that was completely surrounded by farmland. Although
we may have convinced the local taxing authorities to participate in a
LERTA plan, the addition of the state’s participation provided an addi-
tional incentive not available through LERTA. We also know that the
KOZ benefit was a factor in all the decisions of the companies who located
at the site. We also know that it was not of value to several site decisions
that ended up at other business parks or sites.

— Impact of the program as presently structured has a declining value. At
present there are only three years left on the KOZ time frames and frank-
ly the incentives are of little to no value to companies seeking to locate in
KOZs. Restructuring the program to permit a full 10 years of incentives
regardless of when a company locates within the zone would provide sub-
stantially greater impact on the creation of new jobs and investment.

— The majority of acreage put into the program never received the level of
development interest anticipated when the site selection/identification ac-
tivities were completed. Development we have seen has been outside the
KOZ parcels.

— The advantage of having designated KOZ areas provides an additional
selling benefit to perspective clients. Although not all clients view this as
an advantage to locating in a particular area, the fact that you have the
ability to market such an area provides an advantage over competitors
that cannot offer a KOZ area.

— There are inquiries that request KOZ status as a condition of further in-
terest. Sets Pennsylvania apart from neighboring states that do not offer
this type of incentive.

— Without the program, I feel Greene County would not have been on the
playing field with other counties in SWPa. The KOZ afforded me the op-
portunity to showcase several of our sites. Had there not been the KOZ
designations, opportunities would be concentrated in more urban areas
thus eliminating rural areas.

— Fayette County has one of the highest unemployment rates in the state.
However, the rate has been showing improvement over the past few years.
The improvement in part can be directly attributable to increased em-
ployment opportunities associated with new businesses locating to our
KOZ designated business parks.
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The KOZ Program resulted in the retention of a major manufacturer, a
small manufacturer’s relocation (within the community), and the attrac-
tion of a small manufacturer. On the other hand, it seems to carry little
weight as a marketing tool since similar programs are available in other
states and since every community in PA has them.

We have been opposed to the KOZ Program since its inception. There are
two reasons for economic development: (1) creation and retention of jobs
and (2) increase the tax base of an area, a county and a state. The KOZ
does not accomplish the second objective. Too many KOZ areas were des-
ignated without local control and some which have benefited residential
development, both counter to the intent of the Program. This was a pro-
gram developed from a Michigan model and now look at Michigan.

Five new structures occupy space previously housing deteriorating and di-
lapidated facilities in the BIDA Industrial Complex. A sixty million dollar
plus warehouse distribution facility in the Briar Creek Borough is the oc-
cupant of 76 acres of a 105 acre parcel that was previously basically unoc-
cupied, and generated less that $2,200 in total taxes. A nearly 20 acre
parcel in Salem Township, Luzerne County housing an underutilized
manufacturing operation and a vacant Shell industrial building has been
purchased by a Texas based firm will shortly be renovated to a far more
productive mode.

The companies were already located in the zone leasing space prior to the
establishment of the program received quite a bit of help through the pro-
gram. This did not give them any incentive to move out of the zone, even
though they could have achieved this successfully.

The KOZ Program has been extremely effective within the Greater Hazle-
ton Area. While the program temporarily eliminated a small amount of
existing tax revenue from vacant land, the resulting outcome to date has
been overwhelmingly positive.

The majority of real estate approved for KOZ in the Hazleton Area in 1999
was for undeveloped sites within CAN DO’s existing or proposed business
parks. By doing this, no appreciable real estate taxes were removed as
would have been the case if buildings were taken off the tax rolls.

In fact, the program has already increased the revenues to the district by
the amount of wage taxes paid by the employees now working within the
businesses; businesses which have mainly chosen to locate here because of
the KOZ/KOEZ Program; businesses which most likely would not be here
without the incentive offered by the KOZ Program.

The program removed blighted buildings in downtown Scranton and was
essential in the development of the Jessup Small Business Center,
Valley View Business Park, Covington Industrial Park and Mount
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Pleasant Corporate Center. It attracted developers to our area. Most of
the large projects were in KOZ designated sites.

As a rural community the Schuylkill/Carbon Region requires special eco-
nomic development incentive tools to compete in the recruitment/site se-
lection arena. The KOZ Program is a tax abatement program which has
significantly impacted the economy in our region. It has afforded an op-
portunity to recruit quality Fortune 500/100 companies to the community
which would not have occurred otherwise.

Question 2: What do you consider to be the most significant strengths and weak-
nesses of the KOZ Program?

Program Strengths

>
>

>

Tax abatement is cited as the overarching strength of the program.

The program gives rural areas a chance to compete and is beneficial to ur-
ban areas as well.

The development of new business and progress toward the elimination of
blight in certain areas are also listed among the strengths of the program.

Sample Comments (Program Strengths):

Tax abatements match up nicely with New York State Empire Zone bene-
fits.

KOZs provide immediate relief from property taxes, money that can be in-
vested into the business. KOZs provide an additional advantage when
competing with non KOZ sites.

Although KOZs provide relief from state and local taxes, the long term ef-
fect in terms of additional tax revenue cannot be dismissed. By providing
tax advantages and attracting investment in these KOZ areas, state and
local tax abatements have a specific time frame and eventually all proper-
ty located within the KOZ area will be taxable.

Provides extra incentive to attract interest toward development sites that
are in difficult to market locations or have development issues that have
otherwise precluded interest.

Most significant strengths are without a doubt the tax incentives, mainly
property tax abatement. The KOZ provided for PA to be on a more level
playing field with our surrounding states.

The potential tax abatements that a qualified company could receive
by moving into a KOZ designated area allows Fayette County to be com-
petitive with other states/regions. While certain taxes are abated, the
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economic impact of the new job creation and the multiplier effect of the
support services related to these new businesses outweigh the impact of
tax abatements.

Put brownfield sites on the radar for business expansions/relocations.

The opportunity to utilize brownfield sites and underutilized locations in a
more productive manner.

It was my experience that a majority of companies interested in a PA loca-
tion had a KOZ or EZ very high on their list of priorities. These programs
are very important for attraction.

I believe the most significant strength of the program is its ability to make
a site or area attractive to a business which might otherwise go to a dif-
ferent region or state. Despite all the talk about incentives not being ne-
cessary, when it comes right down to it, an incentive such as is provided
by the KOZ Program is what differentiates one area or state from another.
This is especially important to those communities which are on the fringe
and need an extra incentive to level the playing field or for the site which
would not be developed because of blight, brownfield conditions or if it was
a former mine land as was the case with much of the KOZ land developed
by CAN DO.

The program encourages the development of new business parks and eli-
mination of blight in the downtown areas. The abatement incentives al-
low a level playing field when competing with other states. Companies
would not be here without the KOZ Program.

Program Weaknesses

>

Many areas report not having been ready for the program upon its imple-
mentation. Therefore, substantial time was lost in the transition and
preparation of the sites. A longer time frame has been requested (begin-
ning when a company locates to the KOZ).

Many areas also report a need for increased and improved marketing of
the KOZ Program.

Sample Comments (Program Weaknesses):

(1) Original program was “sold” as a one time only opportunity but was
reopened a number of times — lost credibility by continually revisiting the
policy for those who missed the boat in the first round. (2) Quality of
property included was not considered in first round, therefore wasted op-
portunity. Frankly, folks who packed land in that still sits undeveloped
should be penalized for stealing opportunity from others. (3) Lack of ad-
ministrative funds to support oversight of program. (4) Fall off in state’s
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marketing of these sites. Certainly not as bad as the whole select sites
fiasco, but close. (5) Lack of residential sites use.

Declining value of the incentives as the life of the zone progresses.

The non-portability of the designation is severely limiting to utilization.
Applying minimum property improvement investment requirements or
employment obligations to a project would expand the applicability and
usefulness of designation.

There is reluctance on the part of certain taxing bodies to offer this type of
abatement. This becomes a hindrance when competing areas were more
aggressive in designating KOZ sites.

Puts tax base onus on local governing entities whether or not development
occurs. PA taxes only impacted if development occurs.

Most significant weaknesses in the program centered on the 12 year exis-
tence. The majority of the locations, as well as the state, weren’t ready for
the program. Several years were lost in the transition in getting sites
ready or for the Commonwealth to roll out programs to support KOZ. I
believe the state felt the KOZs would succeed on their own value while the
contrary was true.

Companies could jump ship once these tax incentives expire.

Existing businesses feel slighted as these benefits are not available to
them and they are also major contributors to the local economy.

Start date should coincide with investment dates and the number of KOZ
really “watered” down the program to truly assist distressed areas in the
Commonwealth.

Including acreage and buildings in the program that never should have
been permitted to participate.

While the incentive is nice for the companies in the KOZ, other companies
who have been in our communities for decades feel like they are being ig-
nored even though they invested in our area and have been a good em-
ployer for decades. Additionally, a KOZ only works if all three of the tax-
ing bodies agree to the abatement. During the period that the program
was last opened up, even though the local municipality, and our county
(which was in serious financial trouble) agreed to support the addition of
ground to the program, the school district would not because a business in
town had recently torn down a building reducing the amount of property
tax the district was receiving and being short-sighted, refused to consider
any further abatements to anyone else.

Additionally, unless the program is opened up by the legislature, there is
no way to add new properties to the program.
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— Follow-up for capital investment and improvement on the real estate was
weak.

— The biggest weakness in the program is that it allows buildings to be tak-
en off the tax rolls and then does not usually force the owner to improve
the building to a marketable condition. In some cases, if a building is so
unmarketable, there may be no incentive on earth that would incite a
business to acquire the property. In these cases, the taxing districts suf-
fer, the blight remains and the program gets a bad rap.

— KOZ Coordinators — We do not know what their job description entails.
They need to explain in detail the KOZ benefits and be able to provide a
cost savings analysis. All state incentives should be available within KOZ
sites on a case by case basis. The program should be flexible to change or
alter the KOZ boundaries of a site.

— The term of the KOZ designation — The KOZ Program should provide for a
timeframe option similar to the Local Economic Revitalization Tax Assis-
tance (LERTA) Program, i.e. benefit term begins when new project is in
place.

Question 3: What do you consider to be the biggest “success stories” for the KOZ
Program in your area/region?

Summary Characterization: Primarily business parks are reported as being among
the projects reporting the highest capital investment and job increases.

Sample Comments:

— Victory Road Business Park — 350 acre Brownfield site left by closure of
USX Sintering Plant in late 80’s. Park is located in an area that is mainly
farmland. Of the 350 acres only 40 acres remain undeveloped. Park is
home to over 15 companies — many who moved from landlocked situations,
expanding on larger land parcels that might have been necessary because
of the tax abatement incentives. Of the fifteen plus companies, three (3)
are new businesses and/or new locations of an existing company — IBIS-
TEK’s second manufacturing facility, ALDI Pennsylvania’s warehouse and
distribution facility, and MEDRAD’s second manufacturing plant. When
this site went into the KOZ, the total local tax bill for the site was
$52,000. I suspect that there were no state taxes generated at the site. In
review 1n 2007 of the capital assets at the park, the total local tax bill if
the KOZ ended 12/31/07 without 2 additional projects under construction
at the current time, would be over $1 million, annually! We would be very
interested to know the state’s revenue from the site and are working to try
to determine those numbers.
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Woodcraft Industries Inc. - New business to our area (and the state). Se-
cured roughly 100 jobs with more growth potential - up to 250 jobs.

Redevelopment of the Broadway North and Broadway South Industrial
Parks in the Cities of Farrell and Sharon and Stateline Industrial Park,
City of Hermitage.

Targeted Pet Treats - new business start-up as a subsidiary of Dags Dog
Food of Meadville. Stimulated renovation and expansion of vacant plant
and created about 100 jobs.

$5.9 million private investment in a long-vacant deteriorated shopping
center reviving the property into a successful development with 90 percent
occupancy.

The Fayette Business Park in Smithfield, PA is our biggest “success sto-
ry”’. In the past 5 years, 5 new businesses have located to the park creat-
ing 650 new jobs. These companies chose the site in part due to the KOZ
designation.

Location of Smith Transport International distribution facility (500,000
square feet) in the Vail KOZ, the re-opening of the American Eagle Paper
Mill in the Vail KOEZ, located in the Borough of Tyrone, the location of
Sheetz, Inc. first distribution center in the I-99 KOEZ and subsequent in-
vestment in the Sheetz Bros. Kitchen in the same KOEZ location. In ad-
dition to the industrial investments, the City of Altoona is operating a res-
1idential KOZ Program within the City and to date 11 single-family hous-
ing units have been constructed, one 4-unit apartment has been con-
structed and 4 single family unit sales are pending. Finally in 2006, the
Altoona-Blair County Development Corporation through a “special pur-
pose entity” purchased the former Hollidaysburg Car Shop complex. This
750,000 square foot building located on 300+ acres will be redeveloped in-
to a Center for Light Manufacturing and by the spring of 2008 D-
Holdings, Inc. will locate a specialty window and truss manufacturing op-
erations into the facility. In addition, other industrial tenants are nego-
tiating for space in the center. Over 200,000 square feet will be initially
occupied.

None. ... these lost taxes will never be recovered. Implement effective
LERTA in each county and discontinue the KOZs.

Construction of a 1,000,000 plus square foot warehouse distribution facili-
ty on the major portion of a vacant parcel that was generating less than
$2,200 in annual taxes. The new structure will create more $750,000 in
local, county, and school district tax revenue by 2011.

PMG Pennsylvania Corp. - a European conglomerate located its first
manufacturing plant to Centre County to the Rush Township KOZ. With-
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out the KOZ the company would have not been located in this region.
Now over 100 manufacturing jobs at the plant.

— The development of Humboldt Industrial Park West: When the program
started, Humboldt West was 500 acres of undeveloped and strip mined
land owned by CAN DO. When the site was designated KOZ, CAN DO
worked quickly to develop the land with highway spec access roads, sani-
tary sewers, water mains and rail. As a result, today, all but one of the 10
industrial sites developed are occupied by companies who constructed fa-
cilities for food production, material fabrication and distribution. In total,
3,250,000 sq ft of new industrial space was constructed by 8 businesses
which invested $126.9 million in new buildings, $196.7 million in equip-
ment for a total private investment of $323.6 million. Those new busi-
nesses now employ 1,725 local residents who earn approximately
$51,232,500 in total annually. The anticipated real estate tax revenue to
be generated after 2010 is over $3 million annually. Incidentally, Office
Mazx, the first KOZ project in the state, located in Humboldt West.

— Covington Industrial Park — Construction of a new 400 acre industrial
park by a private developer which attracted Versa Cold, Maytag, Caterpil-
lar Logistics, Sears and Circuit City totaling 3,308,000 sq. ft. and 980 jobs
created or projected.

— dJessup Small Business Center & Valley View Business Park — Construc-
tion of two mined scarred adjoining business parks developed by SLIBCO
totaling 334 acres. The parks consist of 6 buildings totaling 994,800 sq. ft.
valued at $102 million housing 9 companies which 1,290 jobs are created
or projected.

— Scranton Enterprise Center — Construction of a new $11 million, 64,000
sq. ft. office/incubator building developed by SLIBCO. The 3 story down-
town Scranton office building tenants employ 450 and 250 students are
enrolled.

— Humboldt Industrial Park West — 450 acre KOZ designation. Ten new fa-
cilities constructed.

Question 4: Which projects in your area/region have proven to be the least success-
ful or most disappointing and why?

Summary Characterization:
» Some housing projects were not well received.
» Vacant buildings and as yet undeveloped land in the KOZ areas have been

problematic.
» Additionally, there have been difficulties with privately-owned land.
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» One KOZ area was determined to not be developable due to the discovery
of an endangered species of frog on the land.

Sample Comments:

— Rock Airport in Allegheny County, there was much fanfare and press for
this project that didn’t go anywhere in spite of state and county invest-
ments in the site.

— KOIZ were really just political deals, not open opportunities for everyone.
That type of policy isn’t good for anyone, not even those who get the bene-
fit of the deal.

— Armstrong Laser Technology (ALT) a subsidiary of an Albuquerque, New
Mexico company that located in Armstrong County in 1999 is considered
the least successful of Armstrong County projects. In 2001, the company
moved into a newly constructed built to suit facility in a KOZ designated
area with the potential to capitalize on defense related military contracts.
ALT located in an automated facility to produce custom, high power laser
diode arrays and coolers in large quantities for military, industrial and
commercial applications. Due to mismanagement and a lack of a succes-
sion plan, the company never reached its full potential with regards to
profits and employment creation. The company ceased operations in Feb-
ruary of 2006.

— Lack of project development for a $250 million steckle mill KOZ granted to
help lure the investment - has not occurred yet.

— Several companies who expressed a desire to locate to Greene were shut
out of other state programs because of the KOZ. We rely heavily on the
state programs for some success and when these companies were told not
to expect other incentives, our locations were taken away from the
process. Other counties and regions have additional funds available to
them for economic development compared to us. Rural KOZs should have
been viewed differently by the state.

— Derry ICI Site - partially demolished and sitting idle with private owners.
Only KOZ with rail and not marketable.

— Prime site with best access of all sites in the area still vacant (Privately
owned - price high because of KOZ status).

— The remaining KOZ ground in our last phase of development has been ad-
versely impacted by the endangered species - Eastern Spade footed Toad.
We have lost the ability to develop 42.50 acres of KOZ ground. Hundreds
of thousands of dollars have been spent (and wasted) to develop and we
now have no way to recover those costs and use to develop other projects
or Brownfields. A conservation group has come forward and applied for a
DCNR grant to help fund a purchase from us, however the foot dragging
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— Actually had little KOZ area locally, I do not believe the housing compo-
nent on Cameron St. included worked as anticipated.

— Aspens Park was designated a KOZ but has seen minimal development
even after more than $1 million was put into new infrastructure.

— Southern Union Building — Construction of a 38,000 sq. ft. corporate
headquarters building for Southern Union in downtown Scranton. The
company never occupied the space and is still available. The project did
remove blighted properties.

— Various unimproved large sites with no planned or committed develop-
ment by the land owners.

— Several vacant buildings located in older communities have not seen any
activity under the Program. There were no Business Plans submitted for
these locations. It is unlikely that they will see any activity during the
term of the Program.

— Some vacant parcels have not seen any activity due to lack of utility infra-
structure.

Question 5: “Brownfields” were originally targeted for emphasis in the KOZ Pro-
gram but prime real estate and “greenfields” have reportedly also worked their way
into the program. Has this occurred in your area/region? If yes, do you believe this
i1s a problem?

Summary Characterization: This has occurred in some regions but mixed results
have been reported. Some believe greenfields to be damaging to the program. Oth-
ers cite advantages to having greenfield participants including the greenfields hav-
ing been prepared for industrial growth at the inception of the KOZ Program’s im-
plementation. Of those surveyed that reported that greenfields had worked their
way into the program, only two stated this to be a problem. They do, however, state
that brownfields should continue to be the focus of the program.

Sample Comments:

— Although no Greenfield sites went into the mix in our county, I am aware
that across the state several did. Those decisions hurt a great piece of
public policy meant to provide incentives for redevelopment. The policy
should not be blamed, the implementation should be cited and those who
stretched the policy to suit their purposes should be held accountable.

— Greenville Reynolds Industrial Parks, Reynolds East Business Park.
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Don’t see this as a problem but it depends on what the specific intent was
of the program. Generally Brownfields in our area are not an easy sell
and they are not cost effective to develop. Nice concept but not practical
from an economic standpoint or public policy standpoint per our expe-
rience.

I never thought brownfields were a major emphasis of the KOZ in the be-
ginning. I know the term underutilized and underdeveloped were used
and in retrospect this was a problem. We all needed to compete with oth-
er states with the best we had to offer, not with something that would be
available in 3-5 years waiting on development and earth moving to occur.
The idea was great at the beginning for X amount of land in each of the
LDD regions but we short-changed ourselves by not having better sites
developed quicker in the program. Sure the brownfields would be availa-
ble at a lesser price, but many were also in undesirable locations.

Duke Energy established a power plant near Masontown in Fayette Coun-
ty on “greenfield” land (18 full-time jobs/$380 million investment).

While not “brownfields”, the areas developed were distressed areas that
would have been extremely difficult to develop without special economic
development incentives.

All of the grounds owned by our Economic Development Group are Green-
fields. No Brownfield projects were even considered originally when the
program was begun because we were not the owners of any at that time,
and properties held by private developers were not allowed in the pro-
gram. When the program was opened up to include properties held by
private developers, the school districts in our area were unwilling to agree
to the tax abatements, since they had no other way to recover the loss of
those significant dollars.

At the time of the original program’s inception, for us, the only areas that
were zoned correctly and could handle industrial growth were the green-
fields. These were adjacent to already developed industrial lands which
had direct access to interstates so the development of those greenfields did
not involve having to build completely new infrastructures to open them
up to development. These areas also imposed no conflicts with residential
areas so made the most sense at the time. And because the loss of tax
revenue was so minimal to the school districts, it was easier for them to
agree to the tax abatements for those greenfield properties than for
Brownfield properties.

Humboldt West was mostly undeveloped greenfield land with some scars
from the former mining industry. This project was also a resounding suc-
cess.
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— One must not lose sight of the fact that greenfield sites in some parts of
the state sell easily while others, in areas like Humboldt West, where
there is mountainous terrain are very difficult to market because of the
enormous site development costs encountered once the site is purchased.

— Highridge Business Park and Humboldt Industrial Park West can be clas-
sified as a Greenfield Projects.

Question 6: Under certain circumstances, KOZ tax-free status can be applied for
either new or existing residential housing. Do you consider the use of the program
for residential development to be appropriate and effective for community develop-
ment purposes?

Summary Characterization: More than half of respondents consider the use of the
KOZ Program for residential development to be appropriate for community devel-
opment purposes. Some are uncertain as to how effective it will be or if it would
take needed tax money away from small municipalities to have homeowners not
paying property taxes for an extended period of time. Others are glad to see new
residents in areas that were vacant. They believe that the tax base will not be ne-
gatively impacted by having more residents moving into the area.

Sample Comments:

— If we are going to encourage young families to look at inner city and older
towns and communities, incentives like this are absolutely the best oppor-
tunity.

— In areas of shrinking tax bases, this addition of service consumers without
tax assistance creates more hardship on the existing residential and in-
dustrial payers.

— I do believe that it would be beneficial for specific designated residential
development areas. This would entice new investment to a particular
community that might otherwise not develop. Additionally, although tax-
es would not be assessed initially, the long term results from this action
would be beneficial to all taxing bodies.

— Our only residential KOZ is in a distressed community. The KOZ helped
kick off the first housing development in 30 years.

— Possibly - Completely against any housing development to be included in
the KOZ Program. The program was designed to spark economic devel-
opment, though home building is that, no home owner deserved a possible
12 years of abatement. Perhaps a shorter time span of 5-6 years would
have been more acceptable. I'm not a proponent of KOZ for residential
housing.
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— We have effectively utilized this to encourage taking apartments in the
Fayette Bank Building in our downtown area. This has been extremely
helpful in recruiting young talent for start-up companies.

— As previously mentioned, the City of Altoona is operating a residential
KOZ utilizing tax delinquent land that had sat vacant for 40 years. To
date 15 new units are now occupied (11 single family, 1-4 unit apartment
and 4 sales pending. These units, once placed on the tax rolls, will begin
to contribute to the city’s tax base. The city has until 2013 to continue to
market the availability of these sites and the residents are receiving the
tax benefits toward their investment.

— Some communities lack adequate quality housing stock to accommodate
the needs of an expanding workforce.

— If there is an unfilled need in a community for affordable housing, the
KOZ Program would give a housing developer an incentive to invest in
that community over another community where he undoubtedly would
have a higher return on his investment. There are no KOZ housing devel-
opments in the CAN DO service area.

— Only for new developments where there is vacant blighted and/or conta-
minated land.

— In the rural areas, residential development under the KOZ Program, can
act as the catalyst for continued development through infrastructure im-
provements to an area.

Question 7: There are estimates at the state level of the costs of the KOZ Program in
terms of the amounts of state taxes abated. To your knowledge, have any similar es-
timates ever been done to estimate the costs of the KOZ Program at the local level
(that is, in terms of the amounts of tax revenues foregone by the counties, municipali-
ties, and school districts in your area/region)? If yes, is this information available
and from whom?

Summary Characterization: Most stated that if the information existed, it would
likely be available from the KOZ coordinator assigned to the area. More often than
not, respondents did not believe the estimates to have been done or did not know if
they were.

Sample Comments:

— Partial information can be referenced at the Armstrong County Depart-
ment of Planning & Development. Not all of the designated KOZ areas
have this information compiled.

— 'This has never been done.

— It is not immediately available but could easily be calculated.
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— Only at the limited extent necessary to assure the local taxing body that
they were not foregoing substantial tax revenue and the potential new
revenue generated would offset any short term loss.

— Information is available for all the CAN DO property.

— The regional KOZ coordinator should have this information.

Question 8: Do you believe the current method of using regional KOZ coordinators
and subzone coordinators provides an adequate local administrative structure for
the Program?

Summary Characterization: Generally, most respondents reported that they be-
lieve the KOZ coordinators and subzone coordinators do provide an adequate ad-
ministrative structure. Strengths of this structure include easy and local access to
knowledgeable coordinators who can address concerns immediately. Additionally,
the program fosters partnership and collaboration. Concerns regarding this admin-
istrative structure include poor communication between EDC/IDC and coordinators,
unaddressed loopholes in the new online application, and the increasing complexity
of the program.

Sample Comments:

— Our experience is that the local folks charged with administration are
people that we work with on other economic development projects. We
know each other and know each others property. Experience with our
companies at the state level was never as smooth as it was if we ran inter-
ference at the local level. There were a number of changes in personnel at
the state that resulted in communication challenges.

— Yes but not enough financial support is provided down to the county level.
— I'm all in favor of the administrative structure as it is.

— Yet these people must be inclined to provide help with marketing these
properties.

— But as more and more companies are investing in the zones and in the
case of the city’s residential zone, as more and more lots are being sold for
new housing units, the administration of the program is becoming more
and more difficult and time consuming.

— There should be 1 KOZ coordinator per active KOZ County. If the current
system was properly working, you should be able to obtain your requested
information from them. There is very poor communications and duties
from the KOZ coordinator with the industrial development groups.

— We had a very weak regional administration. Companies had trouble fi-
guring out how the program worked.
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2. Suggested Program Improvements

Question 9 on the LB&FC survey asked survey respondents to provide any
suggestions for legislative or administrative changes they believe would improve
the KOZ Program; Question 10 provided respondents an opportunity to provide oth-
er comments and information they believe needs to be considered in evaluating the
effectiveness of the KOZ Program and arriving at recommendations to improve the
program. Together, the responses to these questions provide an overview of ideas
and suggestions for enhancing the operation and effectiveness of the KOZ Program.

1. Brownfield Sites/Blighted Properties

e KEnsure that Brownfield sites and building are the primary targets of the pro-
gram.

e Exclude Greenfields if Brownfields exist and are not being considered
0 Implement strict policy to ensure that sites approved for inclusion in the

Program meet all requirements.

e Extend the KOZ benefits to the sites that have been or are planned to be de-
veloped. Add new KOZ sites which are truly blighted and have a commit-
ment by a developer to improve the site for industrial development purposes
only.

e The program should be restricted to brownfields, greyfields, elimination of
blight and large industrial facilities which needs special consideration.

e Although Brownfield sites should continue to be targeted for emphasis under
the Program, Greenfield sites operated as existing industrial/business parks
in rural areas can offer the impetus for further development.

2. KOZ Timeframe

e [Extend the abatement and/or begin the benefits when a company locates to
the KOZ.

e Implement automatic extensions for new properties if the KOZs have already
been approved by local municipalities/school districts/counties.

e Extend time frame for KOZs without activity. Broaden scope of tax abate-
ments. We need tools to compete.

e I think KOZ should be extended for existing property. I don’t think addition-
al properties should be added until the majority of existing KOZ property has
been developed.

e Long-term commitment from the Legislative world encourages long term
commitment from businesses for further improving blighted properties
throughout the Commonwealth.

e Extending the abatement and/or beginning the benefits when a company lo-
cates to the KOZ.
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0 Companies locating to the zone could have a 10 year abatement regardless
of when the program is set to end .

0 Circumstances such as environmental and wetland issues caused signifi-
cant delays in being able to make the property ready, and when ready, on-
ly a few years of tax benefit remain.

. Tax Abatement

e Expand tax abatement for all industrial/manufacturing projects located in
KOZs to include transfer tax, sales taxes on materials and services required
to build facilities.

e Resolve the issue of the definition of “Sales within the Zone” so that this is
actually a benefit and an abatement of state taxes.

e Include in policy a protocol or procedure that allows for all communities to
handle the tax abatement in the same manner.

. KOZ Sites/Property Improvements

e A percentage of KOZ tax savings should be applied to property improvements
at existing properties.

e Introduce a requirement or incentive so that property owners in KOZ. don’t
just “sit” on vacant or under-utilized properties without further investment or
job creation.

e Construct and implement penalties for communities/agencies/developers that
allow property in the zone to go undeveloped.

0 Reduce the allocation of acreage after a specified amount of time.

0 Have undeveloped land lose its KOZ status entirely after a certain
amount of time.

0 Taxes abated on increase to assessed value only.

. Program Monitorship

¢ Do not rely on self-monitoring and self-reporting of the businesses located
within the KOZs.

e Improve regulations and introduce inspections.

e The KOZ is a great program because it is simple - there are no contracts, no
bidding requirements. The value of the KOZ, however, diminishes as the ex-
piration date expires, which is excellent. A comparison should be done of the
taxes collected in 1998 on KOZs and the taxes collected post KOZ.

e Implement post audit procedures to ensure KOZ companies meet employ-
ment and investment objectives.

e There’s a need for the implementation of stringent Clawbacks as part of the
Program for it to be more effective. Benchmarks need to be implemented
prior to company access to the Program, i.e., job creation and capital
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investment and companies need to be audited regularly to determine if they
have met the original benchmarks. The existing Program lacks the legal
avenues to terminate the KOZ designation.

e The program needs a full-time dedicated staff person to manage reports and
market the program. This person should be a DCED employee who gains in-
timate knowledge of each targeted property—not just someone who collects
the forms.

e The program needs inspectors to guide the businesses, not just assume that
the businesses will act accordingly with the regulations of the KOZ Program.

6. KOZ Designation

e Allow municipalities the on-going option of adding KOZs.

e Allow the KOZ to be portable so a community can move (a set number of
acres) within a specific district (this can be at county or city level).

e Compel all authorities (state, local, school) to approve of the site via resolu-
tion (as 1s done now).

e Provide a mechanism to apply designation to a definitive project as opposed
to a particular parcel of ground.

e Revise KOZ Program in such a way that would allow for greater flexibility
with regard to boundary changes, zoning, planning, and regional partner-
ships.

e There isn’t a need for 15,000 acres of KOZ, maybe just target 5,000. Certainly
our 350 acres has changed our county so much for the better.

7. Prevailing Wage Condition

e Do not add a prevailing wage condition; this would contribute to costs and ef-
fectively terminate any employment.

e Ifthe Assembly adds a requirement that beneficiaries must pay prevailing
wage for any and all projects conducted on site, regardless of funding source,
then there would be very little interest in the entire program at our local and
somewhat rural level. Prevailing wage requirements would dilute nearly all
benefits as we have relatively low property taxes in Franklin County.

8. KOZ Marketing
e Develop and fund a marketing plan for the KOZ.
9. Other

e KOZ coordinators, subzone coordinators, and others who work in the field
should be included in and permitted to provide feedback and insight about
the program.
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Public policy is rarely perfect in design and implementation. Far more time is
invested trying to skirt intent to the benefit of a particular interest than in
using the tool for the purpose it was designed. The KOZ policy was no differ-
ent than many other attempts. This was a good piece of untested policy that
if left to the first iteration and not bastardized several additional times,
would have had greater credibility and success.

Implementation should require that everyone follows the rules — no payments
in lieu of taxes regardless of what they are called, no prime Greenfield sites,
no gerrymandered corporate benefits, no do over legislation because one
county didn’t get in the first go round.

For our experience it worked just the way it was supposed to. The local tax-
ing bodies lost $520,000 for the years of taxes that the site was “offline.”
They will pick up over $1 million in the first year back on. Would you be will-
ing to make that investment for that return? And, in addition to the tax re-
turn, there will be nearly 1,000 jobs on that site supporting additional service
jobs in the area. Because of the location, there no hotels close to the business
park. There are a few bed and breakfasts that now have corporate contracts
with companies in the business park — they are full year round.

We certainly hope that the legislature will look at something similar and lis-
ten to the grass roots in design of the policy. It certainly isn’t the cure for
what ails PA but it is a treatment for a certain section of what must be done —
infill redevelopment.

Take a look at the new capital investment in PA. Doesn’t matter whether the
new facilities are from existing companies or “new to PA companies.” We are
creating a wider tax base for the future. Somehow - the state needs to make
itself competitive when it comes to attracting/retaining industries so that
when the KOZs “run-out” the industries won’t do the same.

Keep politics out of the process.

Please find a way to be more reactive to prospects by addressing individual
needs of that company based on that community and its needs. The loss of
manufacturing jobs has hurt many regions more significantly than others
and the KOZ Program is not flexible enough or reactive enough to accommo-
date those ever-changing economic pictures. Schools must be given a way to
approve tax abatements that do not require them to raise taxes on the rest of
a district’s residents or face the loss of revenues that they are currently re-
ceiving. Bottom line is - it’s the corporate tax structure that keeps companies
from staying in or locating to PA. Being in the 49th spot for friendly tax poli-
cies for business it seems that that should be our priority to fix instead of
having programs that only benefit a small portion of PA’s businesses.
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F. Key Features of Similar Programs in Selected Other States Provide
a Useful Point-of-Comparison to KOZ Program Operations

The Maine Pine Tree Development Zone Program
Year Created: 2003

Program Purpose or Mission: The Pine Tree Development Zones (PTDZ) Program
was established under 30-A M.R.S.A. Chapter 206, Sub-chapter 4. Part 1 specifies
the Legislative finding which indicates “that there is a need to encourage develop-
ment in economically distressed areas of the state in order to:

provide new employment opportunities;
1Improve existing employment opportunities;
improve and broaden the tax base; and
improve the general economy of the state.”

To address these goals, Zones may be located in areas of the state with “relatively
high unemployment or low wages.” The Program supports new “qualified business
activity” and gives specified businesses the chance to greatly reduce or, in some cas-
es, virtually eliminate state taxes for a period of time that may be up to ten years.

Program Structure and Criteria for Zone Creation: The statute provided that one
or more units of local government may apply for the designation of a PTDZ within
the boundaries of the unit or units of that local government. If approved, each par-
ticipating local government unit or Indian Tribe must agree to maintain at least one
pre-permitted development site within the real property proposed for inclusion
within the Zone throughout the term of the Zone. Each zone may contain no more
than 5,000 acres and only developable acres are included in the calculation of the
5,000 acre limit. Also, the acreage need not be contiguous. Collectively, the zones
are comprised of more than 30,000 acres in over 100 communities statewide.

In the fall of 2004, eight zones were designated by the DECD Commissioner upon
approval of eligibility. In 2006, the legislature established the Military Redevelop-
ment Zone and a waiver for certain industrial sites thereby opening up more eligible
locations. A total of nine designated zones currently comprise the program.

With the exception of the military redevelopment zone, all property within a PTDZ
must meet one of the following conditions:

1. the property is located within a market area for which the labor market un-

employment rate is greater than the state unemployment rate at the time of
the application; or
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2. the property is included within a county in which the average weekly wage is
below the state average weekly wage at the time of the application.40

All zones designated in law and all associated benefits are scheduled to terminate
on December 31, 2018.

Administrative Structure and Delineation of Responsibilities: The Maine DECD is
statutorily responsible for the administration of the PTDZ program, including
adopting rules for its administration, for determining and certifying eligibility, se-
lecting zones for designation, and evaluating on a periodic basis the progress and
success of each zone in achieving its goals.

Local administration of the PTDZ is overseen by zone governing entities designated
to administer and coordinate the activities of that zone. The “development plan”
adopted by each local government (and required by the statute for zone designation)
1s to identify how the zone is to be administered and governed; the goals and objec-
tives; the marketing plan; and the resources committed to implement the develop-
ment plan. The entity or administrative unit is responsible for managing all zone
activities including:

e developing and implementing a coordinated marketing strategy;

e developing the annual and long-range operational budget for management
of the zone including sources and uses of funds;

e creating a five-year development plan, which will include the establish-
ment of long- and short-term milestones and a strategy for meeting those
milestones;

e ensuring a representative governance structure;

e ensuring regional cooperation in meeting the goals of the zone; and

e submitting zone amendments to the Commaissioner (of DECD) for approv-
al.

Job Creation Requirements: The goal of PTDZ is to create quality jobs in targeted
business sectors and geographic locations. The basic statutory job creation requi-
rement4! is that at least one new net job is created that:

40In cases of a multijurisdictional or joint application for Zone designation, the requirements are met if the com-
bined unemployment rate of the cooperating units of local government meets the first requirement or if the av-
erage weekly wage of the cooperating units of local government, on a per-employed-worker basis, meets the
second requirement.

“Program benefits are provided to a “qualified business” which means any for-profit business in the state en-
gaged in or that will engage in financial services, manufacturing or a targeted technology business that has
added or will add at least one qualified Pine Tree Development Zone employee above its base level of employ-
ment in the state and that meets the following criteria: (1) It demonstrates that the establishment or expansion
of operations within the PTDZ would not occur within the State absent the availability of the Zone benefits.
The department shall determine whether the business has met the requirements of this paragraph; and (2) it
has received a certificate from the DECD Commissioner as a qualified business.
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¢ meets a minimum annual income level that exceeds the current per capita
personal income for the county of employment in which the business is lo-
cated;

e includes access to health benefits (employer contribution encouraged but
not required); and

e includes access to retirement benefits (employer contribution encouraged
but not required).

The PTDZ is not intended to be used for job retention. As such, existing jobs that
are moved to Pine Tree Zones are not considered “new” jobs. When a business is
certified as a qualified PTDZ business, the tax benefits become effective and availa-
ble to that business as of the earliest date permitted by statute (usually the year in
which the business commences qualified business activity, i.e., first

1mplements its approved development program by purchasing property or hiring
employees). A business that remains certified and continues to have at least one
qualified employee above its base level of employment may also be eligible for in-
come and sales tax benefits related to the employment of partially-qualified PTDZ
employees. If a previously certified business fails to hire one qualified employee
within the first two calendar years, the approval of the economic development
project will be terminated (terminated businesses may re-apply for benefits).

Capital Investment Requirements: Under the DECD rules for the PTDZ, a busi-
ness seeking certification under the program must indicate in its application a de-
scription of both its employment growth and investment plans over the next two
years. Legislative amendments in 2007 require businesses seeking certification to
make a written commitment to invest at least $225,000 in the businesses’ expan-
sion.

Program Benefits: The PTDZ Program is intended to encourage and reward the
creation of new qualified business activity, with its accompanying employment and
investment in property in economically distressed areas of Maine. The tax benefits
are tied to the qualified business activity of a qualified business operating in a
PTDZ location, i.e. investments in property and payroll that would not have oc-
curred but for the program and that constitute an overall gain to the business and
the Maine economy. However, as stated previously, the program is not intended to
provide tax benefits for simply shifting already existing business activity from out-
side a PTDZ location to inside a PTDZ location.

Depending on the level of new qualified business activity conducted in a PTDZ,
starting with the statutory requirement for hiring a minimum of one net qualified
employee, the tax burden of qualified business may be reduced through the follow-
ing exemptions, reimbursements, and credits:
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e Corporate Income/Franchise Tax Credit (100 percent, Years 1-5; 50 per-
cent, Years 6-10);

e Insurance Premiums Tax Credit (100 percent, Years 1-5; 50 percent,
Years 6-10);

e Employment Tax Increment Financing (ETIF) Income Tax Reimburse-
ment (80 percent of five or more net new employee state income tax with-
holdings, Years 1-10); and

e Sales and Use Tax Exemption (Tangible Personal Property) (100 percent,
Years 1-10) and Reimbursement for purchases made during the business
certification process.

In addition, qualified new and expanding businesses have access to reduced electric-
ity rates.

All program benefits, except ETIF, are available once one qualified employee is
hired into a net new job. ETIF is available once qualified employees are hired into
five net new jobs with income and benefit packages in conformance with statutorily-
mandated income guidelines. Program benefits may be “layered” on other available
federal and state benefits to businesses located within the Zones. Examples include
businesses partaking in benefits offered by federal Rural Empowerment Zones,
Community Development Block Grants, or other state grants or tax credits.

Accountability Requirements: Tax benefits are available to the business only if the
business hires one qualified employee above its base level of employment within the
first two calendar years after being certified. If the business fails to meet its obliga-
tions within that period, its approval as a qualified business for purposes of receiv-
ing the economic benefits of the program will be removed.

Under statutory amendments of 2007, the hiring of five net new qualified employees
triggers the Employment Tax Increment Financing (ETIF) program. Under ETIF a
company is eligible for reimbursement equal to 80 percent of the withholding taxes
withheld each year for which reimbursement is requested and attributed to those
fully-qualified employees.

Reporting Requirements: Annual reporting requirements apply to PTDZs and for
certified businesses conducting business activities within PTDZs. The authorized
official of a PTDZ must submit to the DECD, by March 31 of each year following the
final designation of the zone, a report containing the following information:

e a brief narrative summary of zone activities for the prior calendar year;

e the status of the zone’s development plan, including marketing activities,
budget, capital plan and the accomplishment of goals and objectives;

e a narrative on how the zone is meeting the purposes of the statute;

157



a list of qualified businesses establishing or expanding operations within
the Zone; and

e information regarding any successes, challenges or lessons learned that
would be of potential use in improving the Pine Tree Development Zone
program.

In addition, all certified zone businesses must submit, by March 31 of each year fol-
lowing its certification, a report to DECD containing the following information:

e a brief description of its qualified and non-qualified business activities
conducted within the zone during the prior calendar year;

e the number and location, and average wages of all employees employed by
the business, including any affiliated business, within the state as of the
preceding December 31;

e the number and location, average wages and benefits offered of all em-
ployees employed by the business within the Pine Tree Zone as of the pre-
ceding December 31 stated separately by qualified and non-qualified em-
ployees;

e the value of investments made in buildings and/or facilities, business
equipment and employee training for qualified business activities within
the zone during the prior calendar year, and the value of all investments
made in property used in non-qualified activities within and without the
PTDZ;

e a list of employees or positions, with associated payroll, transferred from
elsewhere in the state to the PTDZ to work in qualified business activities
in the PTDZ; and

e a list of property, with original costs, transferred from elsewhere in the
state to the PTDZ for use in qualified business activities in the PTDZ.

Additionally, §5250-P. Report, of the statute creating the Pine Tree Development
Zone Program states that:

By January 15, 2004, the commaissioner shall report to the joint stand-
ing committee of the Legislature having jurisdiction over economic de-
velopment matters regarding rulemaking and progress in implement-
ing Pine Tree Development Zones. Not later than April 1, 2005 and
April 15t of each odd-numbered year thereafter, the commissioner shall
report to the joint standing committee of the Legislature having juris-
diction over economic development matters on the status of the Pine
Tree Development Zones.
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The Michigan Renaissance Zone Program
Year Created: 1996

Program Purpose or Mission. The Michigan Renaissance Zone Act, MCL
§125.2681 - §125.2696, enacted in 1996, states in its legislative findings and decla-
ration section that:

The Legislature of this state finds and declares that there exists in this
state continuing need for programs to assist certain local governmental
units in encouraging economic development, the consequent job crea-
tion and retention, and ancillary economic growth in this state. To
achieve these purposes, it is necessary to assist and encourage the cre-
ation of renaissance zones and provide temporary relief from certain
taxes within the renaissance zones.

Program documents state that the Michigan Renaissance Zone initiative was estab-
lished to foster economic opportunities in the state; facilitate economic development;
stimulate industrial, commercial, and residential improvements; prevent physical
and infrastructure deterioration of defined areas; and provide for the reuse of un-
productive or abandoned industrial properties.

Program Structure and Criteria for Zone Creation: Renaissance Zones are regions
of the state designated as virtually tax free for any business or resident presently
residing in or moving to a zone. The zones were designed to provide selected com-
munities with a market based incentive of no state or local taxes to encourage new
jobs and investment. A Renaissance Zone can consist of up to 10 different geo-
graphically defined subzones. The program originally consisted of 11 zones, but was
later expanded to 21 zones which include over 150 geographic areas. The zones are
located in urban and rural areas across the state and also include three former mili-
tary bases.

As of early 2008, the local units of government reported over 520 Renaissance Zone
projects that, since program inception, are expected to generate over 9,100 jobs and
over $2.7 billion in private investment.

In considering whether to grant Renaissance Zone designation, the Michigan Re-
naissance Zone Act provided for a review process that was to give consideration to
the following criteria:

1. Shall give priority to applications that include new business activity.

2. Evidence of adverse economic and socioeconomic conditions within the
proposed renaissance zone.

3. The viability of the development plan.
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9.
10.

Whether the development plan is creative and innovative.

Public and private commitment to and other resources available for the
proposed renaissance zone.

How renaissance zone designation would relate to a broader plan for the
community as a whole.

The level of demonstrated cooperation from surrounding communities.
How the local regulatory burden will be eased for businesses operating in
the proposed renaissance zone.

Public and private commitment to improving abandoned real property.
Any other information required.

Subsequent amendments to the Michigan Renaissance Zone Act have added specia-
lized zones, as opposed to geographically based zones, which are facility or industry
specific. These include:

Agricultural Processing Renaissance Zones (APRZ) -- (2000
amendment) to promote agricultural processing operations in the state of
Michigan and to enhance the industry overall. These APRZs differ from
Michigan’s original renaissance zones because they require them to con-
tain a company’s agricultural processing facility and can be located any-
where in Michigan.

Forest Products Processing Renaissance Zones (FPPRZ) -- (2006
amendment) to promote forest products operations in the state and to en-
hance the industry. They are required to contain a company’s forest
products processing facility and can be located anywhere in Michigan.

Renewable Energy Renaissance Zones (RERZ) -- (2006 amendment)
to promote renewable energy operations in the state and enhance the in-
dustry. They are required to contain a company’s renewable energy facili-
ty and can be located anywhere in Michigan.

Tool and Die Renaissance Recovery Zones (Recovery Zones) —
(2004 amendment) to encourage collaboration among tool and die compa-
nies in order to strengthen them and retain existing jobs. These zones are
company-specific and are to be created within cities, townships, and vil-
lages targeting this industry. Qualified leased or owned tool and die busi-
nesses must reside there and be used primarily for tool and die business
operations.

In late 2006, amendments were made to the Michigan Renaissance Zone Act to
permit the designation of new subzones and the extension of time for one or more
portions of existing Renaissance Zones. Time extensions are only allowed for exist-
ing urban, rural, and military Renaissance Zones. New subzones are only allowed
for existing urban and rural Renaissance Zones that have not reached the
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maximum of ten subzones allowed. New subzones and time extensions are availa-
ble through December 31, 2011.

Administrative Structure and Delineation of Responsibilities: Primary responsibil-
ity for administration of the Renaissance Zone Program resides at the state level.

In general, the Michigan Renaissance Zone Program is administered by the Michi-
gan Strategic Fund Board (MSF) which is housed within the Michigan Economic
Development Corporation (MEDC).

With respect to the Renaissance Zone Program, the MSF Board (a nine member
board) functions as a Renaissance Zone review board which reviews all applications
submitted by qualified local governmental units and makes recommendation to the
State Administrative Board (an existing agency having general supervisory control
over the administrative activities of all state departments and agencies) for zone
approval based on criteria specified in statute.

Job Creation Requirements: As previously indicated, the Michigan Renaissance
Zone Act, in its “Legislative findings and declarations” section, recognizes the need
for programs to encourage economic development with its consequent retention and
creation of jobs. Although the statute and its subsequent amendments do not stipu-
late any numerical requirements for job creation, the legislation is nevertheless rep-
lete with provisions that specifically mention job creation (usually together with
capital investment) as an important element in the approval process.

For example, where a Renaissance Zone already exists, local governments may de-
signate additional zones (through the end of 2011) if such designations will increase
job creation. Additionally, existing zones may be extended (in duration) if such ex-
tension will increase job creation (or capital investment). The Michigan Strategic
Fund Board is to enter into written development agreements with the owners of all
real property located within the boundaries of the portions of the renaissance zone
whose duration has been extended. These written development agreements are to
include, but not be limited to, all of the following:

The duration of the extension.

The conditions under which the extension is granted.

The amount of capital investment.

The number of jobs to be created.

Any other conditions or requirements reasonably required by the board of
the Michigan Strategic Fund.

Further, pursuant to the act, when the MSF board considers designating Renais-
sance Zones for agricultural processing facilities, renewable energy facilities, and
forest products processing facilities, the board must consider “the creation of jobs
relative to the employment base of the community rather than the static number of
jobs created.”
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Investment Requirements: As discussed above, local governments may designate
additional zones (through the end of 2011) or extend the time duration of existing
zones, if these decisions will increase capital investment (or job creation). Addition-
ally, as a condition of designating renaissance zones for agricultural processing fa-
cilities, renewable energy facilities, and forest products processing facilities, the
MSF board is to require a “development agreement” between the board and the fa-
cility that stipulates provision of an annual report that includes information on the
amount of capital investment at the facility.

Program Benefits: The Michigan Renaissance Zone Program provides tax abate-
ment for various state and local taxes for both businesses and residents located
within zones.

Business Tax Benefits. Most state and local taxes are abated in the Re-
naissance Zones. The tax benefits are phased out at 25 percent increments during
the zone’s final three years of existence. Property owners are still responsible for
property taxes levied to pay for local bonded indebtedness, school sinking funds, and
special assessments. The following state and local taxes are abated for businesses
located in a Renaissance Zone.

Property Taxes.

e Local Real Property Taxes. General property taxes on land and buildings
are nearly 100 percent abated.

e Local Personal Property Taxes. These general property taxes are nearly
100 percent abated for the business’ personal property that is located in
the Renaissance Zone.

e School Property Taxes Abated. Personal property taxes for schools are 100
percent eliminated in the zone. Recent property tax reforms have ex-
empted industrial personal property—inside and outside of a zone—from
the 6-mill State Education Tax and 18 mills for local schools. Under the
same reform, all Michigan commercial personal property is automatically
exempt from 12 mills of the local school millage. These personal property
exemptions will benefit companies with or without a zone.

Because local units of government handle property tax abatements differently,
businesses are encouraged to contact the local assessor’s office for their particular

Renaissance Zone.

State and Local Taxes.

e Michigan Business Tax. A tax credit is allowed against the Michigan
Business Tax for businesses activity attributable to the Renaissance Zone.
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Local Income Tax. City corporate income taxes, if applicable in the zone,
are 100 percent abated.

Utility Users Tax. This only applies to residents or businesses in the City
of Detroit. The city levies a 5 percent tax on utility bills. Businesses lo-
cated within the Renaissance Zone are exempt from this tax.

Taxes still due are those mandated by the federal government, local bond obliga-
tions, school sinking fund, or special assessments. Companies are not exempt from
paying Michigan sales tax.

Residential Tax Benefits. Most state and local taxes for individuals are
abated in the Renaissance Zones. The tax benefits are phased out at 25 percent in-
crements during the zone’s final three years of existence. Property owners are still
responsible for property taxes levied to pay for local bonded indebtedness, school
sinking funds, and special assessments. The following state and local taxes are ab-
ated for residents located in a Renaissance Zone.

Property Taxes.

Local Property Taxes. General property taxes on land and homes are
nearly 100 percent abated.

Personal Property. Personal property owned by individuals is 100 percent
exempt under Michigan’s property tax system.

6-mill State Education Tax. The state property tax levy for schools is 100
percent abated.

Because local units of government handle property tax abatements differently, resi-
dents are encouraged to contact the local assessor’s office for their particular Re-
naissance Zone.

State and Local Taxes.

State Personal Income Tax. The state’s personal tax rate was 4.35 percent
in 2008 and 1s scheduled to decline to 3.9 percent by 2016. Individuals liv-
ing in a Renaissance Zone are exempt from paying the state personal in-
come tax.

Local Income Tax. City personal income taxes, if applicable in the zone,
are 100 percent abated.

Utility Users Tax. This only applies to residents or businesses in the City
of Detroit. The city levies a 5 percent tax on utility bills. Individuals liv-
ing within the Renaissance Zone are exempt from this tax.

The State of Michigan reimburses intermediate school districts, local school dis-
tricts, community college districts, public libraries, and the school aid fund where
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taxes would not otherwise be abated. The State of Michigan does not replace the
tax revenue lost to the local unit of government or other taxing jurisdictions except
those listed in the preceding sentence.

Accountability Requirements: The Michigan Strategic Fund board may revoke the
extension of time duration of a renaissance zone if it determines that increased cap-
ital investment (or job creation) will not begin within one year of the granting of the
extension.

The MSF board may revoke the designation of a tool and die recovery zone if those
qualified businesses fail to participate in or comply with a “qualified collaborative
agreement.”

Reporting Requirements: In addition to any annual reporting requirements of
businesses as a result of development agreements with the Michigan Strategic
Fund, the Michigan Renaissance Zone Act also provides for annual reporting to the
Legislature by the Michigan Economic Development Corporation and by a “state re-
search university.” Both provisions require the same information as follows:

Number of new jobs created.

Percentage change in aggregate taxable value and state equalized value.
Average wage of new jobs created.

Percentage change of adjusted gross income of residents.

It appears that only one report is prepared annually, and this report is developed by
the MEDC based on voluntary reporting of the Renaissance Zone communities. Due
to the voluntary nature of the sources, the MEDC indicates in its report that there
1s an underreporting of development activity in the program, as it is difficult for
communities to track the businesses or residents that move into the zones.
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The Minnesota Jobs Opportunity Building Zones Program
Year Created: 2003

Program Purpose or Mission: The Minnesota Jobs Opportunity Building Zones
(JOBZ) program (Minnesota Statutes 2007, §§469.310-469.3201) was enacted in
2003 to spur economic growth in Greater Minnesota (i.e. outside of the Minneapolis-
Saint Paul metropolitan area) by providing tax breaks to qualified businesses that
expand, start up, or relocate within a tax exemption zone. As such, the JOBZ pro-
gram focuses on the development of rural Minnesota, attracting private investment
and creating new employment opportunities, through the provision of local and
state tax exemptions.

Program Structure and Criteria for Zone Creation: The 2003 legislation authorized
the Department of Employment and Economic Development (DEED) to designate
up to 10 job opportunity building zones.42 Each zone could consist of an unlimited
number of noncontiguous subzones but could not surpass a total of 5,000 acres. The
Commissioner of DEED had the option to reserve one or more of the 10 zones for a
second round of designations on January 1, 2005, but opted to designate all of the
zones 1In 2004. The Commaissioner, however, chose not to allot all of the available
acreage in each zone. As of February of 2008, 29,300 of the 50,000 acres had been
designated. The Commissioner has the authority to modify the original zone desig-
nations and can choose to allot more acreage as he or she sees fit.

The Commissioner of DEED, in making zone designations, shall consider need and
likelihood of success to yield the most economic development and revitalization of
economically distressed rural areas of Minnesota.

Need Indicators

The Commissioner was to consider the following factors as indicators of need:

1. the percentage of the population that is below 200 percent of the poverty
rate, compared with the state as a whole;

2. the extent to which the area’s average weekly wage is significantly lower
than the state average weekly wage;

42Besides the ten JOBZ zones, the commissioner of DEED was given the authority to designate up to five agri-
cultural processing facility zones. Agricultural processing facilities were defined as an operation the property
needed for the facility and ancillary operations that transforms, packages, sorts, or grades livestock or livestock
products, agricultural commodities, or plants or plant products into goods for intermediate or final consumption.
The size of these zones is limited to the property needed for the facility and ancillary operations in addition to
space for reasonably adequate future expansion. Only one such zone has been designated as of February, 2008.
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10.

the amount of property in or near the proposed zone that is deteriorated
or underutilized;

the extent to which the median sale price of housing units in the area is
below the state median;

the extent to which the median household income of the area is lower
than the state median household income;

the extent to which the area experienced a population loss during the 20-
year period ending the year before the application is made;

the extent to which an area has experienced sudden or severe job loss as
a result of closing of businesses or other employers;

the extent to which property in the area would remain underdeveloped
or nonperforming due to physical characteristics;

the extent to which the area has substantial real property with adequate
infrastructure and energy to support new or expanded development; and
the extent to which the business startup or expansion rates are signifi-
cantly lower than the respective rate for the state.

In applying the need indicators, the best available data was to be used. If reported
data are not available for the proposed zone, data for the smallest area that is

available

and includes the area of the proposed zone may be used. The Commis-

sioner may require applicants to provide data to demonstrate how the area meets
one or more of the indicators of need.

Success Indicators

In determining the likelihood of success of a proposed zone, the Commissioner shall

consider:

=

the strength and viability of the proposed development goals, objectives,
and strategies in the development plan;

whether the development plan is creative and innovative in comparison to
other applications;

local public and private commitment to development of the proposed zone
and the potential cooperation of surrounding communities;

existing resources available to the proposed zone;

how the designation of the zone would relate to other economic and com-
munity development projects and to regional initiatives or programs;
how the regulatory burden will be eased for businesses operating in the
proposed zone;

proposals to establish and link job creation and job training; and

the extent to which the development is directed at encouraging and that
designation of the zone is likely to result in the creation of high-paying
jobs.
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Administrative Structure and Delineation of Responsibilities: Administration of
the JOBZ program is shared among two state agencies and several local govern-
ments. At the state level, the administration of the JOBZ program includes the De-
partment of Employment and Economic Development (DEED) and the Department
of Revenue (DOR). DEED’s statutory responsibilities necessarily include final ap-
proval of the zone and subzone locations and any modifications thereto. DOR’s re-
sponsibilities for the program necessarily include preparation of forms, receiving tax
returns claiming JOBZ benefits, and auditing tax returns.

The JOBZ legislation presents local governments as the front-line administrators of
the program. Local governments decide whether or not a business is committing to
a large enough employment and capital investment increase to be granted the cor-
responding tax breaks provided by the program. Additionally, the legislation gives
local government broad discretion to use the program as an economic incentive for
businesses interested in locating to a JOBZ. There are no existing minimum re-
quirements, as previously stated, unless a business is relocating to a zone from
another location within the state.

Local governments play the key role in determining whether it is in the public’s in-
terest for a particular business to participate in the JOBZ program. A business
cannot enter the JOBZ program without signing a business subsidy agreement with
a local government. In addition to receiving annual progress reports from business-
es regarding obligations under the business subsidy agreements, the local govern-
ment is also required to file annual business progress reports with DEED. Local
governments are encouraged, but not required, to conduct their own compliance
monitoring of JOBZ businesses in order to have more complete knowledge and over-
sight of the JOBZ businesses in their zones.

Exhibit 10 illustrates the breakdown of responsibilities among the different
entities responsible for administering the JOBZ program.
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Exhibit 10

JOBZ Administrative Responsibilities

Local Governments
e Market program to businesses in conjunction with DEED

e Negotiate and sign business subsidy agreements with businesses
e Monitor business performance in meeting JOBZ requirements
e Receive and review annual progress reports from businesses
¢ File annual business progress reports with DEED
DEED

Determines location of JOBZ zones and subzones; approves requested modifications

e Markets program to businesses in conjunction with local governments

* Negotiates and signs relocation agreements for businesses relocating any existing Minnesota
operations to a JOBZ zone; approves waivers of statutory relocation requirements as appropriate

e Receives and reviews annual reports from local governments on the progress of businesses in
meeting the employment, wage, and capital investment requirements in their business subsidy
agreements

e Approves one-year extensions of time for businesses to meet JOBZ requirements as appropriate

¢ Removes businesses from program for noncompliance with business subsidy or relocation
agreements

e Provides technical assistance to local governments and businesses

e Promotes use of the JOBZ program

e Provides policymakers and legislators with information on program performance

e Prepares new state tax forms and schedules reflecting JOBZ laws

¢ Receives tax returns claiming JOBZ benefits

e Audits individual and business tax returns®

e Pursues repayment of tax subsidies (except property tax) when businesses cease operating in a
zone or are removed from the JOBZ program for noncompliance

e Waives all or part of the required repayments of tax subsidies as appropriate

e Estimates the amount of statewide JOBZ tax savings for businesses

¢ Provides technical assistance to DEED, local governments, county tax officials, and businesses

County Tax Officials
« Determine the estimated market value of a property and the portion that receives a JOBZ tax ex-
emption
e Calculate property taxes for all taxpayers including JOBZ businesses
e Pursue repayment of property tax subsidies when businesses cease operating in a zone or are
removed from the JOBZ program for noncompliance

4DOR does not specifically target JOBZ businesses for reviews or audits; they are as likely as any other businesses
to receive additional scrutiny.

Source: Office of the Legislative Auditor of Minnesota.
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Job Creation Requirements: With the exception of relocating businesses, there are
no specific statutory requirements for minimum increases in employment, although
a required business subsidy agreement is to be used to establish job, wage, and cap-
ital investment requirements. A company wishing to enter the JOBZ program must
locate in a designated zone and sign a business subsidy agreement with the corres-
ponding local government in which the business agrees to meet employment and
capital investment targets as a condition of receiving the subsidy.

Business relocations within Minnesota are required to meet the above stated condi-
tions as well as increase their business’ full-time employment in the first full year of
operation by a minimum of five jobs or 20 percent, whichever is greater. Also, a qu-
alifying business must pay each employee compensation, including benefits not
mandated by law, that on an annualized basis is equal to at least 110 percent of the
federal poverty level for a family of four. Contractors and subcontractors must also
pay the prevailing wage rate for any construction work in a JOBZ location.

The content of the business subsidy agreements for the JOBZ program is deter-
mined primarily by negotiations between local governments and businesses that are
interested in participating in the program. DEED, for its part, provides local gov-
ernments with a sample business subsidy agreement. This sample agreement is
used mainly for guidance purposes. The local governments can choose to use the
sample agreement, modify it, or use their own agreement at their discretion. DEED
does not review the details of the business subsidy agreements.

However, tax exemptions apply only to “qualified businesses.” A qualified business
must be located in a designated zone and sign a business subsidy agreement with
the corresponding local government. A business subsidy agreement establishes the
job, wage, and capital investment requirements that a business must meet in order
to receive JOBZ tax breaks.

Capital Investment Requirements: There are no specific statutory requirements for
capital investment for any qualified businesses (including relocations). However,
capital investment requirements are to be negotiated with local governments and be
stipulated in the business subsidy agreement.

Program Benefits: Qualified businesses that operate in a JOBZ, individuals who
invest in a qualified business that operates in a JOBZ, and properties located in a

JOBZ qualify for the following benefits:

Tax Exemptions

e Individual income taxes

e (Corporate franchise taxes

e State sales and use tax and any local sales and use taxes on qualifying
purchases
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e State sales tax on motor vehicles and any local tax on motor vehicles
e Property tax
e Wind energy production tax

Tax Credit

e Jobs credit — the JOBZ jobs credit provides a refundable tax credit for
JOBZ businesses or their owners on income and corporate franchise taxes.
The credit is generally not available unless a JOBZ business pays an av-
erage wage of more than $30,000 per year to employees working in the
zone. As provided in statute, the credit is equal to 7 percent of the differ-
ence between: (1) the growth in zone payroll from the base year to the
current tax year and (2) $30,000 multiplied by growth in the number of
full-time equivalent (FTE) employees in the zone from the base year to the
taxable year. If the growth in the total Minnesota payroll of the JOBZ
business from the base year to the current tax year is less than the growth
in zone payroll for those years, then the growth in total Minnesota payroll
is used instead of the growth in zone payroll. In calculating the credit, the
zone payroll, which consists of the wages and salaries paid to employees,
must be adjusted to exclude the compensation paid to any employee that
exceeds $100,000 (the $30,000 and $100,000 figures initially used in 2004
are adjusted for inflation each year).

Accountability Requirements: In order to continue to receive the tax reduction
benefits, a JOBZ business must continue to meet the requirements outlined in its
business subsidy agreement with the local government. A JOBZ business that is
not meeting, or is not expected to meet, its employment, wage, or capital investment
obligations may request an extension. The DEED Commissioner may grant an ex-
tension of up to one year for such businesses.

Local government units that have been approved for job opportunity building zones
must report annually to the DEED on progress in meeting the zone’s performance
goals under the development plan and compliance with the business subsidy law.

If, based on a report filing, the DEED determines that a zone or subzone is failing to
meet its performance goals, the Commissioner of DEED may take actions as appro-
priate, including modification of the boundaries of the zone or subzone or termina-
tion of the zone/subzone. Before taking action, DEED will consult with the business
and the affected local government units, including notifying them of proposed ac-
tions to be taken.

If a JOBZ business ceases operations in the zone or fails to meet the requirements

in its business subsidy agreement, then the business is no longer eligible for the
program. DEED reported that, as of January 2009, 57 businesses have been
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terminated from JOBZ for failing to meet targets, going out of business or violating
the JOBZ statute, including 46 subject to repayment provisions.

Reporting Requirements: A local government unit or units which has received zone
designation approval must report annually to DEED on its progress in meeting the
zone performance goals under the development plan for the zone and the applicant’s
compliance with the business subsidy law.

Under the Minnesota business subsidy law, each JOBZ business must annually re-
port to the appropriate local government by March 1 on its progress in meeting its
contractual obligations for the prior year. The local government must then report to
DEED on the progress of the participating JOBZ business by April 1. These reports
must provide all of the information included in the business subsidy law and they
are filed through a form prepared by DEED, called the Minnesota Business Assis-
tance Form (MBAF).
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The New York Empire Zones Program

Year Created: 200043

Program Purpose or Mission: The New York State Empire Zones Act, General
Municipal Law, article 18-B, §§955-969, states in its legislative findings and decla-
rations section (§956) that:

It is hereby found and declared that there exist within the state cer-
tain areas characterized by persistent and pervasive poverty, high un-
employment, limited new job creation, a dependence on public assis-
tance income, dilapidated and abandoned industrial and commercial
facilities, and shrinking tax bases. These severe conditions require
state government to target for these areas extraordinary economic and
human resource development programs in order to stimulate private
investment, private business development and job creation.

It is the public policy of the state to offer special incentives and assis-
tance that will promote the development of new businesses, the expan-
sion of existing businesses and the development of human resources
within these economically impoverished areas and to do so without en-
couraging the relocation of business investment from other areas of the
state. It is further found and declared that it is the public policy of the
state to achieve these goals through the mutual cooperation of all le-
vels of state and local government and the business community.

The New York State’s Empire Zones program was created to stimulate economic
growth in the most distressed areas of the state through a variety of state tax incen-
tives designed to attract new business to the state and to enable existing businesses
to expand and create more jobs.

Program Structure and Criteria for Zone Creation: The enabling statute initially
authorized the designation of up to 10 economic development zones. Subsequent
legislation expanded the program. As of 2009, there are 85 empire zones statewide
in which a business can relocate or expand. Eligible applicants for empire zone de-
signation include cities, counties, towns, and villages. These jurisdictions may
adopt a local law authorizing a municipal corporation to prepare and submit an ap-
plication to the Department of Economic Development (DED) for designation of an
area as an Empire Zone.

43In 1986, the New York State Legislature amended the General Municipal Law (GML) to establish the Eco-
nomic Development Zones Program. Effective May 15, 2000, all references in State law to the Economic Devel-
opment Zones Program were revised to call the program the Empire Zones Program. See Appendix E for infor-
mation on recent developments related to the New York Empire Zones Program.
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Each applicant is also to submit an empire zone development plan that demon-
strates how the applicant intends to promote the development of new business and
the expansion of existing businesses within the zone. The statute specifies informa-
tion to be provided in this plan including:

e a statement indicating how empire zone designation would assist in the
revitalization of the area;

e a description of proposals for infrastructure improvements and invest-
ments and a timetable for their completion;

e a description of specific strategies and priorities for economic revitaliza-
tion of the zone and of indicators to be used to measure performance
against objectives; and

e a cost benefit analysis which must be used by the local empire zone certi-
fication officer when determining whether to certify a business.

To be eligible for empire zone designation, an area must be characterized by perva-
sive poverty, high unemployment, and general economic distress. In addition, the
statutory criteria also indicates that the area must correspond to traditional neigh-
borhood or community boundaries, where appropriate, be bounded by major natural
or man-made physical boundaries, such as bodies of water, railroad lines, or limited
access highways, and must meet additional requirements such as having:

e a poverty rate of at least 20 percent;

e an unemployment rate of at least 1.25 times the statewide unemployment
rate; and

e a population of at least 2,000.

Each zone consists of a maximum of two square miles. In addition to zones based
on criteria related to poverty, unemployment, and general economic distress, the
Legislature also created zones to address the potential loss of large employers or the
loss of a local military facility or defense contractor.

Administrative Structure and Delineation of Responsibilities: The New York State
Empire Zones Act establishes roles and responsibilities for program administration
at both the state and local levels. At the state level, the program is administered by
the Department of Economic Development (DED) which is statutorily responsible
for reviewing zone applications, approving changes to the zone boundaries, develop-
ing the procedures for certifying businesses as eligible for tax credits and other in-
centives, monitoring the activities of the zones and certified businesses, and eva-
luating the program’s success in accomplishing its objectives. Assisting the DED in
carrying out these responsibilities is the Empire State Development Corporation
(ESDC), a public authority charged with fostering and financing key economic de-
velopment projects across the state.
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The New York State Department of Labor plays a role in certifying businesses as
eligible for tax credits and other zone incentives by determining whether the apply-
ing business is in compliance with the applicable labor laws. Also, the Department
of Taxation and Finance is responsible for administering the relevant tax credits
and refunds.

However, significant functions with respect to monitoring and enforcing empire
zone program requirements reside at the local level. Eligible applicants for empire
zone designation include counties, cities, towns, etc. Once a zone is designated, it is
required to establish an administrative structure that will implement the zone’s de-
velopment plan. There are multiple components to the structure including (1) the
Zone Administrative Board (ZAB), (2) the Zone Certification Officer, and (3) the
Zone Coordinator.

The ZAB is responsible for approving for joint certification those business enterpris-
es eligible to receive benefits, and monitoring, evaluating, and coordinating the ac-
tivities of the zone. ZABs are made up of at least six members and are required to
have representatives of certain organizations in and around the zone, such as local
business, organized labor, and a resident of the zone. The ZAB may contract with a
zone administrative entity, such as a community-based local development corpora-
tion, to run the zone on a day-to-day basis.

The local Zone Certification Officer is the individual designated by the municipality
(applicant) to certify, in conjunction with the Commissioner of Economic Develop-
ment and the Commissioner of Labor, those business enterprises which have been
approved for certification by the Zone Administrative Board as eligible to receive
benefits.

The Zone Coordinators are responsible for working with the zone administrative
entity to run the day-to-day activities of the zone that will implement the zone plan.
The Zone Coordinators can be employees of the sponsoring localities or the zone
administrative entity. Typically, zone administrative expenditures are funded by
DED and the sponsoring localities.

Job Creation Requirements: To participate in the Empire Zones Program, a busi-
ness must first be located in an empire zone, or qualify as a regionally significant
project, and become zone certified. To qualify for certification, a business must be
able to demonstrate that it will create new jobs and/or make investments in the em-
pire zone and be consistent with the local zone’s development plan, including a cost-
benefit analysis.

The application process for seeking certification as an Empire Zone business enter-

prise requires the applicant to indicate (1) the number of existing full-time em-
ployees and number of existing part-time employees; and (2) projected number of
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additional full-time and part-time positions to be created within 12 months and
within 24 months as a result of investment in the zone, for positions in which a sub-
stantial part of the work will be performed in the zone, listed by occupation, includ-
ing starting wages and promotional opportunities.

A unique feature of the Empire Zones program is the use of a “cost-benefit analysis”
by the local empire zone certification officer to determine whether to certify a busi-
ness based on the business’ projected job creation and/or investment in the zone
versus the amount of empire zone benefits the business will potentially be allowed
to claim. Program regulations stipulate that this analysis shall be based on a ratio
of at least 20:1, the numerator of which consists of the estimated value of all wages
and benefits paid for the first five years of certification to all existing and projected
employees of the business applicant and the value of all capital investments for the
first five years, and the denominator of which is the amount of state tax credits that
may be claimed by the applicant for empire zone certification for the first five years
of certification.

In evaluating applications of business enterprises for certification, the local zone
administrative board, the local zone administrator, and the commissioners of Labor
and of Economic Development are to consider a variety of factors in determining
whether to approve the entity for the program including:

e whether the business enterprise, if certified, is reasonably likely to create
new employment or prevent a loss of employment in the zone; and

e whether such business will meet the requirements of the cost-benefit
analysis.

State law requires that a project must enhance the economic climate of the zone as
defined by the Zone’s Local Development Plan. A company’s project must be consis-
tent with the criteria stated in the local development plan which serves as the zone
community’s business plan. Applications approved by local zone officials are then
forwarded to the state for review and approval by the Departments of Economic De-
velopment (Empire State Development) and Labor.

A certified business enterprise is required to annually submit a report to the local
empire zone administrative board. Among other items, the report is to include data
on the extent to which the business has met its projections set forth in its certifica-
tion application, including its employment and wage projections.

Capital Investment Requirements: The application process for seeking certification
as an Empire Zone business enterprise also requires the applicant to provide an
estimate, for a five-year period beginning with the current year, of the projected
capital investments, or investments in other tangible personal property, subject to
depreciation, that the applicant will be making in the Empire Zone for which it is
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applying for certification. In addition to the certification process, capital invest-
ment tracking and reporting is conducted in connection with annual reporting by
the business and by the zone. Further, 2005 statutory amendments created two
new project types eligible for expanded benefits: (1) qualified investment project,
and (2) significant investment project. Both projects stipulate monetary investment
thresholds in order to qualify.

Program Benefits: Business enterprises may obtain tax benefits as a certified
business enterprise or, if more stringent requirements are met, qualify for enhanced
benefits. The following describes the benefit types for Empire Zone certified com-
panies and the enhanced benefits for Qualified Empire Zone Enterprises (QEZE):

Benefits for Empire Zone Certified Companies

Wage Tax Credit: Available to companies hiring full-time or full-time
equivalent employees in the zone. Credits are available for up to five con-
secutive years. Credits are $1,500 per employee; for employees in special
targeted groups the amount is raised to $3,000 per employee per year. In
Iinvestment zones, this credit is increased by $500 for workers with wages
over $40,000. Unused credits can be forwarded indefinitely and new
businesses (those that have been taxable for five years or less) are eligible
for a 50 percent refund of unused credits.

Investment Tax Credit: Available to companies making an investment in
the zone for depreciable property and/or equipment which is principally
used in manufacturing, processing, assembly, industrial waste treatment
or air pollution-control facilities, R&D, or financial institutions. Ten per-
cent (8 percent for personal income tax filers) of the eligible investment
can be taken for credit. Unused credits can be forwarded indefinitely and
new businesses are eligible for a 50 percent refund of unused credits.

0 An additional Employment Incentive Credit equal to 30 percent
of the investment tax credit is available for each of the three
years after the Investment Tax Credit (ITC) is claimed if em-
ployment is increased when the investment is made. Unused
credits can be forwarded indefinitely and new businesses (per-
sonal income tax only) are eligible for a 50 percent refund of un-
used credits.

Zone Capital Credit: A 25 percent tax credit is available for personal or
corporate income tax payers for eligible investments in certified zone
businesses, or contributions to approved community development projects.
There 1s a lifetime limit of $100,000 in zone capital credits per contributor
for Community Development Projects and $100,000 lifetime limit in zone
capital credits per investor in a Direct Equity Investment project.
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NYS Sales Tax Refund: A refund of the state portion (4 percent; 4.375
percent in the MTA region) of the sales tax is available for the purchase of
building materials used in the construction or renovation of industrial or
commercial property located in a zone. Empire Zone certification is not a
requirement to receive this benefit; however, the purchaser must be buy-
ing for a property in the zone.

Enhanced Benefits for Qualified Empire Zone Enterprises (QEZE)

To receive Qualified Empire Zone Enterprise (QEZE) enhanced zone benefits, a busi-
ness must be zone certified under the requirements outlined in the eligibility and cer-
tification section and must pass additional tests based on the business’employment
history and operations.

Sales Tax Exemption: An exemption from the state portion of the sales
tax at the point of purchase is available for most goods and services used
directly and predominantly (50 percent) in the zone. Utility services qual-
ify for the exemption if used or consumed directly and exclusively (100
percent) in the zone. Telephone services are exempt if delivered and billed
to the business at an address in its zone. An exemption from any locally
1mposed sales tax may also be available. The exemptions run for 120 con-
secutive months from the effective date on the sales tax certification is-
sued by the Department of Tax and Finance, provided the business con-
tinues to meet the employment test each year. Once certified as a zone
business by ESD, a business would fill out a DTF-80 — Application for a
Qualified Enterprise Zone Enterprise (QEZE) Sales Tax Certification — is-
sued by Department of Tax and Finance. If approved, a business would
receive a DTF-81, QEZE Sales Tax Certification. The business may begin
to make exempt purchases using form ST-121.6, QEZE Exempt Purchase
Certificate, as of the effective date shown on its DTF-81.

Real Property Tax Credit: A credit for real property taxes paid based on a
formula that considers job creation, wages, and benefits or investments
made in the zone. Further calculations may apply depending on a busi-
ness’ location in either an Investment Zone or Development Zone. This
credit is available for 10 years and unused credits may be obtained as a
cash refund in the year they were earned.

Tax Reduction Credit: A credit against tax equal to a percentage of
Income taxes attributable to the zone enterprise on its employment
growth in the zone. This credit is available for 10 years and can reduce a
company’s tax liability to zero — eliminating the alternative minimum and
fixed dollar minimum tax.
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Additional Local Benefits

Municipalities designated as Empire Zones may also offer additional incentives in-
cluding sales tax refunds, and property tax abatements for real property improve-
ments in the zone. Many utility companies (including gas, electric, and telephone
services) also offer rate reductions to certified Empire Zone businesses.

Accountability Requirements: The local zone certification officer and the commis-
sioners of Labor and of Economic Development may jointly revoke a business’ certi-
fication upon a finding of failure of the business to fulfill its commitments including
failure to create new employment or prevent a loss of employment in the zone that
was not due to circumstances beyond the business’ control.

Reporting Requirements: All Empire Zone certified businesses must annually
submit a Business Annual Report (BAR) that includes data on employment (full-
time, part-time, and full-time equivalent jobs), net new jobs created, and average
starting hourly wage of new jobs created. Additionally, information is to be pro-
vided on capital investments made in the zone during the reporting period and in-
formation related to tax credits claimed.

The local administrative boards are to prepare annual reports regarding activities
in their respective empire zone, including information that would allow for substan-
tive review of the zone’s strategies and progress in meeting its short-term objectives
and long-term goals. This would include information on the number of jobs
created, number of jobs retained, the amount of private capital leveraged with pub-
lic funds, the number of businesses expanded or retained, and new businesses
created.
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APPENDIX A

Information on Pennsylvania’s Enterprise Zones

In Pennsylvania law, the term “Enterprise Zone” is currently defined in the Neighborhood
Assistance Act (NAA), 72 P.S. 88901-A et seq. The act provides for a business tax credit:

. .. to encourage investment by business firms in offering neighborhood assis-
tance and providing job training, education, crime prevention, and community in-
vestment, to encourage contributions by business firms to neighborhood organi-
zations which offer and provide such assistance and services and to promote
qualified investments by private companies to rehabilitate, expand or improve
buildings or land which promote community economic development and which
occur in portions of impoverished areas designated Enterprise Zones.

Enterprise Zones are defined under the NAA as “specific locations with identifiable boundaries
within impoverished areas which are designated as an enterprise zones by the Secretary of
Community and Economic Development” (DCED).

DCED lists an Enterprise Zone Program as one component of its New Communities Program,
along with the Main Street Program and the Elm Street Program. These are said “to provide
communities with the tools to integrate the revitalization of downtowns, surrounding neighbor-
hoods and industrial/manufacturing areas.” DCED program guidelines provide that “comple-
mentary elements of each program have been developed to assist communities in undertaking
a comprehensive approach to promote both sound land use and revitalization. The planning
done for each program must be complementary among the three programs when multiple pro-
grams are funded in a single community.”

The Enterprise Zone Program provides grants to financially disadvantaged communities for pre-
paring and implementing business development strategies within municipal Enterprise Zones.
Those eligible are municipalities, redevelopment authorities, non-profit economic development
organizations, or other non-profit organizations on a case-by-case basis. Enterprise Zone Pro-
gram monies can be used for business development surveys; business development strategy
and preparation; and revolving fund business. A basic grant may be for up to $50,000; a grants-
to-loan may be for up to $500,000.

An Enterprise Zone is an area that has been designated by the DCED as financially distressed
and disadvantaged. Typically, a Zone is comprised of several municipalities. The purpose of
an Enterprise Zone is to promote job growth and to help municipalities take advantage of busi-
ness expansion opportunities when they arise. Enterprise Zones improve the capacity of local
governments and business communities by encouraging them to form public/private partner-
ships. In turn, these partnerships boost business investment within the Zone. Increased busi-
ness investment, job creation, and sustained community self-sufficiency are the primary goals of
the Enterprise Zone Program.

Enterprise Zone areas must demonstrate that they are financially disadvantaged as measured
by a statewide DCED index. The designation is also based upon DCED approval of a five-year
strategy document which must be submitted by the applicant for a proposed Zone. This strate-
gy must be based on a structured survey of firms in eligible sectors that are located within the
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boundaries of the proposed Enterprise Zone. The purpose of the survey is to learn from current
business owners and managers what their best opportunities are for growth, what their most
significant barriers are to growth, and what they consider to be the most effective ways in which
local and state government can help them to grow. Enterprise Zones are designated for a term
of seven years but may request an extension of the designation for an additional two years,
based on economic conditions and potential investment opportunities.

Within an Enterprise Zone, revolving loan funds are established, which are supported by com-
petitive grants-to-loans of up to $500,000 per project. Zone participants also have access to the
lowest Pennsylvania Industrial Development Authority, Machinery and Equipment Loan Fund,
Small Business First interest rates, tax credits for real property improvements, Socially and
Economically Restricted Business status for an advantage when bidding on state contracts, Act
Il funding, and State Liquor License availability.

Enterprise Zone competitive grants-to-loans can be used for up to 30 percent of the total project
investment to acquire machinery and equipment. They are available for new business construc-
tion or building improvements, site improvements, infrastructure, and in some special cases, for
up to 40 percent of inventory or working capital needs. Competitive grants-to-loans also can be
used toward the cost of preparing business lease space, especially for facilities with fiber optic
wiring. Costs of public infrastructure development and hazardous waste testing may also be
considered, if the lack of conventional funding sources for such costs is documented. Competi-
tive grants may not exceed 30 percent of total project investment, and one full-time job must be
created or retained for each $30,000 of loan capital.

DCED program guidelines further provide that the majority of the municipalities forming the
Zone should be deemed distressed, both financially and physically. Some examples of the fac-
tors used to describe or contribute to distressed are as follows:

— population statistics contributing to the workforce such as disabled, skilled versus
unskilled employment needs, educational levels of the population, migrant/seasonal
farm workers, or other workforce group;

— unemployment rate in comparison to the state;

— number of blighted properties in the selected area;
— crime rate;

— income levels;

— poverty rate;

— availability of public transportation;

— business growth;

— market value of properties;

— per capita income;

— percentage of the population over 65; and

— financial stability of the participating municipalities.

Source: Developed by LB&FC staff from DCED program guidelines and the Department’s website.

181



APPENDIX B

Overview Information on the Creation
and Status of Strategic Development Areas

Act 2006-151 amended the Tax Code to allow for Strategic Development Areas (SDAs). A
2006 press release overviewed the program as follows:

Act 2006-151 allows for the creation of four strategic development zones that will
attract new businesses and encourage job growth. Modeled after the state’s
successful Keystone Opportunity Zone Program [emphasis added], Act 151
will provide tax incentives for businesses that commit to creating jobs and
investing tens-of-millions-of-dollars in key geographic areas of Pennsylvania.

Under the new law, the Governor will be empowered to identify the strategic
development areas (SDAs). Companies choosing to locate in these areas will
benefit from state and local tax abatements for 15 years, unless the
municipalities and property owners agree to an earlier termination. Local
municipal officials must agree to the SDA designation. Each SDA must be
between 10 acres and 1,500 acres in size. The cumulative total land area for all
four zones may not exceed 5,000 acres.

To be eligible for the tax breaks, companies must commit to creating or maintaining at
least 500 jobs and make $45 million or more in capital investments within three years.

A “strategic development area” is “a defined geographic area comprised of one or more political
subdivisions or portions of political subdivisions designhated by the Department of Community
and Economic Development under Part Il [of Act 151.]"

Under Act 151, the Governor has the authority to designate up to four SDA’s by Executive Order
prior to September 30, 2007. The Governor subsequently designated the following SDAs:

o Executive Order 2006-10 designated a 79.72 acre tract at 5501 Whitaker Ave,
Philadelphia.

e Executive Order 2007-1 designated a 104.766 acre tract in Cranberry, Butler County.

o Executive Order 2007-2 designated a tract in Sewickly and Hempfield,
Westmoreland County.

e Executive Order 2007-8 designated a 25.931 acre tract at Lot 11 of the Mill Run
Corporate Center in Upper Macungie Township, Lehigh County.

Persons and businesses within designated SDA'’s are entitled to tax exemptions, deductions,
abatements, or credits set forth in the act for a 15-year period. There is no application process
set forth in statute. The SDA's are designated by the Governor but must be approved by all
local political subdivision within a designated SDA.

To be a “qualified business” a business must own or lease real property in a strategic
development area on which the business actively conducts a trade, profession or business
involving energy, bioscience or manufacturing, or a related activity, and meet one of the
following criteria:
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(1) Create or maintain a minimum of 500 jobs within the first three years of full
operation within the strategic development area.

(2) Invest a minimum of $45,000,000 in capital investment in the property located in
the strategic development area within the first three years of full operation.

The administrative provisions of the SDA law are nearly identical to those of the KOZ law,
allowing for the transferability of certain tax benefits given by the law; the ability of the state to
recapture a certain percentage of the exemptions, deductions, abatements, or credits granted if
a business relocates outside of the SDA within designated time frames; the requirement of an
applicable business or person to be in compliance with all state and local tax laws, ordinances,
and resolutions and all zoning, building, and housing laws, ordinances, or codes; and the ability
of the Department of Revenue and DCED to impose administrative and civil penalties for a
violation of the act.

In early 2009, the DCED provided the following information regarding SDA projects:
— Philadelphia — Cardone Industries, Inc., has been approved for benefits in 2007 and

2008. Cardone currently has 1,000 employees at the site.

— Butler — Westinghouse Electric Company, LLC, has been approved for benefits in 2007
and 2008. They have invested $31.5 million into the site.

— Westmoreland — Wesdyne International, LLC, and Westinghouse Electric Company,
LLC, have both been approved for 2007 and 2008. Combined, they have a total of 715
employees and $3 million capital investment in the site.

— Lehigh — Amgen, USA, Inc., has been approved for benefits in 2007 and 2008. They
have invested $4.7 million into the site.

Source: Act 2006-151.
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Guidelines for the Keystone Coordinator Program
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Section | — General

A. Statement of Purpose

The Keystone Coordinator Program (K.CP) provides grants in the amount of $20,000 to support the
operating costs associated with monitoring, collection, and reporting functions performed by the
coordinators of the Keystone Opportunity Zone (KOZ) program, designed to develop a community's
abandoned, unused, underntilized land and buildings into business districts and residential areas, -

B. Eligible Applicants

The organizations listed below are reco gmzed by the Depariment of Community and Economic
Development (DCED) as KOZ Coordinators and are the eligible applicants for KCP funding:

1. . Northwest Reglonal Planning & Development Commission

Southwestern Planning Commission

North Central Penp;yivania Regional Planning and Development Commission
Southern Alleghenies Planning & Development Commission

Northern Tier Regional Planning & Development Commission '
SEDA-Council of Governments '

Indiana University of Pennsylvania

Redevelopment Authority of Luzerne County

I N L T

Schuylkill County Economic Development Office

bt
=

Lehigh Valley Economic Development Corporation

[
o

. Chester County Economic Development Council

12, City of Philadelphia Department of Commerce

C. Eligible Use of Funds
The following uses of funds must be directly related fo the coordination activities of the KOZs:

1. salaries and office expenses
2. travel expenses

3. other activities and expenses as deemed appropriate by DCED
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D. Obligations
KCP grant funds will be expended in support of the following specific duties and responsibilities:

1. Complete local approval forms for each new applicant:

the Local Approval form is used afier the KOZ Coordinator has verified the new applicant’s
compliance with local taxes and codes and confirmed that the business / resident resides in a KOZ,
Keystone Opportunity Expansion Zone (KOEZ), or Keystone Opportunity Improvement Zone
(KOIZ). The applicant’s end date for KOZ benefits is also included in the Local Approval form,

2. Assist in collecting the following data as requested at any time by DCED:

verification of job creation and retention data including new employment figures.
verification of types of jobs created and average hourly wages.

verification of types of annual, unduplicated public and private capital investment
verification of primary business activities

documentation of KOZ participant’s payment of locai taxes and local code requirements.

documentation that participants relocating within the Commonwealth meet the requirement for
increased full-time employment and other requirements of the KOZ Act.

identification of companies as new business start-ups, businesses relocating to KOZ subzones from
within Pennsylvania, businesses relocating from out-of-state; or expansion of existing Pennsylvania
businesses,

3. Conduct the following activities:

confirmation that KOZ entities are conducting business at the KOZ location
identifying and reporting ;iuplicative KOZ applications

completion of annual report (to be issued May 1st and completed by June 30th)
confirmation of 184 day residency requirements for applicants

verification of number of residential applicants

determining the number of years a participant has been using KOZ benefits
assessment and reporting of KOZ property values

determination of state and local program costs including estimates of county, local and school tax
abatement

updating available KOZ sites on the Team PA website under Select Sites
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E. Application and Disbursement Procedures

i

To apply for funding, the KOZ Coordinators must submit the electronic on-line DCED Single
Application for Assistance located at https://www.esa.dced state.pa.us/ESAW/.

The Electronic Single Application narrative should contain an explanation of the anticipated use of funds.

Send the Electronic Single Application Signature Page and any other required documentation (reference
the Web ID Number on all documents) not attached electronically to:

PA Department of Community and Economic Development
Customer Service Center

Commonwealth Keystone Building

400 North Street, 4th Floor

Harrisburg, PA 17120-0225

Following review and approval of the application, DCED will forward a grant agreement to the KOZ
Coordinator for signature. Once the grant agreement has been fully executed, the KOZ Coordinator may
subrmit a payment request for up to one half of the grant award, Request for payment of the remaining
funds may not ocour until the end of the first year. Grantees should take note that the above procedure
for processing and check issuance requires at least 35 days.

F. Project Records

1.

2,

The KOZ Coordinators shall maintain full and accurate records with respect to the use of the grant
funds and shall ensure adequate control over the records of related uses of funds. DCED shall have
access to and shall be able to inspect all such records at reasonable times and places.

KOZ Coordinators must provide DCED with year-end reports on the use of grant funds.

G. Contact Information

Program inquiries should be directed to:

PA Department of Community and Economic Development
Center for Business Financing — Site Development Division
Keystone Opportunity Zone Program

Commonwealth Keystone Building

400 North Street, 4th Floor

Harrisburg, PA 17120-0225

Telephone: (717) 346-0327
E-mail: asheaf{@state,pa.us
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Summary Information on an Evaluation
of the KOZ Program in Rural Pennsylvania

The Center for Rural Pennsylvania (henceforth referred to as the Center) completed a study
on the KOZ Program and published the results in July of 2008. This study examines the KOZ Pro-
gram’s impact on rural Pennsylvania.

The Center’s research project was conducted in 2005 and released in 2008. The primary
objective of the study was to evaluate, with particular attention paid to rural areas, the effectiveness
of the KOZ and KOEZ Programs in meeting the legislative goals of increased employment, capital
investment, and the use of blighted areas and brownfields. The research included an analysis of
changes in employment, per capita income, and state and local tax expenditures and revenues. Ad-
ditionally, surveys were administered to program participants and supplemented with case studies of
three communities. The researchers for the Center faced similar challenges to the LB&FC regarding
data collection from the Department of Community and Economic Development (DCED). The most
updated data the DCED was able to provide was from the 2003 Four-Year-Report.

The Center’s case study findings were similar to those of the LB&FC'’s survey findings. The
Center reported that, according to their case studies, in order for successful KOZ subzone develop-
ment to occur, certain conditions should be considered. First, location and infrastructure are signifi-
cant factors when businesses are determining where to locate. Further, environmental remediation
must be finished prior to a site being marketed. Companies may be deterred by the cost of envi-
ronmental clean-ups in addition to the capital investments they are asked to make. Additionally,
case studies determined that a KOZ designation is a marginal deciding factor in business location
and expansion. One EDC director believed that the program has found success in retaining existing
businesses but not as much for attracting other firms. Finally, the Center found that professional site
administration and promotion is the key to the development of subzone property.

The Center divided its report conclusions into positive and negative impact assessments.
Positive impacts listed by the Center include the use of the KOZ as a marketing tool for development
of less than desirable commercial and industrial properties; limited negative impact on tax revenues
and service expenditures of local government; few administrative costs at the state level as it relies
primarily on existing economic development organizations for program implementation; no substan-
tial complaints by businesses concerning reporting requirements or program implementation; and
the KOZ Program has the capacity to encourage local investment in housing, downtowns, and
brownfield sites. Negative impacts listed include inequities in the program due to poor administration
and lack of professional promotion of the program; properties in the program that have experienced
no activity; failure to abide by the legislative intent causing inter-zone recruitment competition be-
tween greenfield and brownfield sites; and the limited tax liability of the Commonwealth while muni-
cipalities and school districts see a loss in revenue (while it may be small, it is still more substantial
than the state’s loss).

The Center’s report concluded with a listing of policy considerations. The policy considera-
tions were given for the subzone level, the zone level, for the DCED, and for the state legislature.
These recommendations largely point to the need for a comprehensive system to collect and track
relevant data and thereby provide the capability for appropriate monitoring of program effectiveness.

At the subzone level, the Center suggested that subzone managers should work with local

municipalities to properly monitor the program at the ground level. In order to effectively monitor the
program, data should be collected and updated annually through a form developed by the DCED.
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The form should be distributed to subzone coordinators who would proceed to collect the form’s
required data including acreage per subzone; lists of properties with current owners and contact in-
formation; current employment at each business in a subzone; capital investment figures; and num-
ber of firms leaving a zone as well as the reasons for leaving.

At the zone level, the Center recommended that KOZ zone administration and promotion be
handled by a regional county development agency or regional EDC. Additionally, the Center sug-
gested that all business data should be aggregated at the zone level; that zone managers should
maintain and update websites with complete and accurate information for subzone managers as well
as maintain a listing of properties that are available in each subzone; and that zone managers
should consider preparing annual reports, including jobs, investment, and tax data, for the municipal-
ities and the school districts.

At the DCED level, the Center had extensive suggestions. First among them was that the
DCED should maintain a database with statistics on taxes foregone, jobs created and retained, and
capital investment. The Center suggested that the figures be based on numbers reported by the
subzones to the zone manager and therefore would reflect reality and not estimates. The Center
suggested that the DCED update business listings to include companies still operating in the zone
as well as the total number of business failures and relocations out of a KOZ. The DCED should
create descriptions of available subzone sites including acreage, infrastructure, and distance to rail
and interstate highways. Also, the DCED should update and simplify the KOZ website as to make it
easier for businesses to locate available properties and make the appropriate contacts. The DCED
should encourage partnership among other programs (i.e. Main Street) and it should simplify such
collaborations by streamlining paperwork and providing direct assistance with the application
processes. Finally, the DCED should request additional funding to compensate regional and sub-
zone coordinators, so they are no longer volunteer administrators. In accordance with this, tie the
administrative funding to proper promotion and reporting of statistics to the DCED, as previously
noted.

At the state legislative level, the Center suggested that policy-makers consider altering the
program so that the tax abatement would begin when a property is developed or upon a firm’s loca-
tion to the zone. Further, firms could be rewarded with increased abatements after one, two, or
three years in the zone as opposed to receiving the total abatement up front. Then taxes could be
phased in slowly from the fifth to the tenth year, shortening the abatement period. The KOZ Pro-
gram could also encourage and emphasize local investment by expanding the use of programs (i.e.
funding vocational and technical education). Tax breaks should be aimed at businesses that may
not otherwise locate to an area or may already operate in a KOZ. Finally, in accordance with one of
the suggestions for DCED, the legislation should be changed to provide adequate funding for re-
gional and sub-zone coordinators in order to facilitate more professional administration and market-
ing of the KOZ Program.

In sum, the Center stated that the overall impact of the KOZ Program on the rural Pennsyl-
vania economy is limited. However, with suggested program improvements, the potential for a sig-
nificant positive impact increases. The state and local governments as well as local EDCs have al-
ready invested substantial time, effort, and monetary resources into this program. The Center main-
tains that with the proper adjustments, the KOZ Program has the potential to result in improved re-
turn on investment of public tax dollars as well as private funds.

Source: An Evaluation of the Keystone Opportunity Zone (KOZ) and Keystone Opportunity Ex-
pansion Zone (KOEZ) Programs in Rural Pennsylvania, Paula A. Holoviak, Ph.D. and Damian Ca-
rabello, M.P.A. Kutztown University, July 2008.
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Recent Developments Related to the
New York State Empire Zones Program

Although the New York State Empire Zones Program has its advocates, it has come un-
der increasing scrutiny and criticism in recent years for being poorly administered and ineffec-
tive. For example, a 2007 program assessment by a management consulting firm concluded
that the Empire Zones Program had morphed from a program “primarily helping distressed
communities to one routinely offering tax relief for ongoing business.” In February 2008, a re-
port on the program by the New York State Comptroller stated that it was impossible to tell
whether the program was effective since local officials couldn’t demonstrate the program’s suc-
cess. Further, a December 2008 report by a nonpartisan research organization stated that “. . .
it is exceedingly difficult to ensure a consistent methodology for determining whether the prom-
ised investment and job creation by a business is worth the tax benefits is being applied.” This
report also recommended that the program be discontinued as an unproductive use of increa-
singly scarce public resources.

The reported cost in state revenue to support the Empire Zone Program had grown in
the eight years of its existence to over $600 million annually. Given the budget deficit situation
facing the state, reform of the program became a key initiative in the FY 2009-10 state budget
deliberations. The Governor's reform plan initially sought to produce over $270 million in cost
savings for the upcoming budget year. The FY 2009-10 state budget that was adopted for New
York State at the end of March 2009 included revisions to the Empire Zone Program that will
affect all certified businesses in the program. These revisions relate to:

Business Certification and Decertification. The role of the local Empire Zone admin-
istrative boards will be limited to recommending businesses for certification (previously, busi-
ness certification was a joint responsibility among the Empire State Development Corporation,
the Department of Labor and the local zone administrators). Also, several additional criteria
have been added as grounds for business decertification:

e every existing certified business must pass a 1-to-1 cost-benefit test or be subject to
possible decertification;

e businesses that reincorporated as different entities, and claimed job creation when they
in fact simply transferred employees from their existing corporation to a new corporate
entity (a practice known as “shirt changing”) may also be subject to decertification; and

e achange in ownership or business operation will result in decertification (the Commis-
sioner of Economic Development is to review all existing certified businesses in 2009
and qualify their business certification against the first two criteria).

Cost-Benefit Analysis. All businesses certified on or after April 1, 2009, (except manu-
facturers) must achieve a 20-to-1 cost benefit average (based on producing $20 in investments
and wages for every dollar the state grants in benefits) in order to remain in the program.
Manufacturers are required to achieve a 10-to-1 cost-benefit ratio. According to the Empire
State Development Corporation, approximately 800 to 1,000 of the 8,354 businesses participat-
ing in the 85 Empire Zones may be subject to review under these reforms.
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Tax Law Related Revisions. Certain reductions to real property tax credits and sales
tax exemptions will apply to businesses certified on or after April 1, 2009. For example, the
property tax credit granted to certain qualifying businesses will be reduced from 100 percent to
75 percent, and the sales tax exemption will in the future be considered a tax credit or refund.

Empire Zone Program Termination. The termination date for the NYS Empire Zone
Program has been moved up by one year to June 30, 2010.

Source: The New York State Empire Zones Program.

192



APPENDIX F

Pending Legislation Related to the

Keystone Opportunity Zone Program
(As of May 22, 2009)

House Bill 1149: Provides that the Pennsylvania Prevailing Wage Act does not apply to a
project in a Keystone Opportunity Zone for construction, reconstruction, or alteration.

House Bill 1159: Amends provisions relating to the corporate net income tax in that for taxable
years beginning after December 31, 2008, a net loss deduction shall be allowed for taxable in-
come under the Tax Reform Code in an amount equal to 100 percent of subzone, improvement

subzone, or expansion subzone taxable income.

House Bill 1486: Provides for alternative decertification of deteriorated property by the De-
partment and by political subdivisions in Keystone Opportunity Zones.

Source: Developed by LB&FC staff.
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Responses to This Report
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COMMONWEALTH OF PENNSYLVANIA
DEPARTMENT OF COMMUNITY AND ECONOMIC DEVELOPMENT
HARRISBURG, PA 17120

OFFICE OF SECRETARY

June 22, 2009

Honorable John R. Pippy, Chairman
Legislative Budget and Finance Committee
Senate of Pennsylvania

168 Main Capitol Building

Harrisburg, PA 17120

Dear Senator Pippy:

Thank you for the opportunity to respond to the findings and conclusions set forth in An Evaluation
of the Keystone Opportunity Zone (KOZ) Program conducted pursuant to House Resolution 115 of
2007 (the Report). The Department of Community and Economic Development (DCED) has
endeavored to provide all information requested by the Legislative Budget and Finance Committee
(LBFC) in a timely and accurate manner. The coordination between LBFC and DCED appeared to
be exemplary.

With the assistance of LBFC’s staff, DCED has enhanced significantly the collection and recording
of KOZ, data, allowing for a more accurate assessment of the economic development benefits of the
KOZ program in the future, In addition to the “improvements in numerous administrative and
operational areas” made by DCED and detailed in the executive summary of the Report, DCED has
enhanced its administration of the program in several other ways, including the following:

* Defining “qualified business” and “capital investment” requirements in the KOZ, guidelines;
* Providing a definition of “applicant” and “participant” in the KOZ guidelines and reports;

» Expanding the number of business types on KOZ applications to include business services,
transportation and logistics, {inancial services, bioscience, and information technology. The
commercial and research and development categories have been removed; and

* Removing “public” from question 10 on the KOZ application, to more accurately assess true
capital investment. In addition, KOZ applicants will be asked to describe new capital investment
items,

DCED will work with the 12 KOZ coordinators on the KOZ opportunity plan for each zone. DCED
will evaluate each plan to determine the level of progress made in the zone since the inception of the
KOZ program. If an opportunity plan is missing or needs to be updated, DCED will provide



Honorable John R. Pippy
June 22, 2009
Page two

technical assistance to political subdivisions in establishing annual benchmarks and annual reporting
requirements. KOZ coordinators will be asked to submit annual update reports, as required by
statute,

While DCED has been aggressive in marketing the KOZ program through the Governor’s Action
Team and relationships with local economic development agencies, it has not developed a
comprehensive marketing plan. We will do so. The marketing plan will include paper and on-line
marketing materials describing KOZ benefits.

Prior to 2008, aggregate data that identified KOZ business applicants as start up, relocating, or out-
of-state businesses were unavailable. A database is being developed and data are now being
collected so that this information can be included in future reporting.

While DCED does have a procedure manual for the administration of the KOZ program, it will be
updated to include a procedure for record keeping, including a list all documents that must appear in
each file and standards for electronic records.

In spite of a diminished monitoring staff, as reported in the KOZ, evaluation, monitoring of all
relocating KOZ applicants continues. In addition, it is DCED’s intention (subject to available
resources) that staff will make site visits with regularity. Non-compliant businesses are reported to
the Revenue Department and do not receive tax benefits,

DCED has carefully considered each of the recommendations in the Report and will continue to
enhance its administration of the KOZ program. Due to past deficiencies in the data collection
process, it will not be possible to capture all KOZ activity from the inception of the program. But
there has been a marked improvement in the collection and management of data, which should allow
for a better assessment of the KOZ program going forward.

In conclusion, DCED is committed to making all necessary changes to enhance the administration,
oversight, and control of the KOZ program. The contributions to this effort made by the staff of

LBFC are greatly appreciated.
incerely,
(2
Corelius

//a 0'2"
Geoileg E,

Acting Secretary



COMMONWEALTH OF PENNSYLVANIA
DEPARTMENT OF REVENUE
HARRISBURG, PENNSYLVANIA
17i28-HOO

THE SECRETARY

June 22, 2009

Philip R. Durgin, Executive Director
Legislative Budget and Finance Committee
400 Finance Building

613 North Street

Harrisburg, PA 17105-8737

Dear Mr. Durgin:

Thank you for allowing us the opportunity to review the draft report prepared by the Legislative
Budget and Finance Committee in response to HR 115 of 2007 on Pennsylvania’s Keystone
Opportunity Zone (KOZ) Program. To begin with, I would like to commend you and your staff
for your efforts in providing a thorough analysis. In your letter, dated June 8, 2009, you indicate
that the Department of Revenue is invited to provide written comments fo the report. This letter
is in response to your invitation.

In the Report Summary, on Pages S-5 through 6, the report’s conclusion states that “The
Department of Revenue did not respond to our requests for the actual dollar values of tax credits
and exemptions awarded to a sample KOZ participant.” However, in the main body of the report,
on Page 3, it is noted that the Department did not provide the information requested “citing
confidentiality provisions of the Fiscal Code.” To this point, I respectfully ask that the statements
on Pages S-5 and S-6 be ¢larified to indicate that confidentiality provisions of the Fiscal Code
prohibited the Department from distributing this information.ln addition, I am enclosing a copy
of my letter to the committee, dated May 29, 2009, that explains the Department has responded to
the commitiee’s requests to the extent it is permitted by law to do so.

In the draft Report Summary, on Pages S-19 through 20, Recommendation 1.m, provides in part
“[tJo enhance programs accountability and transparency, the DCED should provide, ideally
through their website and by December 31,2009 . . . (3) the total amount of tax benefits
authorized and received by each qualified business, resident and property-owner.” 1 believe that
the disclosure contemplated by this recommendation may also violate the confidentiality
provisions of the Fiscal Code and, therefore, that such information should not be disclosed on the
website, unless the statute is amended to allow such disclosure.

In the draft Report, on Page 9, within Exhibit 1, State Tax Abatements Available Under the KOZ
Program, it reflects Sales and Use Tax Procedure as “DCED determines QB; Revenue issues
Cert, of Exemption; QB files for refund.” This statement is incorrectly stated as the Cert. of
Exemption, once received by the QB, can be used for qualified purchases with vendors without
paying sales tax. The QB can petition for refund if the QB paid sales tax in advance of receiving
the certificate within the application year. The third clause should be restated to read “QB does
not pay fax or can claim a refund if necessary.”

ILB&FC note: The final veport was changed to reflect this concern.



Philip Purgin, Executive Director
June 22, 2009
Page 2

On Page 22 of the draft Report, Exhibit 4, A Summary of Duties and Responsibilities Related fo
the KOZ Program lists one of the Depattment of Revenue’s duties (first bullet) as “Reviews all
completed applications.” 1 believe that this statement incorrectly characterizes the Department’s
role in the KOZ program. In fact, the Department’s role in this program is generally limited to
tax compliance checks and the processing and further administration of tax forms through which
KOZ benefits are claimed by qualified applicants. This first builet should be changed to
“Conducts tax compliance checks on program applicants.” In addition, the statement regarding
the recapture duty (third bullet under the Department of Revenue) should be modified to read
“May recapture (or waive recapture) tax benefits where businesses move out within five years if
notified by the DCED Monitoring Division.” 1 ask the committee to consider editing the list of
the Department’s duties so as to not overstate our role in the program.2

Lastly, on Page 25, the draft Report states “no Department staff currently work full-time on KOZ
Program-related duties.” While this is true, I would again like to point out the Department’s
limited role in administering the KOZ program. I believe our staff members dedicated to
overseeing the Department’s statutory duties for the KOZ program are very competent and
qualified to administer our role in an appropriate and professional manner, In addition, the use of
the term “primary part-time staff’ on Page 25 is a bit confusing, Irecommend that this term be
removed, and I believe the intent of the sentence remains with greater clarity if you choose to do
s0.3

Again, I would like fo thank you for the opportunity to offer the Department’s input on this draft
report. Tam well aware of the many hours that you and your staff have dedicated to studying this
complex subject and commend your efforts. Ihave no doubt that your diligent work will once
again assist in ensuring that the Commonwealth is conducting its programs in the most efficient
and beneficial manner possible. If you have any further questions, feel free to call me at (717)
783-3860.

Sincerely,

Secretary of Revenue

LB&FEC note: We made these changes to Exhibit 4.
SLB&FC note: We removed the word “primary” in the final report.
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