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20 Years of California Enterprise Zones:  A Review and Prospectus

The Assembly Jobs, Economic Development, and the Economy Committee (JEDE), and Revenue and Taxation Committee (R&T) recently completed a comprehensive, four-month examination of the EZ Program and other geographically-targeted economic development areas (G-TEDAs).  A summary of the hearings and the JEDE final list of recommendations can be found on the JEDE website at www.asm.ca.gov.

During the course of these hearings, the Committees reviewed current and best practices related to designation, management and monitoring, and use of business incentives available through the G-TEDA Program with the objective of putting forth an overall evaluation of the state's return on its investment (ROI).  While it was possible to estimate the cost of the business incentives, determining the value of the programs' broader impact upon individuals and communities was not possible.

One of the primary impediments to the Committees in determining the ROI trace back to the very establishment of the EZ Program over 20 years ago, when the state failed to establish benchmarks at either the state or local levels, metrics for measuring the ongoing success of the program, or placing a single state agency firmly in charge of the EZ program.  It was clear the EZ program had difficulties in defending the cost of the incentives and that many communities in California strongly believe that continuation of the EZ Program is essential.   

At the conclusion of the hearings, the JEDE Chair published a comprehensive list of reforms to strengthen the EZ and other G-TEDA programs.  Specifically, the recommendations aimed to provide a roadmap for: 
· Eliminating practices contrary to the intent of EZ’s;
· Improving administration and oversight of the EZ Program and individual EZs;
· Better targeting of distressed areas and serving the needs of disadvantaged persons;
· Increasing EZ Program and individual EZ accountability; and
· Providing long-term stability and predictability for businesses and affected communities.

These recommendations can be found in Appendix L - Enterprise Zone Program Recommendations from Chairman Arambula.
Throughout the process, this paper has been revised to reflect presentations and information presented to the Committees.  Agendas and a summary of significant issues from each hearing can be found in the appendix: Appendix F - December 5, 2005 hearing, Appendix G – December 12, 2005 hearing, Appendix H – February 28, 2006 hearing, and Appendix I – March 14, 2006.     

California Enterprise Zone Program Defined
The purpose of the California Enterprise Zone Program is twofold: 

1. To “stimulate business and industrial growth in the depressed areas of the State”; and,

2. To “create increased job opportunities for all Californians.”
  

Enterprise zones are designated on a competitive-award basis to areas within the state that meet certain economic and social criteria.  Special incentives are available to businesses that locate, invest, and operate within enterprise zones.  These incentives are designed to attract businesses that can generally improve the economic vitality of the blighted area and provide job opportunities to low-income persons and others who may otherwise face barriers to gainful employment.
Possible Issues for Consideration

During the course of these hearings, Committee Members may wish to examine a variety of issues.

Designation
· Transparency and appropriateness of the competitive-award process

· Appropriate length of enterprise zone designations
· Strategic selection of business and employment incentives within zones

· Linkages of enterprise zones with other state and federal economic development programs and priorities

Oversight and Monitoring

· Overlaps and/or gaps in state agency responsibilities

· Sufficiency of state and local agency performance

· Adequacy and frequency of individual enterprise zone audits

· Adequacy and frequency of audits of employers claiming tax credits

· Integrity of the current vouchering process

· Sufficiency of information sharing by the three state agencies and enterprise zone administrators

Evaluation

· Clarity of program objectives, including employee and business retention and development

· Performance metrics to assess individual enterprise zones and the enterprise zone program as a whole

· Current year and future year costs, including carryover liabilities

Organization of this Paper

This paper is organized into three sections.  The first section provides background on the history and development of enterprise zone programs.  The second section includes more specific information on the California Enterprise Zone Program, and the third section begins to outline the challenges in determining California’s return on investment from this program.

Summaries of key information have also been included in the appendices for easier reference including:

· Appendix A includes a list California’s designated enterprise zones

· Appendix B provides a copy of a hiring credit voucher

· Appendix C includes a summary of key legislation

· Appendix D has a compilation of significant reports

· Appendix E includes a description of all geographically-targeted economic development areas

· Appendix F provides a copy of the agenda and a summary of significant issues from the December 5, 2005 oversight hearing by JEDE and R&T Committees.

· Appendix G provides a copy of the agenda and a summary of significant issues from the December 12, 2005 oversight hearing by JEDE and R&T Committees.

· Appendix H provides a copy of the agenda and a summary of significant issues from the February 28, 2006 oversight hearing by JEDE and R&T Committees.

· Appendix I provides a copy of the agenda and a summary of significant issues from the March 14, 2006 oversight hearing by JEDE and R&T Committees.
· Appendix J provides a copy of the Legislative Analyst's Office's (LAO) December 2005 report to JEDE and R&T regarding the California Enterprise Zone Program

· Appendix K provides information on the various recommendations presented to the Committees during the course of these hearings
Section I - Background on Enterprise Zone Programs

This section provides general background on the development of geographically-targeted economic development areas (G-TEDA) and examples of enterprise zone programs in other states.

History of Enterprise Zones

Enterprise zones provide a geographically-targeted economic development tool for poor and blighted communities.  The first true enterprise zone was established in Great Britain in 1981, spawning initiatives in other countries, including the United States.  Ronald Reagan is considered the first Presidential proponent of enterprise zones as a mechanism to help alleviate poverty.  

Despite Federal-level interest, enterprise zones first took hold at the state level with programs established in the 1980’s.  These state programs each included differing selections of tax and program incentives reflective of the unique economic policies of the state.  While most of the initial programs focused on attracting businesses, it has become common for enterprise zones to also include employment-related incentives, childcare, and other social programs.

The first Federal program was established in 1993 when the Federal Empowerment Zone Program was created during the Clinton Administration.  The Federal program built upon many of the elements developed by the state programs.  Key elements in the Federal program are a demonstration of readiness by a community to undertake a comprehensive economic and community development strategy, the measurement of progress, and leveraging other Federal resources to assist targeted communities.

Historically, enterprise zones have remained popular because of their dual goals of increasing employment opportunities for low-income persons in blighted communities and creating opportunities for businesses to reduce their tax liabilities.
Other States with Enterprise Zone Programs
At least 37 other states have enterprise zone or substantially similar programs; however, the administration of these programs varies widely.  Some states designate geographic areas based on competitive processes, other states designate an indeterminate number of zones based upon poverty and other distress indicators.  Below is a description of three disparate state programs.

· Texas:  Enterprise zones in Texas are designated on a non-competitive basis.  There are currently 169 enterprise zones with no limitation on the number of zones in existence at any one time.  Zones can be designated for any census block group with a poverty rate of 20 percent or more.  While each enterprise zone is assigned an expiration date at the time of its designation, the enterprise zone is automatically continued, if the poverty rate for the census block group remains at or above 20 percent.  Texas businesses operating in an enterprise zone may claim a hiring credit of up to $1.25 million per year, if 25 percent of their jobs are reserved for low-income individuals.  Businesses may also receive a sales-use tax refund on equipment and buildings.

· Florida:  Florida’s enterprise zone program is competitively designated.  Florida has 53 designated enterprise zones.  Each enterprise zone receives its status for an eight-year period.  Job tax credits are earned by employers, if hired employees reside in the designated enterprise zone or a rural county.  Up to 45 percent of an employee's wages may be claimed as a job tax credit.  Florida also gives sales tax refunds and exemptions for businesses that operate in an enterprise zone.

· Virginia:  Virginia has designated 52 zones, on a competitive basis, for 20-year durations.  Businesses located in Virginia enterprise zones may claim a 10-year general income tax credit, if 40 percent of their new hires are low-income or reside within the boundaries of the enterprise zone.  Businesses may also claim up to $125,000 in property improvement credits.  In 2003, $19 million was claimed in state tax credits on account of Virginia’s enterprise zone program.

Section II – The California Enterprise Zone Program

Building upon the general concepts developed in the first section, this section provides more specific information regarding the California Enterprise Zone Program, including information on the Program’s legislative history, description of the current zones, administration and oversight requirements, and details of the competitive application process.
Legislative Context and History 
The origins of California’s enterprise zones came through enactment of two separate programs in 1984 - the Enterprise Zone Act
 and the Employment and Economic Incentive Act
.  

While seemingly similar, the Acts had different objectives, but were double-joined prior to being sent to the Governor for signature.  The Enterprise Zone Act provided tax credits for businesses, while the Employment and Economic Incentive Act provided benefits to businesses that hired certain numbers of residents living in distressed areas.

The Enterprise Zone Act allowed for the creation of 10 enterprise zones. The Economic Incentive Act allowed for the designation of nine geographic program areas.
  Once designated, there was no geographic overlap of the two types of designated areas.

Since the inception of these programs, the California Legislature has regularly heard bills to expand the number of targeted areas, grant zone designation time extensions, expand the geographic size, and alter the tax benefits for zone businesses. 
Perhaps one of the most significant changes to these geographically-targeted programs occurred in 1996.  SB 2023 (Costa)
 and AB 296 (Knight)
 merged the two Acts and established the current Enterprise and Employment Zone Act.  For the first time, the enterprise zone program emphasized both tax incentives to businesses and the employment of lower income individuals.  
SB 2023 also authorized enterprise zones to expand up to 15 percent of the originally-designated size of the zone.  In 1998, AB 2798 (Machado)
 authorized enterprise zones measuring 13 square miles or less, at the time of their designation, to expand up to 20 percent of their original size.  Provisions in both measures, though passed in different years, required zone boundaries to remain contiguous.

Over time, the Legislature incrementally increased the total number of possible enterprise zones to 42.
  A summary of key legislation affecting the California Enterprise Zone Program since its inception can be found in Appendix C – Legislative History of the California Enterprise Zone Program.

Current California Enterprise Zones

California’s 42 enterprise zones are located in portions of more than 47 Assembly Districts and more than 30 Senate Districts.  

Enterprise zones range in size from one square mile to 70 square miles and in geographic locations ranging from Eureka and Shasta Valley near the Oregon border to San Diego and Calexico along the Mexican border.  A current listing of California’s 42 enterprise zones, their designation dates, and expiration dates, can be found in Appendix A – California’s Enterprise Zones.

Businesses and other entities located within an enterprise zone are eligible for a variety of benefits from the state, including tax credits, special tax provisions, priority notification in the sale of state surplus lands, access to certain brownfield clean-up programs, and preferential treatment for state contracts.  Benefits are also available for employing individuals who reside in a Targeted Employment Area.

Enterprise zones are not the only geographically-based economic incentive areas in California that provide regulatory or tax benefits to businesses.  The Los Angeles Revitalization Zone (LARZ), Local Agency Military Base Recovery Areas (LAMBRA), a Targeted Tax Area (TTA) in Tulare County, and Manufacturing Enhancement Areas (MEA) all provide incentives to businesses located within the targeted areas.  
One of the most significant benefits provided by the state to these geographically-based economic incentive areas is a reduced tax liability.  Below is a chart comparing tax benefits by type of designation.

Comparison of Tax Benefits by Targeted Area (2005)
	
	Hiring Credit
	Longer NOL
 Carry- Forward Period
	Sales and Use Tax Credit
	Accelerated Depreciation
	Lender Interest Deduction

	
	
	
	
	
	

	Enterprise Zone
	X
	X
	X
	X
	X

	Manufacturing Enhancement Zone
	X
	
	
	
	

	Targeted Tax Area
	X
	X
	X
	X
	

	Local Agency Military Base Recovery Area
	X
	X
	X
	X
	


            Source:  Legislative Analyst’s Office

A description of all of the state’s geographically-based economic incentive areas can be found in Appendix E – California’s Geographically Targeted Economic Development Programs. 

State Administration of the Program
Administration of the California Enterprise Zone Program has passed from agency to agency during its 20-year history.  Initially established within the Department of Commerce in 1984, today, after the elimination of the Technology, Trade and Commerce Agency (TTCA) in 2003,
 the designation and auditing responsibilities for the program reside with the Department of Housing and Community Development (HCD).

The Franchise Tax Board (FTB) is the agency that receives the enterprise zone tax credit vouchers and is responsible for auditing corporate and personal income taxpayers.  Tax credits related to enterprise zones represent a significant number of credits filed with the FTB each year, and FTB has developed a procedure for auditing these tax credits within targeted economic development areas, including enterprise zones.

The Employment Development Department (EDD) also plays a role in implementing the California Enterprise Zone Program.  Among other responsibilities, EDD is responsible for administering the state responsibilities under the Workforce Investment Act.  Prospective employees must be receiving, or be eligible to receive, funding under this program in order to be considered a “qualified employee” for the purposes of establishing eligibility for a hiring tax credit.  

Prior to 1997, EDD issued the tax credit voucher; however, with the enactment of SB 2023 (Costa),
 EDD’s responsibilities have been limited to assisting enterprise zones in identifying potential job seekers and referring them to the enterprise zone certifying agency or employer.

In the past 18 months, communication among the state agencies appears to have improved; however, actual program coordination has yet to be achieved nor is it necessarily required by statute.
New Operational Regulations by HCD

In the furtherance of its general administrative duties and to implement recently enacted legislation
, HCD has embarked on the development and approval of a comprehensive set of regulations.  Previously, TTCA issued a variety of emergency regulations that were never finalized.  This has left some enterprise zones confused regarding which regulations apply and which are no longer in effect.

HCD's first set of draft regulations, issued in October 2005, addressed the following topics:

· Designation of a zone manager and staff

· Standards for local hiring credit voucher programs

· Actual content of the hiring credit voucher

· Required documentation for the issuance of a hiring credit voucher

· An alternative method for establishing eligibility for a hiring credit if specified documentation is not available

· Appeals to HCD

HCD received written comments from 29 individuals during the 45-day review period.  HCD is currently in the process of analyzing each comment and preparing written responses.  The next step is for HCD to issue a 15-day notice for comments on its response to public comments.  At the close of this second comment and response period, HCD will either proceed with the adoption of the final regulations or begin another 15-day comment period.  Once HCD chooses to proceed with the proposed regulations they become final after 30 days.

Comments on the draft regulations were provided by a variety of organizations and entities including JEDE, the California Association of Enterprise Zones, FTB, Association of California Enterprise Zone Employers, EDD, several cities and counties with zones, the California Employment Opportunity Network, and business and tax consultants.  Key issues addressed in the comments included:  definition of "ex-offender," definition of "economically disadvantaged individual," and the requirement that the employee is expected to perform at least 50 percent of his or her work within the zone.

HCD proposes to move forward on additional regulations relating to the performance audit requirements and the designation process once these first regulations are finalized.

Receiving State Enterprise Zone Designation
Cities and counties, either separately or jointly, may apply to HCD to have a geographic area designated as an enterprise zone.  Designations are made through a competitive process initiated by HCD.  

In general, areas are selected for inclusion within enterprise zones based on three categories of eligibility.  The first category of eligibility is reserved for those areas included in the pre-1997 enterprise zone program or a targeted economic development area.  

The second category of eligibility is for areas that HCD determines meet at least one of the following criteria:

· The area meets the Federal Housing and Urban Development Department’s Urban Development Action Grant Criteria

· The area has experienced “plant closures” within the past two years affecting more than 100 employees

· The area has a history of gang-related activity

The third category for eligibility is for areas that meet at least two of the following criteria:

· The census tracts have an unemployment rate of at least three percent above the statewide average

· The county in which the area is located has at least 70 percent of children enrolled in public school participating in a free lunch program

· The median income for a family of four within the census tract does not exceed 80 percent of the statewide median income

Enterprise zones are required to be selected based upon which applicants propose the most effective, innovative, and comprehensive package of regulatory, tax, programmatic, and other incentives that can be used to attract private sector investment into the proposed enterprise zone. Applicants must also demonstrate local capacity to carry out the proposed economic development program.

Within the competitive application process, HCD considers local incentives as a key component in scoring enterprise zone applications.  The type and number of incentives vary by locality.  Typical local incentives include:  

· Marketing the enterprise zone 

· Low-interest loans to businesses that locate in the zones

· Expedited permitting and regulatory processes

· Funding for infrastructure; and 

· Job training for employees  

Upon filing a preliminary application, the applicant local government(s) is required to submit an initial study and a notice of preparation of an environmental impact report (EIR) to HCD.  Applicant local government(s) chosen as final applicants are then required to prepare a draft EIR which identifies the potential environmental impacts of the planned development within the proposed enterprise zone.  When a locality’s application is awarded a designation by HCD, the locality must complete and certify the EIR.
 

Designation of a new enterprise zone is an extremely competitive process; however, existing law requires HCD to consider the location of existing zones and to deny new zones in areas that could negatively impact existing zones.
  For regions with widespread need for revitalization, meeting this requirement can be challenging. 

Performance Review of a Local Enterprise Zone Program 

Existing law requires evaluation of an enterprise zone's progress toward meeting the goals and objectives identified in the application and the implementing memorandum of understanding (MOU) between HCD and the enterprise zone.  HCD is required to undertake a programmatic review of every enterprise zone at least once every five years.  

The purpose of the audit is to determine whether the zone has made "substantial and sustained" progress toward meeting the standards, criteria, and conditions contained in the application and MOU.   In evaluating a zone, HCD is directed to focus on the zone's use of a marketing plan, local incentives, financing programs, job development, and the overall program management.  Further, HCD is required to evaluate the zone's vouchering plan, staffing levels, operating budget, and elements of the designation application which may be unique to the zone.

Statute defines the scoring process and elements HCD may consider when determining whether a zone should receive a score of "superior", "pass" or "fail" on the audit.  Existing law also authorizes zones to substitute a new goal or objective for an existing commitment if HCD determines that the existing commitment is not realistic or is no longer relevant.  

Since August of 2005, HCD has begun and/or completed 21 performance reviews.  According to the records received by the Committee, every enterprise zone HCD has reviewed during this period has received a "superior" or "pass" evaluation.  At the February 28, 2006 hearing, the Committees requested additional information on the audits performed under TTCA.
Concerns have been raised regarding the sufficiency of these performance reviews.  The calculation on performance is very rudimentary.  As one example, an enterprise zone is given full credit for accomplishing a specific performance measure "if the enterprise zone can demonstrate that it accomplished at least some part of a goal at least once
" during the review period.  In calculating the percentage of goals accomplished, HCD staff are directed to divide the number of goals accomplished by the total number of goals surveyed.  There is no evaluation as to whether one goal is more important than or more difficult to implement than another goal.  Auditing the performance of enterprise zones presents a challenge when the goals and objectives set forth in the original application lack specificity or are inappropriate. Based on the examples provided to the Committees staff, some zones do have very reasonably measurable goals and objectives, while others lack clarity to enable measurement.  

The De-Designation Process

Enterprise zones which receive a "fail" on their audit evaluation are required by statute to enter into a written agreement with HCD regarding what corrective actions they must undertake to mitigate the deficiencies identified in the audit.   Enterprise zones which fail to reach a corrective action agreement with HCD within 60 days are de-designated as an enterprise zone effective January 1 of the following year. 

Once the enterprise zone has entered into the written agreement of corrective actions, it has six months to meet those commitments.  If HCD determines, at the end of the six-month term of the agreement, that the zone has not met or implemented at least 75 percent of conditions set forth in the agreement, de-designation of the zone effective on the first day of the month following the date on which the written agreement expires.  Enterprise zones are allowed to appeal these determinations to HCD.

In addition to de-designation of a zone occurring due to a poor audit and the enterprise zone's failure to correct the deficiencies, existing law also authorizes a local government to exclude land from an existing zone through the adoption of a resolution requesting de-designation.
Businesses located within a de-designated enterprise zone or within an area excluded from an enterprise zone that previously availed itself of a state tax incentive may continue to access those incentives for the duration of the original term of the enterprise zone designation.  Businesses which had not previously utilized these incentives are prohibited from accessing the incentives after de-designation.

Expiring Enterprise Zone Designations
The initial term of an enterprise zone designation is 15 years.  Legislation in 1998
 authorized all zones created prior to 1990 to apply for a five-year extension, if they received a passing score on their audit conducted by the state.  There were a total of 18 enterprise zones designated prior to 1990, all of which received a five-year extension.  

Supporters of the five-year extension argued that additional time was necessary for the pre-1990 zones because the state had not been fully prepared to receive and process the necessary tax credit vouchers in the initial years of the program, and there was a general lack of awareness of the incentives being offered.

HCD has exclusive authority for designating enterprise zones, provided the total number of enterprise zones in operation does not exceed the maximum 42 allowed by current law.  Currently, all 42 enterprise zones are designated.

By the end of 2006, 18 of the 42 enterprise zones will reach term; however, nothing in statute precludes an expiring zone from reapplying and receiving another 15-year designation.  To date, HCD has not issued a Request for Proposals to replace and/or re-designate the expiring enterprise zone designations.

Reporting to the Legislature
FTB is required to make certain information available to the Legislature and HCD on the utilization of the tax provisions by businesses in each enterprise zone annually.  Among other information, FTB is required to identify the number of:

· Jobs for which hiring credits are claimed

· New hires for which hiring credits are claimed

· Businesses for which hiring credits are claimed

By special request of the Assembly Committee on R&T, FTB provided the required information.  This is can be found in a later section of this report, “Issuance and Utilization of Tax Credit Vouchers.”
HCD is required to provide the Legislature with a report every five years that evaluates the effect of the California Enterprise Zone Program on employment, investment and income, and on state and local tax revenues within designated areas.
  FTB is required to assist HCD in the development of the report by providing key tax information.   Local zone governing bodies are also required to provide information as requested by HCD.

In light of TTCA’s failure to issue the 2003 report, HCD has committed to submit the 2008 report to the Legislature by mid-2006.  This report will include information on training opportunities provided to unemployed individuals within enterprise zones.  This new reporting requirement was established through 2005 legislation authored by JEDE.
     

Due to this lapse in reporting, since 1998, the number of jobs created by enterprise zones cannot be provided to the Committees.  While the state knows how much money it has forgone through various tax incentives, it has not been collecting, in any systematic fashion, what advantages have been gained through enterprise zone activities.

State Incentives Offered in Enterprise Zones
As discussed earlier, businesses located within an enterprise zone are eligible for a variety of state and local incentives.  Current state tax incentives include:

· Tax Credits for Qualified Hires:  The largest tax incentive in the enterprise zone program is the hiring credit.  The hiring credit is offered to businesses that hire qualified individuals to work within the boundaries of the zone.  There are a total of 14 categories of qualified employees.  

A qualified employee must retain employment for a minimum of 270 days in order for the employer to be eligible to claim the hiring credit.  The value of the incentive for the hiring credit totals 50 percent of an employee’s wages in the first year, 40 percent in the second year, and declines by 10 percent increments through the fifth year.  The credit is depleted in the sixth year, and no credit can be claimed for this year.  

The maximum value per qualified employee hired is approximately $34,000 over the five-year term.  Although workers can be paid more, the maximum value upon which an employer can claim a credit is 150 percent of minimum wage.

The credit is available to reduce net tax on income from enterprise zone activities until exhausted.  

· Income Tax Credit for Sales Tax Paid:  A business operating in an enterprise zone is eligible to receive an income tax credit equal to the sales or use tax paid up to the first $1 million of machinery or parts purchased for use within the enterprise zone.

The credit is available to reduce net tax on income from enterprise zone activities until exhausted.

· Enterprise Zone Employees Tax Credit:  Qualified employees from an enterprise zone business may claim a tax credit equal to five-percent of qualified wages received from an enterprise zone business in the taxable year, up to a maximum amount.  The limitation, based upon 150 percent of wages subject to federal unemployment insurance currently is $525.  The qualified employee may not be employed by the public sector and must perform 90 percent of his or her service for the enterprise zone business, with at least 50 percent of the services performed within the enterprise zone.

· Net Operating Loss:  A business operating in an enterprise zone may carryover 100 percent of their net operating loss for up to 15 years.  

· Accelerated Write-Off of Certain Machinery and Equipment Costs:  A business may expense up to 40 percent of the costs of certain property (personal property, equipment, and furnishings) acquired for use exclusively in an enterprise zone business.

· Net Interest Deduction:  A financial lender may claim a deduction of net interest received from loans made to businesses located in an enterprise zone.

In addition to these larger financial incentives, the state offers other incentives including: the lease of public lands at below market rates, special assistance through the Office of Small Business, priority ranking for loans to purchase alternative energy systems, high priority in receiving training of certain prospective employees, and a five-percent preference for state contracts in excess of $100,000.

Issuance and Utilization of Tax Credit Vouchers
In order for a business to claim a hiring credit for an employee, the business must obtain a voucher from a local enterprise zone administrator certifying the employee hired meets specified criteria.  Businesses subsequently claim the hiring credit on their tax returns filed with FTB.  

A copy of the State of California Enterprise Zone Hiring Voucher can be found in Appendix B – California Enterprise Zone and Local Agency Military Base Recovery Area Hiring Voucher.

FTB maintains records of all businesses that file a return claiming the hiring credit.  The 2003 returns claiming a hiring credit are reflected in the chart below by business sector and as a percentage of the total number of claims received.
Business Types Claiming Benefits - 2003 
	Business Type
	Percentage of Corporate Credits Used

	
	

	Trade
	26

	Financial Services
	20

	Non-Financial Services
	13

	Light Industry
	12

	Heavy Industry
	11

	Transportation/Utilities
	7

	Information
	5

	Agriculture/Mining
	4

	Construction
	3


                                                                                           Data Source: Franchise Tax Board

A presentation by LAO on the usage of tax incentives and the total revenue impacts of those incentives can be found in Appendix H – California’s Enterprise Zone Program: A report presented by the LAO.
In the last few years, there has been a growing controversy regarding the issuance of hiring credit vouchers.  As discussed earlier, HCD is in the process of adopting regulations for the certification of employees of businesses in enterprise zones who meet the statutory requirements of the Enterprise Zone Act.
  
Additionally, several lawsuits have been filed challenging FTB's authority to review vouchers issued by an enterprise zone.  On January 31, 2006 the California Board of Equalization (BOE), whose five-elected members are tasked with deciding tax disputes, heard the Appeal of Deluxe Corporation, appeal no. 297128 regarding enterprise zone hiring credits.  
The Deluxe Corporation case involved two basic questions:  (1) whether FTB has the authority to challenge the validity of the documentation supporting enterprise zone hiring credits, and (2) if so, did the taxpayer meet their burden to establish they were entitled to the hiring credits claimed.  BOE passed a motion that FTB does have authority to audit tax claims for enterprise zone hiring credits and passed a subsequent motion to provide additional time for Deluxe to provide further documentation to FTB, and for FTB to review any documents supplied with respect to the tax claims still under question as of the date of the hearing.   Following the decision, Deluxe Corporation filed a timely appeal.
Based on FTB's experience in the Deluxe Case, and similar cases moving through the process, FTB has raised concerns over HCD's proposed regulations stating the regulations do not provide sufficient clarity regarding documentation of a qualified employee under the hiring credit provisions.   HCD will issue its response to comments in the forthcoming weeks.  This may be an area the Committees address in putting forward recommendations from this series of hearings. 

Section III - Challenges in Evaluating Return on Investment
This section discusses some of the challenges the Committees face in evaluating the state’s return on investment.  Summaries of six reports on the California Enterprise Zone Program can be found in Appendix D – Compilation of Important Research and Reports on the California Enterprise Zone Program.

The California Enterprise Zone Program is the largest economic development program in the State.   It is based on the economic development principle that by targeting significant incentives to lower income communities and neighborhoods that these communities can more effectively compete for new businesses and retain existing businesses, resulting in greater job creation and more economically stable communities.

Establishing a Value for the Major Financial Incentives
In 1984, when the Legislature approved the two initial GT-EDA programs and their package of significant business incentives, FTB analyzed the cost of the tax benefits, and state that the programs' impact on state revenues was "unknown," but predicted “the potential exists for losses in the millions.”  

FTB reported that in 2003 – the most current data available – $262 million in credits were claimed through corporate and personal income tax (PIT) returns.  Additionally, FTB states $553 million worth of aggregate carryover credits were reported through the 2003 tax year on corporate tax returns.  FTB is unable to tabulate the value of the carryover credits derived from PIT returns.

The table below reflects the amount of credits actually utilized in the years 1986-2003.  A substantial carryover of enterprise zone tax credits is accumulating which is not reflected in the table.
Enterprise Zone Credits Applied

($ in Millions)
	Tax Year
	Corporate Tax
	Personal Income Tax
	Total State Revenue Loss

	
	
	
	

	1986
	$1
	
	$1

	1987
	1
	
	1

	1988
	2
	1
	3

	1989
	4
	3
	7

	1990
	3
	3
	6

	1991
	3
	6
	9

	1992
	9
	5
	14

	1993
	13
	3
	16

	1994
	19
	5
	24

	1995
	25
	5
	31

	1996
	24
	8
	32

	1997
	36
	11
	47

	1998
	49
	17
	65

	1999
	95
	25
	120

	2000
	131
	34
	165

	2001
	123
	52
	175

	2002
	161
	66
	227

	2003
	182
	80
	262


                                                                                            Data Source: Franchise Tax Board

As illustrated in this chart and the one that follows, the tax credit carryovers present a much larger potential liability to the state than any single year's claims.  The table below documents FTB’s tabulation of corporate tax credit carryovers earned, but not used.  It should be noted that the table below is a low-end tabulation of the total tax credit carryovers reported on corporate tax returns and does not include PIT returns.   
Tax Credit Carryovers from Corporate Tax Returns

($ in Millions)
	Tax Year
	Carryover Enterprise Zone Credits Reported on Corporate Tax Returns 

	
	

	1997
	$48

	1998
	51

	1999
	86

	2000
	144

	2001
	292

	2002
	388

	2003
	553


                                                                                          Data Source: Franchise Tax Board

Recently, the number of employees earning hiring tax credits for their employers has increased dramatically, from 24,190 in 1999 to 71,150 in 2003.
   According to the Legislative Analyst's Office, approximately 60 percent of hiring credits are filed by small- and medium-sized businesses – businesses with assets under $5 million.  However, approximately 65 percent of the dollar amount of credits claimed are from businesses with assets of at least $1 billion.
   

In other words, the majority of businesses claiming credits are small businesses, while the majority of the costs result from a relatively few large businesses.  It is not clear that the availability of hiring credits made a significant difference in a large company's decision to locate or expand in an enterprise zone.  

Assessing Our Return on Investment
Despite the popularity of enterprise zones across the country, the actual success of enterprise zones is hotly debated and increasingly so in California, as the first generation of the state's enterprise zones reach the end of their designations.  

Much of the discussion around the relative successes or failures of the California Enterprise Zone Program and individual enterprise zones is anecdotal.  There have been a number of academic attempts to assess the state's program, producing mixed results.  A summary of findings from six evaluations of the California Enterprise Zone Program can be found in Appendix D – Compilation of Important Research and Reports on the California Enterprise Zone Program.  
Because of the limited access to proper data sets many attempts to assess the program have had to make assumptions and estimates leaving their methodological approaches and results open to debate.  Moreover, the problems in assessing the program have been further complicated by ongoing administrative challenges in running a program without clearly delineated guidelines.

In 1995, the Bureau of State Audits reviewed and audited TTCA’s administration of the enterprise zone program.  The findings and title of their report was “The Trade and Commerce Agency:  The Effectiveness of the Employment and Economic Incentive and Enterprise Zone Programs Cannot Be Determined.”

A 2001 California Research Bureau (CRB) report noted that “during the 1990’s, employment in enterprise zones grew on average at twice the rate of the comparison areas, at least for a several-year period when the tax incentives had their maximum effect.”
  However, the report noted employment numbers peaked during the beginning years of an enterprise zone’s designation and then tapered off.  This was potentially due to the way hiring credits manifest themselves at 50 percent of an employee's wages in the first year and are only worth 10 percent of the employee’s wages in the fifth year before expiring in the sixth.

Attempting to determine the effectiveness of an individual enterprise zone has also produced varied results.  Some zones have produced higher employment numbers measured against comparable demographic and census areas without hiring incentives.  Other zones have produced lower employment numbers versus relatively similar areas without incentives.  

Some zones, especially during relatively slow job growth years, have actually seen wages decrease while in comparable areas - without incentives - wages increased.

Not surprisingly, the CRB report stated, “researchers and government analysts have not been able to agree on the actual effectiveness of enterprise zones.  To date, several studies on the effectiveness of enterprise zones have been inconclusive.”

The Path Forward
Initially, Committee staff had anticipated presenting a model for evaluating the state's return on its investment in the California Enterprise Zone Program.  However, while it is possible to estimate the overall cost of business incentives, determining the value of the program’s broader impact upon individuals and communities is much more difficult.  
In enacting the program, the state failed to establish benchmarks at either the state or local levels; no metrics for measuring success were provided, and no single state agency was placed firmly in charge.  In fact, it was not until the enactment of legislation in 1998 that the performance of local zones was required to be periodically audited. 

The failures of the program structure and administration have been addressed in many areas of this paper.  In testimony before the Committees, HCD has acknowledged programmatic problems and clearly laid out how the Department is proposing to address many of the most pressing concerns.    The Committees have also heard numerous businesses and community leaders' talk about the importance of the program to the success of each of their respective communities.  Contrary to these positive remarks, others have questioned whether the original purpose of the program is being served and whether moneys could be better spent elsewhere.

The historical lack of monitoring and oversight, coupled with questionable application processes, may underlie the rationale behind the disparate recommendations and policy options espoused by the many interested parties.  The juxtaposition of the numerous policy recommendations has been vast and varying, from continuing the program unabated to eliminating the enterprise zone program and reducing California's corporation tax across the board.     

Staff recommends that Members use the following eight policy questions when considering the extensive policy recommendations that have been put forward during these hearings:
1. Intent of the Program - What should be the intent of the California Enterprise Zone Program?  What is the purpose of the Program in relation to California's overall economic development strategy?

2. The Path Forward - With 18 of the 42 existing enterprise zones coming to term by the end of the year, what is the most prudent legislative action for the Legislature to take?

3. Targeted Communities - What communities should be targeted for enterprise zone benefits?  What are the optimal physical and social conditions of an enterprise zone?  How important is having land contiguous to each other in a zone?  What should be the priorities for awarding designations?

4. Program Accountability - Are enterprise zones properly accountable to their local government(s) and the state?  Are the activities of enterprise zones sufficiently monitored to ensure the public is receiving its return on investment?  Does the current de-designation process ensure accountability?
5. Program Operation - Are the existing state incentives being administered properly?  What state objective(s) does or should the hiring credit meet?  Which prospective employees should be targeted?

6. Strategic Mix of Incentives - Does the California Enterprise Zone Program have the proper mix of business incentives?  Are there incentives that should be added or taken away?
7. Return on Investment - Is the California Enterprise Zone Program the best use of state resources relative to business development and community revitalization?

Appendix J – Summary List of Issues from Enterprise Zone Hearings, includes information on the various recommendations presented to the Committees during the course of these hearings.
Appendix A

California’s Enterprise Zones
An enterprise zone designation is effective for a 15-year period.  However, zones designated prior to 1990 have the ability to receive a 5-year extension if they receive a passing score on their audit.  In 2005, there are 42 zones, three of which were designated in late 2005 (Barstow, Imperial Valley, and Stanislaus).  The table on the following page lists each enterprise zone, its designation date, expiration date, whether it received a 5-year extension, and whether it was an original enterprise program area.  A discussion of the historical difference between the original enterprise zones and enterprise program areas is found in the body of the paper.
Appendix A

California’s Enterprise Zones

	Enterprise Zone
	Year of Designation
	Year of Expiration
	5-Year Extensions

	
	
	
	

	Altadena/Pasadena
	04/10/1992
	04/09/2007
	

	Antelope Valley
	02/01/1997
	01/31/2012
	

	Bakersfield/Kern County
	10/15/1986
	10/14/2006
	x

	Barstow
	10/09/2005
	10/08/2020
	

	Calexico
	10/15/1986
	10/14/2006
	x

	Coachella Valley
	11/11/1991
	11/10/2006
	

	Delano
	12/17/1991
	12/16/2006
	

	Eureka
	10/15/1986
	11/14/2006
	x

	Fresno
	10/15/1986
	1014/2006
	x

	Imperial Valley
	11/07/2005
	11/06/2020
	

	Kings County
	06/22/1993
	06/21/2008
	

	Lindsey
	10/06/1995
	10/05/2010
	

	Long Beach
	01/08/1992
	01/07/2007
	

	Los Angeles-Central City
	10/15/1986
	10/14/2006
	x

	Los Angeles-East Side
	10/11/1988
	10/10/2008
	x

	Los Angeles-Harbor
	03/04/1989
	03/03/2009
	x

	Los Angeles-Alameda Corridor
	10/15/1986
	10/14/2006
	x

	Los Angeles-Northeast Valley
	10/15/1986
	10/14/2006
	x

	Madera
	03/04/1989
	03/04/2009
	x

	Merced/Atwater
	12/17/1991
	12/16/2006
	

	Oakland
	09/28/1993
	09/27/2008
	

	Oroville
	11/06/1991
	11/05/2006
	

	Pittsburg
	01/11/1988
	01/10/2008
	x

	Porterville
	10/15/1986
	10/14/2006
	x

	Redding/Anderson
	11/06/1991
	11/05/2006
	

	Richmond
	03/02/1992
	03/01/2007
	

	Sacramento-Army Depot
	04/05/1989
	04/04/2009
	x

	Sacramento-Florin/Perkins
	04/05/1989
	04/04/2009
	x

	Sacramento-Northgate
	10/15/1986
	10/14/2006
	x

	San Bernardino County/Riverside County
	10/15/1986
	10/14/2006
	x

	San Diego/San Ysidro/Otay Mesa
	01/28/1992
	01/27/2007
	

	San Diego-Barrio Logan
	10/15/1986
	10/14/2006
	x

	San Francisco
	05/28/1992
	05/27/2007
	

	San Jose
	10/15/1986
	10/14/2006
	x

	Santa Ana
	06/081993
	06/07/2008
	

	Shafter
	10/04/1995
	10/03/2010
	

	Siskiyou County
	06/22/1993
	06/21/2008
	

	Stanislaus
	10/26/2005
	10/25/2020
	

	Stockton
	06/22/1993
	06/21/2008
	

	Watsonville
	05/01/1997
	04/30/2012
	

	West Sacramento
	01/11/1988
	01/10/2008
	x

	Yuba County/Sutter County
	10/15/1986
	10/14/2006
	x
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Appendix B

California Enterprise Zone (EZ)

and 

Local Agency Military Base Recovery Area (LAMBRA)

Hiring Voucher
An enterprise zone hiring voucher is used by a business to receive the hiring credits offered by the enterprise zone program.  A discussion of how the Enterprise Zone and LAMBRA hiring voucher is used is found in the body of the paper.

Appendix B

California’s Enterprise Zones



STATE OF CALIFORNIA

Enterprise Zone and LAMBRA 

Hiring and Tax Credit Voucher
To be completed by the local Enterprise Zone in which the Work Site is located. 

Employer Must Confirm Right to Work 
Employee/Applicant

Employee Name
Social Security #


                                                           (Last, First, Middle Initial)
Home Address
Telephone


(Verified at date of hire)

City
State/Zip


Enterprise Zone Vouchering Agent
Name of Enterprise Zone/LAMBRA
Phone


Address 
State/Zip 


Name, Title of Local Zone Vouchering Agent Verifying Eligibility 


Employer
Date of Hire
Job Title__________________________ Starting Salary 


Employer Name
Phone


Address
State/Zip


Federal Tax ID #


Notice of Approval of Hiring Tax Credit Voucher

I hereby certify that the documentation identified below was submitted in application for this voucher and demonstrates that the employee meets the test of a qualified employee as provided in the Revenue and Taxation Code sections 17053.74 or 23622.7:  Criteria: __________________   Documentation:  ___________________  

Notice of Denial of Hiring Tax Credit Voucher

      The voucher is denied for the following reason:  

The Employee not qualified as defined in Revenue and Taxation Code sections

 17053.74 or 23622.7.

Documentation submitted for _________________ criteria adequate per CCR, Title 10, Section 5632. 

Employer not qualified as provided in CCR, Title 10, Section 5632 (c)(1)-(2).

Other.  Please specify: 

Signature of Vouchering Agent:  


Date:  

An employer may appeal a Notice of Denial as provided in Title 10, Chapter 7.8, Section 5636 of the California Code of  Regulations.

The employer shall retain the original copy of this form for their records as required in Title 10, Chapter 7.8, Section 5632(e).

INSTRUCTIONS FOR EMPLOYERS

This voucher is an important audit record, and is one of the supporting documents necessary to substantiate a business’ claim for a  tax credit for hiring qualified individuals.  It serves as certification that a person meets the eligibility requirements for a qualified disadvantaged individual.  Retain a copy of this form for your records and provide a copy to your tax preparer.  This voucher alone does not qualify an employer to claim the enterprise zone hiring credit.  To qualify for the credit, the business must operate in an enterprise zone, this employee must work a specified percentage of time in the enterprise zone, and this employee must meet legal right-to-work requirements.  It is the employer’s responsibility to verify employee’s right to work in the United States.
Instructions for Completing Enterprise Zone Hiring Credit Voucher

This page should be provided to the employee, the employer, or an agent of that employer.  The eligibility sections may contain confidential documentation to be retained by the vouchering agency, and may be provided to the employer only by the employer’s agent.

This voucher may be completed only for individuals who, at the time of hire were 1) enrolled to receive services under the Job Training Partnership Act (JTPA) or eligible under its successor, the Workforce Investment Act (WIA), 2) participating in welfare-to-work activities under CalWORKS, 3) who were members of a targeted group under Targeted Jobs Tax Credit (TJTC) or its successor Work Opportunity Tax Credit (WOTC), or 4) who were residents of the local Targeted Employment Area (TEA).  This voucher may be completed only by the local Zone in which the business and the TEA is located, or the Zone’s designated agent.   

Local agencies should complete this voucher only when they have knowledge that the individual is employed by, or is a candidate for employment by, a specific firm located or doing business in an enterprise zone.  Businesses should contact the local Enterprise Zone office for information on Enterprise Zone location or other questions related to this credit.

General Information

Sections 17053.74 and 23622.7 of the California Revenue and Taxation Code provide for a credit against an employer’s state income tax liability for meeting the following general conditions.  Please note this is only a summary.  Additional restrictions and conditions apply.

a) The employer is doing business in an enterprise zone designated by the State under Section 7073 of the California Government Code.

b) The employer hires an individual who meets the eligibility for the program and retains this voucher as documentation for the employer’s tax return.

c) The employee works a specified percentage of time in the enterprise zone.

The credit provided is 50% of wages paid in the first year the individual is employed in an enterprise zone, 40% in the second year, 30% in the third year, 20% in the fourth year, and 10% in the fifth year.  The percentages apply only to those wages up to 150% of the minimum wage.  For employees paid in excess of 150% of the minimum wage, the credit may still be taken, but only based on that portion of wages up to 150% of the minimum wage.  The credit is taken on the employer’s regular state income tax return.  California Franchise Tax Board’s telephone numbers are as follows:


Tax Auditors-Enterprise Zone specialists---------1-916-845-3464


From within the United States, call
1-800-852-5711


From outside the United States, call
1-916-854-6500


For hearing impaired with TDD, call
1-800-822-6268

For information on the location of enterprise zones in California and other incentives for employers located in enterprise zones, as well as street addresses within a zone, consult the Department of Housing and Community Development webpage at: http://www.hcd.ca.gov/ca/cdbg/ez/

 (Note  For aircraft manufacturing companies located within the Long Beach enterprise zone, the maximum credit is based upon 202% of the minimum wage for up to 1,350 qualified employees.  The taxpayer must be engaged in aircraft manufacturing activities, as described in the Standard Industrial Code Manual, published by the United States Office of Management and Budget, 1987 edition, Codes 3721 to 3728, inclusive and Code 3812.)
Enterprise Zone Eligibility Check List
Initial/Date Here if Voucher Issued

____  __/__/__

Companies located within an Enterprise Zone can receive a tax credit for hiring individuals meeting certain qualifications.  If the applicant meets the following eligibility criteria or resides in the local Targeted Employment Area (TEA), he/she is a potential Enterprise Zone qualified individual.  

Name of Applicant 
Telephone


Address
City/State/Zip


Social Security #


US Citizen?*
Resident Alien?  _________________________

* Veteran?


Males Only, if born after 12/31/59, registered with Selective Service?


Selective Service #*
Registration Date


· Yes   (   No     Is this person receiving any form of public assistance?  

           Circle One:  CalWORKS     TANF     GA     SDI     UA     SSI     Food Stamps     Other 
(This question is for tracking purposes only, not for eligibility.)
Eligibility Groups:  check any box that applies.
· Enrolled in JTPA (before 7-2000)
(
Participant in welfare-to work activities under CalWORKS

· Collecting unemployment benefits
(
Local TEA resident (1997 tax year and after)
(   Veteran 
(
Member of a federally recognized Indian tribe or Native American

· Ex-offender
(
Receiving Public Assistance

(   WOTC
(
WIA (enrolled/registered for Core-B or intensive services).

Income:  Some eligibility may be determined by an individual’s economic status.  WIA programs determine a person to be economically disadvantaged if his/her family income in relation to family size, in the six-month period prior to date of hire, did not exceed the higher of either the poverty levels for the area (which are established by the federal Dept. of Health and Human Services in its Poverty Guidelines) or the 70 % of the Lower Living Standard Income Level (LLSIL) determined by the Dept. of Labor.  Fill in LLSIL or poverty levels as needed.
	Family Size
	1
	2
	3
	4
	5

	Income last 6 months not greater than
	
	
	
	
	

	Check Box
	
	
	
	
	


Sources of Income
If any family members in the household receive any of the following, check all boxes that apply.

(
Unemployment Benefits and unlikely to return to the same occupation
(
Vocational Rehabilitation Client

(
CalWORKS/TANF
(
General Assistance Recipient

(
Food Stamps
(
SSI/SSP

(
RCA (Refugee Cash Assistance)
(
Other (such as SDI or alimony)

Dislocated Worker  (check any that apply)
(
Unemployed for 15 out of the last 26 weeks and unlikely to return to the same occupation?

(
Unemployed due to a Plant Closure?  (Identify plant: _____________________________________________)

           (Plant Closure = Firm moved, went out of business)

(
Unemployed due to a Massive Layoff?

          (Massive Layoff - 50 or more employees and at least 33% of the workforce.)

(
Unemployed due to military closure or realignment?  (Identify military base:  __________________________)

(
Unemployed due to Clean Air Act?

(
Unemployed seasonal?

(
Was self-employed?

(
Involuntarily separated active duty or National Guard as of 9-30-90?

Determination:
( JTPA Enrolled (before 7-2000)
( TEA Resident
( Cal WORKS
( Cash Assistance

(  Dislocated Worker
( WOTC
( Economically Disadvantaged
( WIA Enrolled ( Other ( Not Eligible

Vouchering Agency
Phone______________________

Address 
Zip 


Signature & Title of Person Verifying Eligibility _______________________________________________________

Date


Date of Hire
Job Title
Hourly Wage 


Employer Name
Phone


Address
State/Zip


Federal Tax ID #
Type of Business


Appendix C

Legislative History of the

California Enterprise Zone Program
California’s Enterprise Zone Program has undergone many changes since the enactment of the first two bills establishing the program in 1984.  In order to understand the modifications that the program has undergone, it is helpful to look at the historical changes of the program enacted by the Legislature.  This appendix provides a partial list of major legislation that has brought about the program, changed the focus of the program, extended the program, and otherwise has had an impact on enterprise zones in California.  

Appendix C

Legislative History: Major Bills Affecting the

California Enterprise Zone Program
Below is a discussion of the evolution of California’s Enterprise Zone Program.  This is not a conclusive list of the entirety of legislation affecting enterprise zones, but is a partial listing of the most important pieces of enterprise zone legislation since the program’s inception.  

· AB 514 (Waters) Chapter 44, Statutes of 1984
Enacts the Employment and Economic Incentive Act, which authorizes the Department of Commerce to designate nine neighborhood economic development areas and nine targeted economic development areas within the state for renewable five-year designations.

· AB 40 (Nolan) Chapter 45, Statutes of 1984

Enacts the Enterprise Zone Act, which authorizes the Department of Commerce to designate no more than 10 areas as enterprise zones.  This bill provides tax credits to businesses for locating in certain geographically-designated enterprise zones.

· AB 1842 (Nolan) Chapter 826, Statutes of 1985
Authorizes the State or local governments to lease surplus property located within a certified neighborhood enterprise association corporation to the corporation at a price below fair market value, provided that it serves a public purpose.

· AB 1843 (Nolan and Waters) Chapter 1462, Statutes of 1985 

Makes a number of significant changes to the various tax incentives under the Enterprise Zone Act and the Employment and Economic Incentive Act:

A.  Employer Tax Credits:

Allows a business to claim the credit for wages paid to an employee during their first five years of employment, regardless of how long the business has operated in the enterprise zone.  Allows an employer to claim a hiring credit for employees who are claimed under the state or federal targeted jobs tax credit.

B.  Tax Credit for Employees:

Extends the credit availability for an employee to claim a tax credit for five percent of their wages for all years during which the area is designated as an enterprise zone.
C.  Sales Tax Credits:

Extends the tax credit for sales taxes paid on the purchase of machinery and parts, under the Bank and Corporation Tax Law to businesses located in enterprise zones and places a $20 million cap on the credit.  Requires the equipment to be used exclusively in the enterprise zone to qualify for the credit.

D.  Net-Operating Loss Carryover (NOL):

Lengthens the Net Operating Loss carryover period from three years to 15 years and extends the NOL provisions to businesses that were operating in the enterprise zone area prior to its designation as an enterprise zone.

E.  Accelerated Depreciation and Expensing:

Businesses in enterprise zones may recover the cost of machinery quickly by deducting as a current expense, as opposed to depreciating, up to 40 percent of the cost of equipment each year.  Raises the costs that may be expensed from $5,000 to $100,000 for each of the first two years of the designation, from $7,500 to $75,000 for each of the next two years, and from $10,000 to $50,000 for each subsequent year.

· AB 251 (Nolan) Chapter 899, Statutes of 1989

Allows the Department of Commerce to increase the number of existing enterprise zones from 10 to 25.

· AB 379 (Nolan) Chapter 330, Statutes of 1990

Amends sections of the Revenue and Taxation Code pertaining to the "three factor unitary formula" used to calculate tax credit limits, for businesses having operations inside and outside the program area, as they apply to net operating loss carry-forward credits.  By eliminating the "sales-in-zone" factor (leaving only the property- and payroll-in-zone factors), enterprise zone businesses are expected to qualify for somewhat larger credits against net operating losses.

· SB 898 (Mello) Chapter 264, Statutes of 1993

Authorizes the California Public Utilities Commission to provide rate incentives to industries or businesses located within an enterprise zone that engages in activities in connection with the conversion of Ford Ord to other uses.
· AB 57 (W. Brown) Chapter 879, Statutes of 1993

This bill would permit the jobs credit and sales tax credit available to businesses located in enterprise zones, program areas, and the Los Angeles Revitalization Zone to be used to reduce the regular tax below the alternative minimum tax.
· AB 2279 (Pringle) Chapter 286, Statutes of 1994

Makes technical, nonsubstantive changes to the Bank and Corporation Tax Law that allows a deduction in computing the income, subject to the tax imposed by that law of net interest received by the taxpayer, in payment of indebtedness of a business located in an enterprise zone.

· SB 344 (Greene) Chapter 750, Statutes of 1994

Allows the Sacramento Army Depot to be redesignated as an enterprise zone.
· SB 1438 (Mello) Chapter 754, Statutes of 1994

Requires the Trade and Commerce Agency to designate an additional two enterprise zones, in Watsonville and Palmdale, bringing the total number of zones to 27.
· SB 1770 (Alquist) Chapter 755, Statutes of 1994
Redefines qualified employee for purposes of the enterprise zone tax credit to be an employee who is eligible for the Federal Job Training Program, the Federal Targeted Jobs Tax Credit Program, or the Greater Avenues for Independence Program, rather than determined to be eligible or certified.
· AB 2206 (Bornstein) Chapter 853, Statutes of 1994

Allows an existing enterprise zone, located in the unincorporated area of a county, to propose expansion of the geographical area encompassed by the zone if the Trade and Commerce Agency finds that certain conditions are met.
· SB 881 (Killea) Chapter 913, Statutes of 1994

Allows specified bonds as financing incentives under the State Enterprise Zone Act and Employment and Economic Incentive Acts and expands the use of industrial development bonds (IDBs) for enterprise zones to include financing of private commercial enterprises in addition to manufacturing facilities.

· AB 2576 (Baca) Chapter 945, Statutes of 1994

Permits the Public Utilities Commission to authorize specified rate discount programs to companies whose facilities are located or will locate within enterprise zones, recycling market development zones, or economic incentive areas.

· SB 712 (Committee on Revenue and Taxation) Chapter 494, Statutes of 1995
Authorizes the Trade and Commerce Agency (TCA) to designate an additional two enterprise zones raising the possible number of zones from 27 to 29.  This bill corrects a drafting error in the original legislation that authorized the creation of two small cities’ enterprise zones but failed to authorize the enterprise zone tax incentives.

This bill restores provisions which prevent the State from recapturing tax credits claimed by taxpayers if the TCA determines that portions of the Los Angeles Revitalization Zone (LARZ) do not meet the original statutory criteria, and as a result eliminate segments of the LARZ.

· SB 1952 (Mello) Chapter 215, Statutes of 1996
Existing law requires the Public Utilities Commission (PUC) to authorize public utilities to engage in programs to encourage economic development.  The PUC is authorized to provide incentives for the benefit of industries or business entities located within the boundaries of enterprise zones, economic incentive areas, or recycling market development zones.

This bill also authorizes the PUC to provide incentives for the benefit of industries or business entities located within the boundaries of federal rural enterprise communities.

· SB 715 (Committee on Revenue and Taxation) Chapter 952, Statutes of 1996
This bill clarifies that the carry over provision is with respect only to tax on income from the zone and not the taxpayer’s total tax from all income. 

· AB 296 (Knight) Chapter 953, Statutes of 1996
Merges the Enterprise Zone Act and the Employment and Economic Incentive Program into the Enterprise and Employment Zone Program.  This bill specifies that former enterprise zones or program areas are designated as Enterprise and Employment Zones and there shall be no more than 39 Enterprise and Employment Zones designated.

Allows a 15% geographic expansion of each zone if the boundaries are contiguous and specifies that no zone shall be permitted more than one expansion.

Requires the Trade and Commerce Agency to submit a report to the Legislature every five years evaluating the effect of the program on employment, investment, and incomes on state and local tax revenues.  Joined to SB 2023 (Costa) Chapter 955, Statutes of 1996.
· SB 38 (Lockyer) Chapter 954, Statutes of 1996

This bill comprises the Conference Report of the Tax Cut Conference Committee, enacting 24 different changes in law affecting tax cuts and 11 changes in law, which will result in increasing state revenues.  

In a manner similar to AB 3311 (Kuykendall), this bill modifies the hiring credit allowed in the Long Beach Enterprise Zone for qualified disadvantaged individuals employed in aircraft manufacturing activities.  The credit would increase from 150% of the minimum wage to 202% of the minimum wage.  The hiring credit is limited to the first 1,350 qualified employees hired.

· SB 2023 (Costa) Chapter 955, Statutes of 1996

Merges the Enterprise Zone Act and the Employment and Economic Incentive Program into the Enterprise and Employment Zone Program.  This bill specifies that former enterprise zones or program areas are designated as Enterprise and Employment Zones and there shall be no more than 39 Enterprise and Employment Zones designated.

Allows a 15% geographic expansion of each zone if the boundaries are contiguous and specifies that no zone shall be permitted more than one expansion.

Requires the Trade and Commerce Agency to submit a report to the Legislature every five years evaluating the effect of the program on employment, investment, and incomes on state and local tax revenues.  Joined to AB 296 (Knight), Chapter 953, Statutes of 1996.

· AB 797 (Takasugi) Chapter 461, Statutes of 1997
Decreases the level of work from 100% to 90% that must be done at a worksite(s), located in an enterprise zone, in order for California based companies to qualify for a 5% preference on the price submitted for service contracts exceeding $100,000.

Authorizes an enterprise zone jurisdiction that has already designated a target employment area to request redesignation of the area using more current census data and allows enterprise zones to use the most recent census data available for purposes of designating a Targeted Employment Area.

Requires an enterprise zone governing body to provide information at the request of the Trade and Commerce Agency (TCA) so TCA may prepare a report to the Legislature, which is required by law every five years beginning January 1, 1998, that evaluates the effectiveness of the enterprise zone program.

Requires the Franchise Tax Board to make information available annually to TCA and the Legislature pertaining to the dollar value of tax credits claimed each year by businesses.

· SB 1106 (Committee on Revenue and Taxation) Chapter 604, Statutes of 1997
Provides that a taxpayer may use any net operating loss carryover against the income that a taxpayer derived from a business conducted in an expired enterprise zone or in an expired Los Angeles Revitalization Zone as if the zone remained in existence.

· AB 2798 (Machado) Chapter 323, Statutes of 1998

Changes the expansion of enterprise zones and changes the formulas used to calculate the value of tax incentives under all of the State’s geographically-based economic development programs.  Allows enterprise zones designated prior to 1990 to retain designation for 20 (rather than 15) years.  

Allows an enterprise zone that is no greater than 13 square miles on the original date of designation to expand by a maximum of 20%, rather than 15%.  Authorizes the Trade and Commerce Agency (TCA) to audit enterprise zones and to “dedesignate” an enterprise zone that receives a failing audit grade and fails to correct its substandard performance.  Clarifies that TCA is authorized to designate new enterprise zones once any of the 39 currently authorized zones expires or is dedesignated.

· AB 835 (Wright) Chapter 1030, Statutes of 1998
The State is required to award a 5% preference for a proposal for a services contract in excess of $100,000 to California based companies that certify under penalty of perjury that no less than 90% of the labor required to perform the contract is at a worksite(s) located in an enterprise zone

This bill requires the California-based company to demonstrate its eligibility of the 5% preference and to certify under penalty of perjury the company’s eligibility for any additional preference, based on its hiring of persons with a high risk of unemployment; requires that the 5% preference for a services contract in excess of $100,000 in a distressed area depend on whether the company demonstrates and certifies that not less than 90% of the labor hours required to perform the contract shall be accomplished at an identified worksite(s) located in the enterprise zone.

· AB 2809 (Committee on Revenue and Taxation) Chapter 1039, Statutes of 1998
Clarifies that reemployment of a seasonal employee shall not constitute commencement of employment for purposes of the hiring credits available to businesses located in the five State economic development areas: enterprise zones, the Los Angeles Revitalization Zone (LARZ), Local Agency Military Base Recovery Areas (LAMBRA), Targeted Tax Areas, and Manufacturing Enhancement Areas.  

For purposes of the credit computation, seasonal employees are considered continually employed until they are not re-hired in the applicable subsequent season.  This bill clarifies that recapture rules for hiring tax credits are applicable when seasonal hires are not re-hired in the applicable subsequent season.

This bill corrects a potential chaptering out error by reinstating the December 1, 1998 sunset date for the Los Angeles Revitalization Zone program as opposed to January 1, 1998.

· SB 84 (Costa and Poochigian) Chapter 137, Statutes of 1999
An enterprise zone located in a city or the unincorporated area of a county may be expanded into an adjacent city or cities under certain conditions, including the condition that land included within the proposed expansion area is zoned for industrial or commercial use.  

This bill authorizes the Counties of Fresno and Kern to expand their zones in nonindustrial or noncommercial land, and also authorizes the expansion of an enterprise zone located in a city or in the unincorporated area of the county into an adjacent unincorporated area.

· AB 1637 (Committee on Revenue and Taxation) Chapter 930, Statutes of 1999
The Personal Income Tax Law provides only certain credits may reduce specified taxes below the tentative minimum tax.  This bill allows credits relating to the enterprise zone hiring credit, and the enterprise zone sales or use tax credit, to reduce those taxes below the tentative minimum tax.

· SB 43 (Johnston & Solis) Chapter 491, Statutes of 2000
Streamlines and clarifies statutes relating to the Employment Training Panel in order to ease the transition of phasing out the Federal Job Training Partnership Act and implementing the Federal Workforce Investment Act.

· SB 511 (Alarcon) Chapter 616, Statutes of 2000
Authorizes additional criteria upon which an enterprise zone may be based; requires the Trade and Commerce Agency to provide special considerations or bonus points to enterprise zone applications meeting at least two specified demographic criteria; clarifies that joint powers agencies may administer enterprise zones; clarifies that allowable enterprise zone expansions may cross any jurisdictional boundary.

· AB 1843 (Ackerman) Chapter 862, Statutes of 2000
The Bank and Corporation Tax Law imposes a franchise tax measured by the net income from California sources of the preceding calendar or fiscal year, which is referred to as the “income year.”  The calendar or fiscal year for which the tax is imposed for the privilege of doing business in this state is referred to as the “taxable year.”  This bill deletes references to “income year” and defines “taxable year” as the calendar or fiscal year upon the basis to which the net income is computed.

· AB 2889 (Committee on Consumer Protection, Governmental Efficiency and Economic Development) Chapter 1055, Statutes of 2000
The Trade and Commerce Agency (TCA) is the successor to the Department of Commerce.  This bill makes conforming changes to law that reflect TCA as the successor to the Department of Commerce regarding the authority transfer of the enterprise zone program.

· AB 254 (Frommer) Chapter 548, Statutes of 2001                    

This bill modifies the Cleanup Loans and Environmental Assistance to Neighborhoods (CLEAN) Program. The CLEAN Program provides loans for the investigation and cleaning up of brownfields and underutilized properties in urban areas.  Underutilized properties include property in an enterprise zone or a redevelopment project area.  Clean program was established by SB 667 (Sher), Statutes of 2000.

· AB 46 (Washington) Chapter 587, Statutes of 2001       

Expands the number of enterprise zones from 39 to 42 and expresses legislative intent for at least one zone to focus on inner city impoverished areas.

· SB 305 (Ducheny) Chapter 593, Statutes of 2003
Transfers authority of the Enterprise Zone program from the Technology, Trade, and Commerce Agency to the Department of Housing and Community Development.
· AB 1410 (Wolk) Chapter 772, Statutes of 2003
Requires any agency of the state and any local agency send a written offer to sell or lease for enterprise zone purposes any surplus property in an area designated as an enterprise zone to the nonprofit neighborhood enterprise association corporation in that zone. 

· SB 1097 (Senate Committee on Budget and Fiscal Review) Chapter 225, Statutes of 2004
Authorizes the Department of Housing and Community Development (HCD) and local governments to charge and collect certain fees in connection with the Enterprise Zone and Employment Act.  Provides that the certification an employee meets specified eligibility requirements for a hiring credit may be obtained from the local government administering each enterprise zone.  Requires HCD to develop regulations that govern the issuance of hiring credit certification by a local government.

· AB 2397 (S. Horton) Chapter 277, Statutes of 2004
Authorizes Department of General Services to declare contractors ineligible to transact with the state for a period of no less than six months and no more than 36 months for specified violations, including false certification under the Enterprise Zone and Employment Act.

· AB 139 (Committee on Budget) Chapter 74, Statutes of 2005
Extends the $10 assessment fee that the Department of Housing and Community Development is required to assess an enterprise zone for each application it accepts for issuance of a tax credit certificate from July 1, 2006 to January 1, 2007.
· AB 1563 (Committee on Jobs, Economic Development, and the Economy) Chapter 518, Statutes of 2005
Requires the Department of Housing and Community Development to include in its five-year reports to the Legislature, reviewing the progress and effectiveness of each enterprise zone, a review of any efforts made regarding training of unemployed individuals.

Appendix D

Compilation of Important Research and

Reports on California’s Enterprise Zones

Much of the discussion involving California’s Enterprise Zone Program is anecdotal.  When the program was enacted in 1984, it included limited mechanisms to evaluate the program and its effectiveness.  Subsequent legislative changes have required the Technology, Trade, and Commerce Agency, and now the Department of Housing and Community Development, to provide reports to the Legislature on the California Enterprise Zone Program.  The availability of outside research, typically academic reports, on enterprise zones in California is relatively sparse; however, this appendix attempts to provide a summation of some of the most recent, and most important, academic work regarding enterprise zones in California.

Appendix D

Compilation of Important Research and

Reports on California’s Enterprise Zones

The list below is a brief summation of recent reports looking at the California Enterprise Zone Program.  The descriptions include key portions of the selected report findings.  The scope of the studies and the methodological approaches vary significantly.  Further complicating a direct comparison of the studies are the changes to the program which have occurred over the last 20 years.  In preparing the descriptions, staff has attempted to present the information in a fair and unbiased manner.  The findings and conclusions of these reports are not necessarily universally endorsed. For full citation of the reports listed below, please see the bibliography.

· Evaluation of California’s Enterprise Zone and Employment and Economic Incentive Programs (David E. Dowall, Marc Beyeler, and Chun-Cheung Sidney Wong, 1994)

· The main question the study asked was, "Have California's enterprise zone and incentive area programs had any measurable impact on the number of establishments and levels of employment of businesses located in zone and incentive areas?" 

· In the early years of the enterprise zone program(s), virtually all of the actual 1986-90 employment growth that took place in enterprise zone and program areas is the result of population growth and industrial growth components.  When these two growth factors are accounted for, the total residual effect component for the zone program(s) is actually negative.

· There is little evidence that enterprise zone program incentives are effective in either creating jobs or stimulating increased business investment.

· The majority of businesses that took advantage of hiring credits appears to have been because of an added benefit as opposed to an incentive.

· “The existing Enterprise Zone and Economic Incentive Area programs have produced very modest economic benefits, and there is little evidence to suggest that they have strengthened the economic advantages of the zone and program areas.”

· Trade and Commerce Agency: The Effectiveness of the Employment and Economic Incentive and Enterprise Zone Programs Cannot be Determined (Bureau of State Audits 1995)

· The Agency (Technology, Trade, and Commerce) should take the following actions:

· “Establish and implement a plan to monitor, evaluate, and report on the effectiveness of the programs, which includes identification and establishment of the performance measures, a system to obtain complete and reliable data about program achievements, and a determination of how it will evaluate reported achievements against those performance measures.”

· The Legislature needs to consider implementing the following:

· “Imposing reporting requirements on businesses in the enterprise zones and program areas and requiring that local administrators of the programs establish performance measures, collect data to measure performance, and report their results.”

· Evaluation of California’s Enterprise Zones (Suzanne O’Keefe and Roger Dunstan, August 2001)

· In order to determine whether the California Enterprise Zone Program works, the O'Keefe and Dunstan evaluation looked at whether there was more job growth in enterprise zones, as compared to comparable areas, and whether worker incomes were higher or lower.  To compare enterprise zones to comparable areas without zones, the researchers collected data about economic and demographic census tracts within enterprise zones and compared them to tracts with similar data outside of zones.

· Employment in enterprise zones in the 1990s grew at much faster rates than in comparable areas; however, employment growth tapers off after the first few years of zone designation, possibly because of the depleting value of hiring credits.

· When overall California job growth trends were down, jobs in enterprise zones produce notably lower incomes than comparable jobs outside of zones, possibly because hiring credit cap of 150% of minimum wage.  “The incentive is for lower wage jobs, and that’s exactly what we get.”

· “Enterprise zones have done wonders in some cities, and not much in others.”

*This report was produced by the California Research Bureau, California State Library.

· Job Creation in California’s Enterprise Zones: A Comparison Utilizing a Propensity Score Matching Model (Suzanne O’Keefe, 2003)

· To estimate the value of enterprise zone designation, this second O'Keefe study looked at growth in employment, growth in wages and growth in the number of firms.  The study matched enterprise zone census tracts to census tracts without enterprise zones using census data and a propensity score matching model.  

The complex propensity score matching model estimates the probability of a census tract becoming part of an enterprise zone using observed characteristics.  Each enterprise zone census tract is compared to a census tract without enterprise zone designation, located in the same county, with the closest propensity score.

· Employment has grown faster in enterprise zones than outside of enterprise zones. 

· Average monthly annual earnings in enterprise zones rose at a slower rate than earnings in matched non-enterprise zone area but the margin is not statically significant.

· The total number of firms grew less within enterprise zones than in the matched non-enterprise zone areas.   The study suggests that enterprise zones are attracting large firms rather than small businesses.

* Published in the Journal of Urban Economics 55 (2004) 131-150.

· Cost-Benefit Analysis of California’s Enterprise Zone Program (June 5, 2003)

· The Applied Economics study examined the extent to which enterprise zones generate enough additional state revenues to offset the costs of the business incentives.  The study reviewed whether new taxes paid by firms located in enterprise zones covers the costs to the state of the program. 

· Cost of personal and corporate zone tax credits in 2002 was $173 million while the 2002 personal income tax, sales tax and corporate income tax attributable to enterprise zones is estimated at $249 million.  

· The cumulative net benefits for the years available—1992-2002—is estimated at $1.7 billion.

*This report was prepared for the California Association of Enterprise Zones (CAEZ) by Applied Development Economics.

· An Overview of California’s Enterprise Zone Hiring Credit (Legislative Analyst’s Office, December 2003)

· Enterprise zone credits tend to have an impact on business location within a region if a firm has already decided to locate within a particular geographic region.  Results indicate that enterprise zone credits may result in the shifting of jobs within a region, as opposed to increasing the number of jobs within that region. 

· Because enterprise zone incentives effect the distribution of activity within a region versus increasing the amount of activity in a region, zone incentives are most effective when they are narrowly focused.

· Hiring credits do appear to have a positive impact on the demand for labor.

· “To the extent that the Legislature wished to expand the economic base of the state as a whole, the use of EZ incentives would not appear to be particularly effective means by which to achieve this goal.”

· Enterprise zone “incentives are unlikely to result in significant net positive economic impacts absent additional targeted public investment.”

* This report was prepared for the Assembly Committee on Revenue and Taxation.

Appendix E

California’s Geographically-Targeted

Economic Development Programs

California currently has five geographically-targeted economic development programs.  These five programs give certain incentives, mainly tax incentives, to economic development within specific geographic areas of the state that have been identified according to certain economically distressed criteria.  This appendix provides a list of the economic development programs targeted to these specific areas.

Appendix E

California’s Geographically-Targeted

Economic Development Programs

Below is a list of the five major programs offered in California to provide certain incentives to encourage business attraction, retention, expansion and employment opportunities for areas that are typically seen as economically depressed.  

Enterprise Zones (EZs)

The California Enterprise Zone Program came into existence in 1984 with AB 514 (M. Waters) Chapter 44, and AB 40 (Nolan) Chapter 45.  These two bills enacted the Employment and Economic Incentive Act and the Enterprise Zone Act, respectively.  These two programs were later merged into the Enterprise and Employment Zone Program.

The intent of the program is to attract, retain and expand businesses, as well as increase employment opportunities for unemployed and underemployed individuals in economically depressed areas of the State.

Initially, there were 10 enterprise zones and 3 program areas.  Currently, there are 42 designated zones, all of which have an initial designation of 15 years.  All of the pre-1990 enterprise zones have received 5-year extensions, bringing the life of the zone to 20 years.

Below is a partial listing of State Enterprise Zone benefits:

· Hiring tax credits for hiring qualified employees.  The hiring credit is calculated at 50% of an employees wages in the first year of employment (capped at 150% of minimum wage), and declines 10% each subsequent year of employment until the hiring credit is depleted;

· Carryforward of 100% of any net operating loss for 15 years;

· Tax credits for sales tax paid on the purchases of eligible machinery and parts;

· Business expense deductions, including accelerated depreciation; and

· Preference points on State contract bids.

Local Agency Military Base Recovery Areas (LAMBRAs)

The Local Agency Military Base Recovery Areas (LAMBRAs) program came into existence in 1993 with AB 693 (Cannella) Chapter 1216.  Local governments applied to the Trade and Commerce Agency for formation of LAMBRAs comprising of all or part of a military base closed pursuant to the various base closure acts.  Currently the Department of Housing and Community Development (HCD) has ongoing responsibility for the LAMBRA program.  The purpose of the legislation was to adopt the Enterprise Zone model to former military base areas.

HCD is limited to designating eight LAMBRAs in the state and one per geographic region.  Each LAMBRA designation is good for a period of eight years.  The LAMBRAs will expire between 2007 and 2012.

Below is a partial listing of State LAMBRA benefits:

· Up to 100% Net Operating Loss (NOL) carry-forward. NOL may be carried over for a period of 15 years;

· Firms can earn over $30,000 in State tax credits for each qualified employee hired, and up to $2,000,000 per firm per year;

· Corporations can earn sales tax credits on purchases of $20,000,000 per year of qualified machinery and parts;
· Expensing of certain depreciable property capped at $40,000 annually; and

· Unused tax credits may be allowed to be carried over to future tax years.
Los Angeles Revitalization Zone (LARZ)

The Los Angeles Revitalization Zone was created in 1992 with the enactment of AB 38 (Archie-Hudson) Chapter 17.  The LARZ legislation was designed to assist Los Angeles County recover from some of the effects of the 1992 riots and arson.  The LARZ provided various tax credits and certain other tax reductions that were largely modeled on the Enterprise Zone program.

While the authority for LARZ has sunsetted, previously issued tax credits are still eligible to be carried forward as if the program still existed.

Below is a partial listing of LARZ benefits:

· Hiring credits for construction workers who are residents of the LARZ, equal to 100% of the first 150% of minimum wage per hour for a period of six months.  The hiring credit would be reduced to 75% for the next six months and would fall to 50% for the next four years;

· Hiring credits for other workers equal to that offered in Enterprise Zones;

· Sales tax credits similar to the credit available in Enterprise Zones;

· Lender’s deduction similar to that available in Enterprise Zones;

· One-year depreciation benefit similar to that available in Enterprise Zones; and

· Net-Operating Loss (NOL) similar to that available in Enterprise Zones.
Manufacturing Enhancement Areas (MEAs)

The California Manufacturing Enhancement Areas were created in 1997 with SB 200 (Kelly) Chapter 609.  The MEA legislation requires the Trade and Commerce Agency (currently Housing and Community Development) to designate up to two “Manufacturing Enhancement Areas” for certain impoverished communities. 

The purpose of the MEA is to stimulate job creation in areas experiencing triple the average of the State’s unemployment rate and located in a Border Environment Cooperation Commission Region.  Currently there are two MEAs, Calexico and Brawley, both of which are located in Imperial County.  These MEAs will expire in 2012.

Below is a partial listing of MEA benefits:

· Streamlined local regulatory controls;

· Reduced local permitting fees; and

· Tax credits for hiring qualified employees.

Targeted Tax Area (TTA)

The California Targeted Tax Area (TTA) program came into existence in 1997 with AB 1217 (Bustamante) Chapter 602.  The TTA legislation requires the Trade and Commerce Agency (currently the Department of Housing and Community Development) to designate at least one “Targeted Tax Area” that gives certain businesses various tax incentives.  The only current State TTA is located in Tulare and it is designated until 2013.
Below is a partial listing of State TTA benefits:

· Tax credits for sales and use taxes paid on certain machinery, parts, and equipment; 

· Tax credits for hiring qualified employees;

· Fifteen year Net Operating Loss (NOL) carry-forward; and

· Accelerated expensing deduction.
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December 5, 2005 – State Administration of the 
Enterprise Zone Program
The Assembly Committee on Jobs, Economic Development and the Economy and the Assembly Committee on Revenue and Taxation held four joint hearings to examine California's Enterprise Zone Program.  This appendix provides an agenda and a summation of issues covered and questions raised in the Monday, December 5, 2005 joint hearing.  
A Joint Hearing of the Assembly Committee on Jobs, 
Economic Development, and the Economy

and 

Assembly Committee on Revenue and Taxation
20 Years of California Enterprise Zones:

A Review and Prospectus

AGENDA

I.
Welcome, Introduction, and Opening Statements

Juan Arambula, Chair, Assembly Committee on Jobs, Economic Development, and the Economy


Other Members of the Legislature 
II.
State Administration of the Enterprise Zone Program

A. 
Franchise Tax Board



Brian Putler, Director of Legislative Services


Lynette Iwafuchi, Assistant Executive Officer* 

Allen Prohofsky Ph.D., Tax Research Specialist III* 

Jeanne Harriman, Audit Program Specialist III*


B.
Employment Development Department


Sherry Williams, Deputy Director, Legislative Affairs


C. 
Department of Housing and Community Development


Richard L. Friedman, Acting Deputy Director, Division of Financial 


Assistance


Jolena L. Voorhis, Director for Legislation*



Mark Maldonado, Manager, Enterprise Zone Programs*

III. 
Legislative Analyst's Office 

Mark Ibele, Principal Fiscal & Policy Analyst, Legislative Analyst's 


Office
IV.
Comments from the Public

Individuals wishing to provide comment before the Committees are requested to sign the register located at the rear of the hearing room.  
V.
Concluding Statements and Comments

Juan Arambula, Chair, Assembly Committee on Jobs, Economic Development, 
and the Economy


Other Members of the Legislature

* This individual is available to answer questions of the Committees and is not providing a formal presentation. 
Summary of Legislative Oversight Hearing, December 5, 2005

On Monday, December 5, 2005, the Assembly Committee on Jobs, Economic Development, and the Economy (JEDE) and the Assembly Committee on Revenue and Taxation (R&T) convened a joint hearing, at the State Capitol, to review the state-level administration, responsibilities, scope, and cost of the California Enterprise Zone Program.  This initial hearing commenced a three-hearing series to conduct an overall review of the program, including a discussion of appropriate metrics, and determine if California is receiving a good return on its investment.

In testimony and materials provided by the Legislative Analyst's Office (LAO) utilizing tax return data afforded by the Franchise Tax Board (FTB), the LAO concluded the California Enterprise Zone Program is the largest programmatic and cost-associated program of the five geographically-based tax incentive programs in the State.  The LAO also commented upon recent dramatic increases in both the number and value of tax claims associated with enterprise zones.

The LAO presented that in 2003 – the most recent year for which complete data is available – the value of claims on State tax returns was $262 million for the California Enterprise Zone Program.  This represents 82.4 percent of the value of claims on State returns in 2003 for all five geographically-based tax incentive programs authorized by the State.  The hiring credit provision of the enterprise zone program alone accounts for $178 million in claims on corporate tax returns filed in 2003.

Concurrently, there were $553 million in tax credit carryovers for corporate tax filers in 2003, and FTB estimates the potential tax credit liability to the State grew by nearly $100 million to an estimated $650 million in 2004.

Additionally, in 2003, 50 percent or more of California's geographically-based tax benefits went to companies with assets and receipts of $1 billion or greater.

For the five-year period of 1999 through 2003, the number of tax credits for qualified employees claimed on tax returns grew from 24,190 to 71,150 – nearly a 300 percent increase – and credits claimed through amended returns aggregated a value of $170 million.

In addressing program effectiveness, the LAO noted previous research findings on this topic are mixed.  However, the totality of research suggests the revenue losses may be significant relative to benefits.  Much of the research cited indicates there may be little overall impact on economic activity or employment in the State as a result of the program. 
In terms of utilizing the enterprise zone to attract a business activity, the LAO asserts that while the presence of an enterprise zone is not necessarily a determinant in the regional siting of a business venture, it very well may help determine where within a region the activity occurs, once the region has been selected.  Also, the presence of an enterprise zone may be a significant factor in business relocations within the State when other reasons prompt such considerations.

The LAO also identified five policy issues the Legislature may wish to address:  the issuance of retroactive credits; cross vouchering; defined employee qualifications; updates to targeted employment areas designations; and the interest-paid deduction provision.

Both FTB and the Department of Housing and Community Development (HCD) explained their respective audits and auditing processes.  As a result of the testimony and ensuing exchanges, it was acknowledged FTB conducts an institutionally-recognized audit relative to the hiring credit vouchers and other claims submitted by taxpayers, while HCD – in effect – conducts a programmatic review of each enterprise zone.

FTB elaborated they believed staff possesses sufficient statutory authority in their general provisions to accept, audit, and/or reject hiring credit vouchers and other claims relative to the enterprise zone program.  However, FTB noted there have been a number of significant appeals to the Board of Equalization on these issues.  There are also pending appeals to adjudicate the different positions held by FTB and several taxpayers regarding FTB's authority relative to the acceptance and rejection of such vouchers.

HCD stated their enterprise zone audits guided by the original or amended memorandum-of-understanding (MOU) between the entity awarded the enterprise zone and the State at the time of the enterprise zone's designation.  It was further stated there is no "fail" provision of the HCD audit process.  The audit results in a document that indicates where an enterprise zone is sufficiently fulfilling or needing improvement, as measured against the MOU and application.  The audit also reflects improvements or losses relative to previous audits.  

If an enterprise zone experiences new and/or on-going challenges in making substantial or sustained efforts to satisfy the terms and conditions outlined in the MOU, there is a process whereby the enterprise zone can amend the MOU with HCD.  Additionally, it should be noted there is a mechanism by which HCD may de-designate an enterprise zone; however, to date, this has not occurred.

Committee Members and HCD staff also discussed the issuance of vouchers, mirroring the discussion of voucher acceptance by FTB. 

On this issue, HCD committed to the Committees to extend the comment period regarding their pending draft vouchering regulations for a period of two weeks beyond the previous December 7, 2005 close of comment.  However, it was agreed such an extension would be limited to written comments.

Finally, HCD stated the Department would present the Legislature with the statutorily-mandated enterprise zone five-year report on an unspecified date, but by mid-2006 – at least one year earlier than the January 1, 2008 deadline for this next report.  This was – in part – as a result of HCD acknowledging previous reports due to the Legislature were not presented by the State agency responsible for administering the program before receipt of those responsibilities by HCD.

Forthcoming Responses and Materials

In the course of the December 5, 2005 hearing, a number of requests by the Committees' Members were issued and, in response, commitments made by the presenting entities.  The items listed below represent a summary of the requests.  Each request is followed by the entity that agreed to provide the response to the Committees as demarked in parentheses.  

· Provide an electronic version – suitable for web hosting by the Committees – of "FTB Audit Procedures for Hiring Credit Vouchers" (FTB)

· Provide the written scope-of-work pertaining to the current University of Southern California study being completed (HCD)

· Provide copies of all completed local enterprise zone audits, and to continue providing subsequently-completed audits to the Committees on an on-going basis (HCD)

· Provide a schedule of local enterprise zone audits completed and to be completed in calendar years 2005 and 2006 (HCD)

· Provide a written response as to what has been learned from administering the program, and identify related areas that need to be addressed (HCD)

· Provide copies of all administrative memos issued relating to enterprise zone administration (HCD)

· Provide an enumeration as to the number of cross-jurisdictional vouchers issued (LAO)

· Reconcile or affirm the statement, "In 2003, 57 percent of the tax benefits went to companies with assets of $1 billion and over, and 50 percent of the tax benefits went to companies with receipts of $1 billion or more," as presented in a handout (LAO)

· Identify and explain the specific rationale as to why it is argued extensions are needed (HCD)
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December 12, 2005 - Local Perspectives and Experiences
The Assembly Committee on Jobs, Economic Development and the Economy and the Assembly Committee on Revenue and Taxation four joint hearings to examine California's Enterprise Zone Program.  This appendix provides an agenda and a summation of issues covered and questions raised in the Monday, December 12, 2005 joint hearing.  
20 Years of California Enterprise Zones:

A Review and Prospectus
Local Perspectives and Experiences
AGENDA 
I.
Welcome, Introduction, and Opening Statements

Juan Arambula, Chair, Assembly Committee on Jobs, Economic Development, and the Economy


Other Members of the Legislature 
II.
Enterprise Zones and Local Economic Development

Paul Saldana, President and Chief Executive Officer, Tulare County Economic Development Corporation and Chair, Board of Directors, California Association for Local Economic Development

David Spaur, President and Chief Executive Officer, Economic Development Corporation Serving Fresno County
III.
Administering California Enterprise Zones

Lina German, Enterprise Zone Manager, City of Santa Ana and Member, 
Board 
of Directors, California Association of Enterprise Zones
Loretta Schlosser, Assistant Director, Department of Commerce, Aviation, and Economic Development, Merced County and President, Board of Directors, California Association of Enterprise Zones
IV.
Break

V.
Case Study: Fresno Enterprise Zone

Lynn Bowness, Manager, Economic Development Department, City of Fresno


Kelly Vaughan Trevino, Economic Development Analyst, Economic 
Development Department, City of Fresno

VI. 
Critiquing the Competitive Designation Process


D.B. Heusser, City Manager, City of Selma

The City of Selma is a member of the Five Cities Economic Development Authority.  This joint powers authority was created by the Cities of Fowler, Parlier, Reedley, Sanger, and Selma, and previously presented a proposal for a multi-jurisdictional enterprise zone designation. 
VII.
Comments from the Public

Individuals wishing to provide comment before the Committee are requested to sign the register located at the rear of the hearing room.  
VIII.
Concluding Statements and Comments

Other Members of the Legislature

Juan Arambula, Chair, Assembly Committee on Jobs, Economic Development, and the Economy

Appendix G
Summary of Legislative Oversight Hearing, December 12, 2005

On Monday, December 12, 2005, the Assembly Committee on Jobs, Economic Development, and the Economy (JEDE) convened a hearing, at the Fresno County Board of Supervisors Chambers, to review local perspectives and experiences of the California Enterprise Zone Program.  The hearing, the second in a series reviewing enterprise zones (EZ) and other geographically targeted economic development areas (GT-EDAs), focused on the impact of EZs on local communities, ways to improve the program to achieve greater results, and how the pending maturation of zone designations will affect communities.

Paul Saldaña, President and CEO, Tulare County Economic Development Corporation and Chair, Board of Directors, California Association for Local Economic Development and Dave Spaur, President and Chief Executive Officer, Economic Development Corporation Serving Fresno County, gave testimony on how the Targeted Tax Area (TTA) in Tulare County and EZs, in general, are used as economic development tools for local practitioners.  Specifically, Dave Spaur spoke to how the tax incentives in the TTA and EZs help level the playing field for geographic areas facing economic distress.  These incentives provide GT-EDAs with tools to induce businesses to invest in areas they may otherwise avoid.

It was noted that the Tulare County Targeted Tax Area differs from EZs in a couple of key aspects.  The incentive package in the TTA is only offered to businesses in specified industries, such as food processors and manufacturers, in order to target industries that may not otherwise consider locating in the area.  The concept of focusing on certain industry clusters has produced unique and significant results for the County.  The clusters helped create quality jobs in well-paying industries: 70 percent of the jobs in the targeted area came with benefits, the area went from a 15.9 percent unemployment rate to 8 percent, and the median family income rose from $26,600 in 1998 to $36,200 today.

Although current law does not require Tulare County to regularly assess the performance of the TTA, Tulare has decided monthly assessments are the best way to ensure accountability.  Moreover, a 2002 independent audit of the entire TTA concluded that, since program implementation, at least 79 businesses in the targeted area had expanded or were created and 3,454 new jobs were created in targeted industries.  

Chairman Arambula asked the first two presenters how they would recommend the state evaluate GT-EDAs.  Mr. Spaur mentioned that it may be appropriate to look at models in other states.  Further, he recommended looking at certain successful areas within California, such as Shafter, Tulare, and Fresno, to shed light on how to construct a metrics for assessment.  Mr. Saldaña said that it may be a difficult task to directly compare different areas throughout the state because it would be akin to comparing apples and oranges.  Each community has different circumstances, needs, and goals and their evaluations should reflect these qualities.  For instance, urban zones may focus on retaining existing businesses and reducing blight, whereas rural zones may focus more on business attraction and the creation of new jobs.

The Committee also received testimony that it is important to look at local incentives, such as permitting timeframes, as well as state incentives.  These local incentives are oftentimes important factors in site location decisions and some of the most important indicators of the effectiveness of GT-EDAs.

In discussions of what the state should do to move forward, both Mr. Saldaña and Mr. Spaur articulated that there needs to be uniform standards in the administration of zones.  Both practitioners mentioned that the Department of Housing and Community Development (HCD) must outline specific rules so each community knows what is expected and required.

Loretta Schlosser, Assistant Director, Department of Commerce, Aviation, and Economic Development, Merced County, and President, Board of Directors, California Association of Enterprise Zones (CAEZ) and Lina German, Enterprise Zone Manager, City of Santa Ana, and Member, Board of Directors, CAEZ presented perspectives on how the enterprise zone program operates statewide.  Both individuals testified that CAEZ wanted to work with the Legislature and HCD to ensure the integrity of the program and weed out the inefficiencies and problems currently associated with the program.

Lina German noted that CAEZ believes in competitive designation and that current zones should have to demonstrate continuing need in order to merit extensions.  Testimony was also given that CAEZ opposes cross-jurisdictional vouchering and supports the standardization of retro-active vouchering.

Testimony was also given that ascertaining the net benefit of enterprise zones is difficult because studies that purport to find dollar values of the net benefits of enterprise zones typically calculate investments within an enterprise zone as a result of designation without a fixed variable of what investment might otherwise occur without zone designation.  

Loretta Schlosser testified that it is preferable to have certain industries, such as manufacturing with high-end capital investments, come into geographically targeted areas to combat economic distress; however, other industries, such as retail, with lower investment and lower paying jobs, bring much needed jobs that might otherwise not exist.  

The third panel to testify included Lynn Bowness, Manager, Economic Development Department, City of Fresno and Kelly Vaughn Trevino, Economic Development Analyst, Economic Development Department, City of Fresno.  The panel presented a case study of the Fresno EZ and articulated what having a designated EZ has meant to the City of Fresno.  

Fresno has played a very active role in the use and promotion of EZ designation.  The City has partnered with the local workforce investment board in order to pre-qualify employees for the hiring credit so businesses can quickly hire targeted individuals.  The City has also teamed up with the local economic development corporation to give current and potential businesses incentive estimates.

Fresno City has recently fallen to an 8 percent unemployment rate: this is the first time in more than two decades the city’s unemployment has fallen below double digits.  Both Lynn Bowness and Kelly Vaughn Trevino noted the importance of the enterprise zone in relation to the declining unemployment rate and also to increased business activity and investment.

The final panel included D.B. Heusser, City Manager, City of Selma, who testified about the application that the City of Selma, along with Kingsburg, Fowler, Parlier, and Reedley submitted as a Joint Powers Authority (JPA) to the Technology Trade and Commerce Agency (TTCA), who administered the program prior to HCD, and why the JPA applicant was not approved for EZ designation.  

The five cities combined as a JPA because this area of the state has a very regional economy, interconnected across geopolitical lines.  The communities believed each of the five cities had something unique to offer to improve the application to the state.

The JPA spent nearly $80,000 for consultants to help with the application to TTCA.

Despite the unemployment rate of the area proposed for EZ designation being nearly twice that of the Fresno EZ, and other quantifiable signs of a distressed economy, the JPA application was denied.  Mr. Heusser testified that the JPA was given two reasons why their application was denied:

1. TTCA stated that the information submitted by the JPA was not sufficient in length as compared to other applications.

2. The application was the first time the JPA had applied for designation while other areas that received designation had previously applied.

Mr. Heusser cautioned that enterprise zones result in an artificial advantage for certain areas when there are many areas throughout the state without zones despite being deserving.  

Testimony was given that despite the problems associated with zones, if used properly, zones can be a powerful incentive for businesses in the state.

Public testimony was offered after the formal testimony of individuals on the agenda.  Many individuals, both local and throughout the state, testified to the importance of an EZ in their community and their decisions to locate, invest, or expand because of an EZ.

· JEDE, in conjunction with the Assembly Committee on Revenue and Taxation, plan to convene additional hearings on GT-EDAs, in order to complete a thorough evaluation of the California Enterprise Zone Program and make recommendations for how the state should proceed in regards to these programs.
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20 Years of California Enterprise Zones:

A Review and Prospectus

February 28, 2006 – Program Accountability
The Assembly Committee on Jobs, Economic Development and the Economy and the Assembly Committee on Revenue and Taxation held four joint hearings to examine California's Enterprise Zone Program.  This appendix provides an agenda and a summation of issues covered and questions raised in the Tuesday, February 28, 2006 joint hearing

20 Years of California Enterprise Zones:

A Review and Prospectus

 Program Accountability

Tuesday, February 28, 2006, Sacramento, California

AGENDA 

I.
Welcome, Introduction, and Opening Statements
Juan Arambula, Chair, Assembly Committee on Jobs, Economic Development, 
and the Economy

Johan Klehs, Chair, Assembly Committee on Revenue and Taxation


Other Members of the Legislature 

II.
Zone Designation and Program Review

Richard L. Friedman, Acting Deputy Director, Division of Financial 



Assistance, Department of Housing and Community Development


Jolena L. Voorhis, Deputy Director for Legislation, Department of Housing and 


Community Development *





Mark Maldonado, Manager, Enterprise Zone Tax Incentive Program, 



Department of Housing and Community Development (
Mr. Friedman will provide the Committees with an update on the draft enterprise zone regulations, lessons learned by the Department in the last round of zone designations, performance reviews, the current status of the Department's fee authority, and the de-designation process.

III.
Auditing Tax Incentives

Patrice Gau-Johnson, Assistant Director, Legislative Services, Franchise 
Tax 


Board

Jeanne Harriman, Audit Program Specialist III, Franchise Tax Board*
Ms. Gau-Johnson will update the Committees on the recent Board of Equalization's preliminary decision regarding the review of hiring credits by FTB, the capacity of FTB to audit hiring credits, and FTB's ability to perform audits based on HCD's proposed regulations.

IV.
Case Study:  Implementing an Economic Development Strategy
Paul M. Saldaña, Chair, California Association for Local Economic 
Development 
Board of Directors, President/CEO, Economic 
Development Corporation serving 
Tulare County, and Executive 
Director of the Tulare Targeted Tax Area.  

Mr. Saldaña will address benchmarking economic development projects, setting goals and objectives, land use planning, local incentives, and the importance of working in coordination with local governments.


V. Evaluating the Success of Economic Development Programs
Ted Bradshaw, PhD, University of California, Davis.  

Dr. Bradshaw will present findings from his study, "Cost-Benefit Analysis of California's Enterprise Zone Program" (2003). 

Suzanne O'Keefe, PhD, California State University, Sacramento.  

Dr. O'Keefe will present findings from her study, "Job Creation in California's Enterprise Zones: A Comparison Utilizing a Propensity Score Matching Model" (2003).

Richard Friedman, Acting Deputy Director, Division of Financial Assistance, 
Department of Housing and Community Development  

Mr. Friedman will discuss the study HCD has commissioned on the impact of the California Enterprise Zone Program.

VI.
Comments from the Public
Individuals wishing to provide comment before the Committees are requested to sign the register located at the rear of the hearing room.  

VII.
Review of Other Geographically Targeted Economic Development Areas

Rosalind Guerrero, Redevelopment & Economic Development Manager,


City of Calexico Redevelopment Agency.  

Paul M. Saldaña, Chair,California Association for Local Economic Development 
Board of Directors, President/CEO, Economic Development Corporation 
serving Tulare County, and Executive Director of the Tulare Targeted Tax 
Area.  


Loretta Schlosser, Assistant Director, Department of Commerce, Aviation, and 


Economic Development, Merced County and President, Board of 



Directors, California Association of 
Enterprise Zones.

These individuals will provide comment on the effectiveness and challenges facing other geographically targeted economic development areas – Local Agency Military Base Realignment Areas, Manufacturing Enhancement Areas and the Targeted Tax Area.

VIII.   Concluding Statements and Comments

Members of the Legislature

Juan Arambula, Chair, Assembly Committee on Jobs, Economic Development, 
and the Economy

Johan Klehs, Chair, Assembly Committee on Revenue and Taxation

.  
Summary of Legislative Oversight Hearing, February 28, 2006

On Tuesday, February 28, 2006, the Assembly Committees on Jobs, Economic Development, and the Economy (JEDE) and Revenue and Taxation convened a joint hearing at the Capitol in Sacramento, to continue its review of the California Enterprise Zone Program (Program).  

The hearing, the third in a series of four reviewing enterprise zones (EZs) and other geographically targeted economic development areas (GT-EDAs), focused on the proposed EZ regulations being developed by the Department of Housing and Community Development (HCD), the authority of the Franchise Tax Board (FTB) regarding hiring credit vouchers, program elements that make for successful community economic development strategies, studies and reports that have attempted to evaluate the effectiveness of EZs, and a brief look at California's Targeted Tax Area (TTA), Manufacturing Enhancement Areas (MEAs), and Local Agency Military Base Realignment Areas (LAMBRAs).

HCD staff was asked by the Committees to provide an update on the draft EZ regulations, give feedback on lessons learned in the last round of zone designations, speak to the process of performance reviews, discuss HCD's fee authority, address the de-designation process, and discuss their commissioned study on the effectiveness of the Program.

Richard Friedman, Acting Director, Division of Financial Assistance, HCD, testified that the Department had received approximately 475 comments from 29 different commenters on the proposed EZ vouchering regulations.  The most highlighted areas of concern included: definitions, cross-jurisdictional vouchering, retroactive vouchering, the appeal process, and the alternate method of voucher approval.  The summation of the comments, without proposed responses, amasses more than 90 pages.  

HCD is currently considering and preparing responses to these comments.  The Department will either make changes to the proposed regulations or provide a written explanation of why particular comments are not being accepted.  If changes are made, there will be a subsequent public review process prior to HCD submitting the proposed regulations to the Office of Administrative Law for final approval.

Regarding the application process, Mr. Friedman testified that the process HCD used in 2004 for the designation of three new EZs was based upon the process used by the now defunct Technology, Trade and Commerce Agency.  HCD found that the process was too long and complicated.  Mr. Friedman further explained, "there was often not enough detail in the plans submitted by the applicants which became the heart of the governing MOU.  And, we've learned that this lack of detail makes it more difficult to measure an Enterprise Zone's successes or shortcomings in a meaningful way."

HCD has proposed streamlining the application process and requiring greater detail in defining goals and performance measures in applications to allow for more meaningful audits.  HCD proposes a six month timeline for the application process to prevent a potential lag between zones expiring in October, 2006, which may be competitive in the new round of designation.  The Department also intends to require the submission of more data to help evaluate the effectiveness of the Program.  The new application for enterprise zone designation was released March 07, 2006.

Mr. Friedman testified that the Administration supports the elimination of the sunset on the $10 administrative fee on enterprise zone hiring credit applications.  Currently, the $10 fee is set to expire on July 1, 2007.

Ms. Patrice Gau-Johnson, Assistant Services Director, Legislative Services Bureau, Franchise Tax Board (FTB), updated the Committees on the recent Board of Equalization (BOE) decision regarding FTB's capacity to audit hiring credits and the potential impact of HCD's proposed regulations on FTB.

BOE heard the appeal of the Deluxe Corporation on January 31, 2006, regarding the disallowance of enterprise zone hiring credit vouchers.  Consultants argued FTB cannot challenge decisions by the local issuing authority.  The preliminary decision by BOE is that FTB has the authority to challenge the documentation presented to support the claim for a voucher; however, the validity of the specific vouchers in question were left for a future determination.

Chairman Arambula inquired whether FTB participated in the public comment process regarding HCD's proposed regulations and Ms. Jeanne Harriman, Program Specialist III, Franchise Tax Board, said that FTB expressed some concerns regarding the proposed regulations.  

The FTB's main point of concern related to the "alternative source of documentation" allowable under HCD's proposed regulations.  Ms. Harriman stated the alternative source allowance will most likely lead to the same problems currently encountered from interpretations of what constitutes sufficient documentation for proof of a hiring credit voucher.  It was inferred that the proposed regulations contain insufficient standards for determining what documentation is adequate.

Ms. Harriman pointed out that the business expense deduction offered by enterprise zones is not utilized often on tax returns because the deduction is not too valuable for large taxpayers, especially for multi-state firms, comparative to other credits and deductions.  The net interest deduction is heavily used by the financial institutions; however, the deduction often raises questions of what debtors qualify.  Often, the administrative agency and tax consultants differ on interpretations of what debtors qualify for this specific deduction.

Paul Saldaña, President and CEO, Tulare County Economic Development Corporation and Chair, Board of Directors, California Association for Local Economic Development, addressed benchmarking economic development projects, setting goals and objectives, land use planning, local incentives, and the importance of working in coordination with local governments.  

The purpose of Mr. Saldaña's testimony was to provide Members of the Legislature and the public with information about what constitutes a sufficient local economic development strategy.

Mr. Saldaña noted communities that apply for EZ designation typically want to bring change to their community, hence the application; however, the application process has empirically been formatted in a way that merely solicits responses to pre-existing questions, ie., how are you going to market the zone?  Mr. Saldaña pointed out that it is impossible from the requested information to determine what communities have a strong economic development strategy.  It was argued that many fundamental elements to a successful economic development strategy including: what industries the area will target, how the community proposes to change with economic fluctuations, what types of infrastructure requirements there will be for targeted industries, what local attributes exist, etc., are completely missing from the application process.

Testimony was provided on how and why Tulare County has been so successful in attracting businesses and creating jobs.  Much of the success of their program, according to Mr. Saldaña, results from the eight cities and County undertaking a cooperative venture for economic development.  The cities and County economic development strategy, complete with quantifiable goals and benchmarks, has become a rallying point for economic development within the region.  Because of Tulare's specific strategy and benchmarks, Mr. Saldaña was able to present to the Committees quantifiable successes of their program throughout the region. 

The Committees next heard from two academics and HCD on recent reports that have attempted to evaluate California's Enterprise Zone Program.  Dr. Ted Bradshaw, Associate Professor of Community Development and Economic Development, University of California, Davis, and Senior Associate, Applied Development Economics, presented findings from his study, "Cost-Benefit Analysis of California's Enterprise Zone Program."
Dr. Bradshaw's study was funded by the California Association of Enterprise Zones and written in consultation with the Applied Development Economics consulting firm.  The study used ES 202 data from the Employment Development Department (EDD) to ascertain employment numbers by zip code.  The zip code data does not exactly match zone boundaries so the study utilized help from local zones to approximate what percentage of a zip code was located within an enterprise zone.  

The same estimated percentage of a zip code in an enterprise zone was used as a percentage of overall employment within a zip code to estimate the number of jobs in the enterprise zone.  Referencing a previous study on EZs, it was assumed that 1/3 of the estimated number of jobs within a zone were a direct result of zone designation.  Revenue generated and wages earned were estimated based upon employment within enterprise zones.

Dr. Bradshaw mentioned that many previous studies have shown negative results of the Program; however, his research found the cost of California's Enterprise Zone Program was relatively low compared to the economic benefits of the Program.  The results of the study showed the costs of the Program increase geometrically while early employment growth occurs early when zones are first designated and tapers off over time.  

According to Dr. Bradshaw's study, the cost of the personal and corporate tax incentives in 2002 was $173 million, while the 2002 personal income tax, sales tax and corporate taxes attributable to enterprise zones is estimated at $249 million.

Despite the majority of job growth occurring early in the designation of the zone, and costs growing dramatically afterward, Dr. Bradshaw warned against misinterpreting this data.  He noted that it often takes time for businesses within zones to begin generating positive revenue and therefore may be delaying using the credits.  Further, businesses often make business location decisions based upon long-term revenue estimates that rely on consistent taxation policies.

Chairman Arambula inquired whether the methodology from the study could be used to ascertain the results of individual zones.  Dr. Bradshaw said the methodology could be used for individual zone evaluation; however, he included the proviso that since zip code data does not match zone boundaries there will be estimations on what portion of economic activity and employment within a zip code occur within an enterprise zone.
Dr. Suzanne O'Keefe, Assistant Professor, Department of Economics, California State University, Sacramento, presented findings from her study, "Job Creation in California's Enterprise Zones: A Comparison Utilizing Propensity Score Matching Model."

Dr. O'Keefe's goal was to ascertain the effectiveness of California's Enterprise Zone Program by measuring employment growth in EZs.  The methodology used by Dr. O'Keefe is perhaps the most sophisticated attempt to find a valid control group of any of the major reports examining California's EZs.  A propensity score matching model was used, utilizing census tract data to estimate the probability of each tract becoming an EZ.  Census tracts designated as EZs were compared to the most similar census tracts in the same county, without designation, and then job growth rates were contrasted.

Confidential ES 202 data from EDD was used to ascertain employment and payroll numbers and firm addresses were geocoded to isolate what economic activity occurred within designated enterprise zones.  Dr. O'Keefe's study was the first academic report on California's Enterprise Zone Program to be able to geocode the data to isolate what portion of economic activity within a zip code is outside the boundaries of an EZ.  Dr. O'Keefe had to receive special permission from EDD to access this confidential information.

Dr. O'Keefe found EZ designation increases employment 1.7% annually; both the number of firms and monthly earnings were slightly lower in enterprise zones than in compared areas but the degrees of difference were not statistically significant.
Richard Friedman discussed the study HCD commissioned on the impact of the California Enterprise Zone Program.  Mr. Friedman's testimony was mainly process-related because the study has not yet been released.  Mr. Friedman provided insight into what HCD asked for in their contract for an evaluation of the success of California's Enterprise Zone Program.

Rosalind Guerero, redevelopment and economic development manager, City of Calexico Redevelopment Agency, presented information on the Manufacturing Enhancement Area program and its effectiveness in Imperial Valley.  

Ms. Guerero spoke about Imperial's successes in attracting new businesses.  Very specific examples were provided about businesses that chose to locate in Imperial, over other states, because of economic incentives offered by California.  It was noted that despite the fact that many of the employees of the economic incentive areas live in Mexico (Mexicali), much of the revenue they earn from their California employment stays in California.  Ms. Guerero spoke to the need of Imperial to have an EZ and a MEA because much of the economic development successes that have occurred in the region are a result of these two programs.

Paul Saldaña presented information on the Targeted Tax Area (TTA) program and the effectiveness of the program for Tulare County.  Mr. Saldaña noted how Tulare strategically considered what industries were viable and desirable for the community prior to targeting industries.  After the targeted industries were identified, Tulare County began providing incentives for firms in these industries to operate in the area.  

Mr. Saldaña asserted that the specific targeting of strategic industries best suited to job growth in the area has played a major factor in the successes of the area.  Targeting industries has led to industry clusters in Tulare County making further business attraction more viable.  Specific numbers on job creation were provided to the Committees because Tulare County specifically utilizes their own independent audits to compare the success of the TTA to the benchmarks and goals of the area's economic development strategy.

Loretta Schlosser, Department of Commerce, Merced County, and President, California Association of Enterprise Zones, testified about California's Local Agency Military Base Realignment Areas (LAMBRAs).  Ms. Schlosser identified three key impediments to economic development on these former military bases.  First, environmental issues because military bases do not face the same environmental restrictions as civilian areas.  Second, Ms. Schlosser commented on the enormous challenges of developing land before having access to land titles.  She noted it was virtually impossible to get bonding or other financing without ownership of the land title.  She also stated that eight years was far too short of a timeframe for LAMBRAs because it could take years to get title transferred.  Because of the problem noted, legislation was recently enacted allowing the LAMBRA timeframe to begin either when the first voucher is issued or when the land title is transferred; however, it was noted clarification is needed regarding this legislation.

Chris Micheli, representing the Association of California Enterprise Zone Employers, pointed out that as California did away with the manufacturers investment credit in 2003, there remain only around a dozen tax credits offered to businesses in California.  Despite this number, there are really only two incentives of significance for firms to do business in California.  The first incentive is the research and development tax credit, which piggybacks on the federal program.  The second incentive is the Enterprise Zone Program.  Mr. Micheli noted that it would be unfair to businesses located in EZs to change the rules on these credit midstream.

Mr. Micheli noted the BOE decision in the Deluxe appeal will likely solve the problems of the inappropriate issuance of hiring credit vouchers and perceived abuses related to hiring credits because it effectively gave FTB the authority to audit behind the vouchers.

Mr. Micheli argued the Legislative intent of California's Enterprise Zone Program is broader than inferred at previous hearings.  It was noted that the intent of the Program is to increase business growth and increase job opportunities for all Californians not just poor Californians or difficult to employ Californians.

Lenny Goldberg, representing the California Tax Reform Association, testified about problems in the Program he would like to see changed prior to any extensions or new zone designations.  Mr. Goldberg pointed out there is a lot of language in statute that is currently obsolete and noted this language should be cleaned up to preclude misinterpretation.  

Mr. Goldberg also spoke about the need to update the portions of EZ statute referencing Targeted Employment Areas (TEAs).   The TEAs allow firms to claim hiring credits for hiring any individual living within a TEA.  It was argued that urban areas often undergo gentrification processes without updates to the TEAs.  Individuals who live in gentrified areas, despite their prospects of employability or economic status, are eligible for hiring credits as long as they live in the designated TEA.  Mr. Goldberg gave many examples, including the Long Beach port area, the portion of San Francisco surrounding SBC Park, and many parts of Oakland, which include areas with million dollar homes, of ritzy areas designated as TEAs.  One of the largest policy questions surrounding TEAs was mentioned, are TEAs about helping geographic areas or the people within the areas?

The growth of the cost of the Enterprise Zone Program roughly parallels a recent change in statute when hiring credit eligibility changed from being enrolled in specific social service programs to being eligible for said social service programs.  Mr. Goldberg argued that, with creative interpretation of statute, this specific statutory change may lead to many people qualified for hiring credits because of the universal eligibility of the Workforce Investment Act.  As an example, Mr. Goldberg spoke of a formerly self-employed six-figure information technician professional, who lost their job in the dot come bust, being eligible for a hiring credit, despite their education and economic standing.

Mr. Goldberg suggested that hiring credits should only be offered for net job expansion, as a way to solve the perverse incentive of churning employees to maximize the value of hiring tax credits.  Lastly, Mr. Goldberg noted that when California's Enterprise Zone Program first began, the areas being designated were, for the most part, the neediest areas of the state; however, as the Program has expanded to include more and more zones, many areas that are relatively well-to-do are being designated.

Ms. Jean Ross, executive director, California Budget Project, articulated that studies of California's Enterprise Zone Program attempting to ascertain a cost-benefit analysis of the Program are fatally flawed.  The statute authorizing the Program does not call for data collection of job growth in firms utilizing the hiring credits versus job growth in firms not utilizing the hiring credit.  It was argued that without data comparing job growth between firms claiming hiring credits and firms not claiming hiring credits, the cost benefit of the Program cannot be reasonably ascertained.

Moreover, ES 202 data, which is often used for enterprise zone research, is significantly flawed because employers often report all of their employees on a single form and employees can use a single address for all employees without reference to the specific site of each individual employee.  For instance, an employer physically located in a Sacramento zip code may employ individuals in San Francisco but claim all of their (Sacramento and San Francisco) employees on a single EDD form using their Sacramento address.

Ms. Ross argued that a study by David Dowall, Professor of City and Regional Planning, University of California, Berkeley, utilized survey results to try to determine the benefit of enterprise zone designation.  The Dowall study recorded many large businesses who openly stated that hiring credits had no impact on their location decision.  Ms. Ross extended this analysis to extrapolate that business location decisions are only impacted within a metropolitan area not between metropolitan areas as a result of enterprise zone hiring credits, an observation echoing the findings of the Legislative Analyst's Office.

It was noted the Program is so vast that areas as disparate as Calexico and San Francisco have zone designation.  Ms. Ross testified that it is necessary to look into what types of businesses are claiming hiring credits and mentioned that a large portion of hiring credits claimed in San Francisco are from hotels even though zone designation is probably not the reason for the large hotel market in San Francisco.

Loretta Schlosser and Lina German spoke on behalf of the California Association of Enterprise Zones (CAEZ).  Both women spoke to the need of preserving the integrity of the Program and echoed previous sentiments about the need to collect proper data to aid in future Program evaluations.

Ms. Schlosser asserted that the problems in Oakland are being addressed and despite their negative publicity in the press, the problems are not shared amongst all EZs.  She also noted that opponents of the Program point to zones that encompass areas not typically thought of as distressed; however, when these areas were originally designated they demonstrated need in their application and any economic turnaround in their geographic area should be thought of as a success of the Program.

Ms. Schlosser submitted a letter from Stanislaus County and Lina German spoke about an ad hoc committee that was formed to address the required environmental impact report (EIR) as a portion of EZ applications.  Ms. German pointed out that the EIR requirement is duplicative because proposed development or changes in zoning authority already triggers an EIR and EZ designation is merely an economic development tool for geographic areas.

Appendix I

20 Years of California Enterprise Zones:

A Review and Prospectus

March 14, 2006 – Review of Policy Issues and Recommendations
The Assembly Committee on Jobs, Economic Development and the Economy and the Assembly Committee on Revenue and Taxation held four joint hearings to examine California's Enterprise Zone Program.  This appendix provides an agenda and a summation of issues covered and questions raised in the Tuesday, March 14, 2006 joint hearing.

20 Years of California Enterprise Zones:

A Review and Prospectus
 Review of Policy Issues and Recommendations

March 14, 2006, Sacramento, California
AGENDA 
I.
Welcome, Introduction, and Opening Statements 
Juan Arambula, Chair, Assembly Committee on Jobs, Economic Development, and the Economy

Johan Klehs, Chair, Assembly Committee on Revenue and Taxation

Other Members of the Legislature 
II.
Overview of Key Issues from Three Hearings 
 Juan Arambula, Chair, Assembly Committee on Jobs, Economic Development, and the Economy

III.
 Stakeholder Panel I 
· Loretta Schlosser, California Association of Enterprise Zones

· Wayne Schell, California Association for Local Economic Development

· Jean Ross, California Budget Project

· Paul R. Di Tomaso, California Employment Opportunity Network
· Matt Sutton, California Manufacturers & Technology Association 

IV.  
Stakeholder Panel II 

· Lenny Goldberg, California Tax Reform Association   

· Kyla Christoffersen,  California Chamber of Commerce  

· Teresa Casazza, California Taxpayers Association
· Chris Micheli, California Strategies and Advocacy

· Mike Herald, Western Center on Law and Poverty
V.
Technical Issues from Administration Representatives
· Representative from the Department of Housing and Community Development 
· Representative from the Employment Development Department

· Representative from the Franchise Tax Board

VI.
Comments from the Public 

Individuals wishing to provide comment before the Committee are requested to sign the register located at the rear of the hearing room.  Comments will be strictly limited to three minutes.  Written comments will also be accepted up until noon on March 17, 2006.
VII.
Concluding Statements and Comments

Other Members of the Legislature

Johan Klehs, Chair, Assembly Committee on Revenue and Taxation
Juan Arambula, Chair, Assembly Committee on Jobs, Economic Development, and the Economy
Summary of Legislative Oversight Hearing, March 14, 2006

On Tuesday, March 14, 2006, the Assembly Committees on Jobs, Economic Development, and the Economy (JEDE) and Revenue and Taxation (R&T) convened a joint hearing, at the Capitol in Sacramento, to complete its review of the California Enterprise Zone Program (EZ Program).

The hearing, the fourth in a four-part series reviewing Enterprise Zones (EZ) and other geographically-targeted economic development areas (G-TEDAs), brought together three stakeholder panels to address seven major policy questions regarding California's Enterprise Zone Program.  The seven policy questions were derived from the three previous hearings, where the Committees heard from a wide spectrum of individuals, who presented over 60 different specific policy recommendations.

The seven policy questions were:

1. Intent of the Program - What should be the intent of the EZ Program?  What is the purpose of the EZ Program in relation to California's overall economic development strategy?

2. The Path Forward - With 18 of the 42 existing EZs coming to term by the end of the year, what is the most prudent legislative action for the Legislature to take?

3. Target Communities - What communities should be targeted for EZ benefits?  What are the optimal physical and social conditions that should be used to designate an EZ?  How important is having land contiguous to each other in an EZ?  What should be the priorities for awarding designations?

4. Program Accountability - Are EZs properly accountable to their local government(s) and the state?  Are the activities of EZs sufficiently monitored to ensure the public is receiving its return on investment?  Does the current de-designation process ensure accountability?

5. Program Operation - Are the existing state incentives being administered properly?  What state objective(s) does or should the hiring credit meet?  Which prospective employees should be targeted?

6. Strategic Mix of Incentives - Does the EZ Program have the proper mix of business incentives?  Are there incentives that should be added or taken away?

7. Return on Investment - Is the EZ Program the best use of state resources relative to business development and community revitalization?

The first panel comprised of Loretta Schlosser, California Association of Enterprise Zones, Wayne Schell, California Association for Local Economic Development, Matt Sutton, California Manufacturers and Technology Association, Jean Ross, California Budget Project, and Paul R. Di Tomaso, California Employment Opportunity Network.

Chairman Arambula asked the panel, "What is, or what should be the intent of the California Enterprise Zone Program?"  Loretta Schlosser pointed out that the current statute provides intent language that spells out the objective of the program, creating a business friendly environment will increase job opportunities, which in turn will improve the overall economy.  Wayne Schell noted that EZs cannot fix communities entirely and the program should not be viewed as a means to save communities.  It was asserted that the namesake of the program, using the term enterprise, connotes that it is a venture activity and the focus is on driving good jobs in California, thus providing benefit to communities.  

Jean Ross stated that California needs to target the neediest communities and the program should focus on improving the lot for the most disadvantaged persons in those communities.  Jean Ross pointed out that what is important is that the program targets the neediest communities and that many of the abuses in the program are a result of not properly targeting what areas are designated EZs.  Matt Sutton mentioned that he understood both visions and, from the manufacturing standpoint, EZs offset costs to allow the employment of a larger workforce in quality jobs.

Loretta Schlosser was asked what is the most prudent legislative action for the Legislature to undertake.  Ms. Schlosser stated that the California Association of Enterprise Zones (CAEZ) supports extension legislation if EZs can show they need the extension.  She also noted that the Environmental Impact Report (EIR) process, in the application for designation, is too cumbersome.  Moreover, with so many EZs expiring in October of 2006 and the Department of Housing and Community Development's (HCD) regulations pending, the minimum action that should be taken is a two-year hiatus where expiring EZs continue with their designation and no new EZs are designated.

When asked about EZ accountability she noted that EZ managers are accountable to their local jurisdictions.  EZ managers are in charge of the overall management of the budget process; they submit an annual report to HCD, and are in charge of the daily operating functions of the EZs.  It was noted that with the transition of program responsibility from the Department of Commerce, to the Trade and Commerce Agency, to the Technology, Trade and Commerce Agency, and finally to the Department of Housing and Community Development, the state has not provided proper guidance to ensure accountability.

Lastly, when asked about California's return on investment (ROI), Ms. Schlosser asserted that any specific percentage quantifying the ROI is a façade because the benefits that EZs provide are not easily quantifiable.  The true benefit of EZs is the revitalization of distressed communities but this is impossible to numerically quantify.  

Assemblymember Carol Liu asked Jean Ross why the ROI is not quantifiable and Ms. Ross answered that there is no way to assess the program as currently structured.  It was pointed out that data gaps in the current research have led to serious methodological problems with reports attempting to quantify ROI.  For instance, studies calculate new hires as benefits resulting from EZ activities; however, these studies don’t isolate the variables of hires with businesses claiming hiring tax credits versus hires with businesses not claiming hiring tax credits.

Ms. Ross pointed out that studies of Great Britain's EZ programs have been mixed, at best, on the value of EZ programs.  Most studies point out that businesses within metropolitan areas merely shift around, as opposed to EZs creating new or expanding existing businesses, to take advantage of tax credits.  She also mentioned that, within the California program, 2/3rds of those vouchered for hiring credits lived within targeted employment areas, with no conditions, such as poverty requirements, attached.

Chairman Arambula asked Ms. Schlosser whether she felt the de-designation process was working.  She mentioned that, in theory, the process works; however, there is not enough HCD staff for the process to work properly.  Ms. Schlosser pointed out that the process of auditing EZs every five years should discover any problems and that EZs do try to monitor themselves.  It was noted that eliminating the process of cross-jurisdictional vouchering would take care of most of the problems that have fueled concern for the de-designation process.  It was also mentioned that 61% of Oakland's vouchers were for employees from other EZs.

The panel subsequently moved to a discussion of whether or not the program provides the proper business incentives to encourage business activity.  Ms. Ross spoke about the need to reform the hiring credit provisions.  She pointed out that 65% of vouchered employees were targeted employment area (TEA) residents and asserted that many of these individuals do not per se face barriers to employment. 

She recommended eliminating the TEA provisions altogether.  Furthermore, she recommended further limiting eligibility for hiring credits, to only those enrolled in certain social service programs, restricting ex-offenders to ex-felons, and overall limiting eligibility to those who have had difficulty in finding employment.

Wayne Schell argued that the de facto result of Ms. Ross' recommendations would be to limit the hiring credit to service sector jobs.  Mr. Schell asserted that the program is not a welfare program but an investment tool for economic development.  He noted that measurements are essential but cannot be the same in every place and that EZ investments should be based upon a community strategy not a single state objective.  Moreover, a large problem is that California does not currently have an overall economic development strategy, making it difficult to place the EZ program in context of a larger economic development policy.

Matt Sutton stated the current mix of incentives is good and the program is one of the last business incentive tools, along with the research and development tax credit, available in California.  Mr. Sutton mentioned that it is impossible to overestimate the value of certainty to the business community.  Businesses need clear guidelines and have confidence that incentives will continue for specified durations in order for the enticements to work.

Paul R. Di Tomaso mentioned that he supports a two-year extension for currently designated EZs in order to allow HCD time to standardize regulations.  He mentioned that he was in favor of eliminating cross-jurisdictional vouchering; however, disagreed with the recommendation that the ex-offender qualification be limited to ex-felons because he believed many individuals without felony convictions still face barriers to employment, specifically those with a DUI or embezzlement conviction.

Chairman Arambula next inquired of the panel how the state should target communities for EZ designation.  Mr. Schell noted that it is difficult to ascertain a single state standard because urban and rural communities face very different "distress" factors.  Jean Ross asserted that the state needs to target carefully because the EZ program results in over $300 million of tax expenditures annually that don't go towards transportation or education.  She also noted that obsolete references in code should be updated and recommended EZs need to continually qualify to ensure only distressed areas of the state remain designated.

The panel next discussed whether there were better programs that might substitute for the EZ program.  Hypothetical scenarios mentioned were investing more dollars in a skilled workforce and infrastructure and lowering, across the board, the corporate tax rate.  

Mr. Sutton mentioned that California is one of only three states to collect sales tax on machinery purchases.  He argued that taxing inputs to wealth creation is problematic and recommended California eliminate the sales tax on machinery purchases to make the state more enticing to manufacturers.

Mr. Schell pointed out that California needs a state economic development vision.  He mentioned that with the dissolution of the Technology, Trade and Commerce Agency, the state does not even have an agency to deal with economic development, let alone a comprehensive plan or a strategy for implementation.  It was noted that these things would help any economic development program, such as the EZ program, by placing them in context.

The panel provided some concluding comments before the hearing moved on to the second panel.  Mr. Di Tomaso noted that EZs have brought companies from out of state and these companies have invested tens of millions of dollars in California communities.  He stated that the Legislature should tweak certain parts of the program to make it more efficient; however, a complete overhaul would be too radical and counterproductive.  

Ms. Schlosser asserted that simply decreasing the overall corporate tax rate would do nothing to help distressed communities attract businesses and the EZ program provides certain necessary advantages to distressed communities to help them compete for business activity and investment.  Mr. Sutton said 342,000 manufacturing jobs have already been lost in California since January 2000, and quoted a Milken report that found manufacturing in California to be 24% more expensive than the average rate in the United States.  He mentioned that he is open to reforms where abuses exist but asserted the importance of keeping manufacturing in the state.  Mr. Schell concluded California needs to remain competitive with new emerging sectors, including nanotechnology and biotechnology, and that California is faced with having research and development conducted in state while the manufacturing of those ideas occur elsewhere.

The second panel comprised of Lenny Goldberg, California Tax Reform Association, Kyla Christoffersen, California Chamber of Commerce, Teresa Casazza, California Taxpayers Association, Chris Micheli, California Strategies and Advocacy, Mike Herald, Western Center on Law and Poverty, and Kathy Hatch, American Electronics Association.

Chairman Arambula commenced the second panel with the same question asked of the first panel, "What is, or what should be the intent of the California Enterprise Zone Program?"  

Teresa Casazza stated the goals of the program are clear in the intent language of the statute and that, if anything, the program needs some structural changes; however, the intent of the program is appropriate.  Chris Micheli quoted the intent language and pointed specifically to the portion of code that references the intent of the program to provide job opportunities to all Californians.  

Lenny Goldberg mentioned the program has lost its original intent.  He noted that Congresswoman Maxine Waters, during her tenure in the state Legislature, was an early author of the EZ Program, had envisioned a program to improve inner city areas by creating jobs for those who are difficult to employ.  

Mike Herald pointed out that California is faced with placing 500,000 persons into work or risk losing federal moneys.  He proposed that using CalWORKs as an element for the hiring credit might be one part of the program.  He mentioned that the state needs to define what it wants out of the program and that there needs to be a better connection between social service programs and economic development programs.  Kyla Christoffersen asserted the California Chamber of Commerce is supportive of the original statutory intent of the program and that incentives to hire any unemployed individuals is a positive investment for the state.  She noted that the state does not need an economic study to know that hiring unemployed persons is good policy.  Kathy Hatch mentioned that the program has not historically been a factor for hi-tech and that it is important that small manufacturers are able to utilize EZ credits.

Chairman Arambula asked what areas of the state should be targeted for EZ designation.

Ms. Casazza asserted the state should not limit what economic development tools are currently in the toolbox.  She stated that locals know what is best to target and the door should be left open to local business community needs. 

Lenny Goldberg stated that the maps of EZs in 1992 demonstrate a group of designated areas that was highly focused and properly targeted.  In comparison, he pointed out a single large company in Oakland recently claimed over two million dollars in hiring credits, which, he said resulted because of the lack of proper targeting.  He mentioned areas with high poverty rates and persistently high unemployment rates should be designated.  Mike Herald noted the state needs to make a policy decision on where to locate EZs, but that one area that might be considered is the counties per capita usage of CalWORKs.  He noted counties such as Kern, Imperial, Stanislaus, and Fresno would all be areas that would qualify if the state used CalWORKs usage rates on a per capita basis.

Senator Mike Machado mentioned that the Legislature should not approve changes in the EZ program without changes in the Revenue and Taxation Code.  He mentioned altering the Job Training Partnership provisions, the TEA's, and the net interest deduction provisions.  The Senator noted that the long listing, in statute, of who is eligible for hiring tax credits alludes to the fact that the Legislature never meant for the program to be universally accessible.

Mr. Goldberg pointed out that federal money is tied to how many individuals are actually enrolled in certain social service programs and that using the standard of enrolled in programs, as opposed to eligible for programs, is a bright line that will stem abuses.

Ms. Casazza noted the California Taxpayers Association supports the extension of EZs. Changes made prior to HCD's regulations becoming final would be premature.  She noted concern about scaling back incentives that businesses rely upon.  She also pointed out that retroactive changes in law are unfair because businesses made decisions based upon incentives offered.

Ms. Christoffersen followed up on these sentiments by asserting the program needs to remain business friendly in order to have any positive impact.  She mentioned changes midstream in the program would work against the goal of helping economically distressed areas of the state.

Mr. Micheli asserted Oakland's previous problems were addressed with the new Memorandum of Understanding signed between HCD and the Oakland EZ.  He argued reform bills that narrow eligibility are premature because the HCD request for proposals addresses any overall program issues.  Continuity of the existing program incentives, he said, is important to firms that made business decisions based upon existing incentives.  He concluded with the point that HCD has addressed previous programmatic issues and the new HCD application for EZ designation also includes significant improvements.

Mr. Goldberg concurred HCD has been doing well; however, he asserted the department is doing a good job with antiquated tools, i.e., statute is ambiguous and has many obsolete references.  Mr. Goldberg stated that rural areas lose their competitive advantage when the state designates urban zones, in areas like San Francisco, Long Beach, and Oakland, because businesses will prefer the urban areas.  He concluded with three overall suggestions: tightening the definition EZs, providing a bright line for eligibility standards, and correcting the numerous tax abuses.

Mr. Herald echoed the idea that HCD has the capability to administer the program.  He pointed out that the code, as is currently written, is, however, next to impossible to administer and replete with federal social service program references that no longer exist.  He questioned whether the program was about business development or job promotion and noted the need to provide some teeth to the law regarding prioritization of intent.

The third and final panel comprised of Richard Friedman, Department of Housing and Community Development, Charles Kilbourne, Employment Development Department (EDD), and Brian Putler, the Franchise Tax Board (FTB).

Chairman Arambula asked HCD whether or not the department has the tools necessary to implement the statute.  Mr. Friedman stated the new HCD application has made great strides over previous EZ applications by requiring greater detail in the memorandum of understanding, significantly improving HCD's ability to audit EZs.  Mr. Friedman also noted that the proposed HCD regulations will fix many of the problems that have been highlighted in the course of the previous three EZ hearings, including the lack of predictability for EZs and the forum shopping for EZ managers who require little documentation for hiring credits.

Chairman Arambula inquired of the representatives from EDD why they stopped issuing vouchers.  Mr. Kilbourne said the vouchering by EDD ended in the late 1990s because a related federal program ended and EDD's responsibilities were somewhat linked to the federal program.  The Legislature reestablished a role for EDD and since then EDD has had a collegial relationship with local jurisdictions by providing certain select services, such as the pre-screening of applicants for hiring credits.  

The next question related to the references to outdated federal programs in statute.  The representative from EDD mentioned that the successor program to the federal JTPA program is the Workforce Investment Act (WIA), which has different eligibility than JTPA.  WIA offers services to those at least 14 years of age, and are legally allowed to work in the country.  WIA is therefore a nearly universal and comprehensive job training program.  It was noted that since current statute provides that those eligible for services to the successor program to JTPA, those meeting the requirements aforementioned are eligible for a hiring credit.  Moreover, it was noted that since intensive services, as opposed to core services, are need based, these individuals are closer to being the economically disadvantaged persons some proponents argue should be targeted for hiring credits.

Chairman Arambula asked Brian Putler whether it is appropriate for a business located in multiple EZs to be able to voucher all employees from one EZ.  Mr. Putler noted that a good vouchering system is needed in order for FTB to properly audit.  Mr. Putler was also asked whether the Legislature could give FTB the authority to accept or reject EZ hiring credits and he mentioned that FTB would be happy to work with Committee staff to find a less disjointed process where vouchers are applied for in one place, accepted or rejected in another, and audited in another.  Lastly, Chairman Arambula asked whether FTB could give priority to auditing hiring credits.  Mr. Putler responded that FTB prioritizes audits based on a cost benefit analysis and that if hiring credits were prioritized the result would be to shift internal allocations. 

Chairman Arambula provided some concluding comments to summarize the intent and outcome of the four-part hearings on the EZ Program.  Chairman Arambula noted that he had originally anticipated developing a model for evaluating the state's return on investment with the program.  He noted that the Legislature is tasked with the important duty of monitoring state programs to ensure California taxpayers are receiving sufficient services for their money.

It was determined in the past few months that it would be extremely difficult to assess the state's return on investment based on the statutory structure of the program.  There are many contributing factors to this situation, he said, including: repeated changes in Administrations, the impact of Proposition 140, and the dissolution of the Technology, Trade, and Commerce Agency in 2003.

Chairman Arambula pointed out that during the past 20-years, the state has:

1. Failed to set a single standard for evaluating the EZ program;

2. Not required communities to have comprehensive economic development strategies in order to access the program; and,

3. Too often waited for the press to identify problems before taking action. 

He also noted that not until 1998 were mandatory performance reviews of individual EZs became a statewide policy.  The Chairman mentioned that the Legislature is in a vicarious position due to 18 of the 42 existing EZs reaching the end of their designations in 2006; however, the state is not armed with the necessary information to calculate a cost-benefit analysis of the program. 

Chairman Arambula further noted:

· HCD is on the right track toward administering a more effective program;

· Communities use the program in different ways depending on the unique circumstances of their areas;

· Implementation of the program must be governed by local comprehensive economic development strategies;

· Links between the program, and especially the hiring credit, with the workforce development and employment development community are inadequate and must be addressed;

· EZs need to be more accountable to the state and local governmental bodies;

· Increasing accountability of the program will benefit EZ communities, businesses, employees, and the people of California;

· Complete and accurate data is necessary to strengthen program accountability.

Chairman Arambula highlighted the point that, designating new EZs while the program has known and significant flaws would not be an appropriate action for the Legislature.  And, he noted that he is inclined to support the continuance of the program on the following conditions:

· Past abuses are corrected and systems are set in place to prevent future abuses

· Methods to evaluate the effectiveness of the program are put in place;

· Periodic measurements of the program, by the Legislature, occur; and 

· Economic development and workforce investment activities are more closely aligned.

With that, Chairman Arambula stated that he felt the two Committees have fully undertaken their responsibilities to review the program and he expressed confidence the appropriate reforms could be made to hold the program accountable to the people of California.

Appendix J
California’s Enterprise Zone Program:

A report presented by the LAO
At a joint hearing by the Assembly Committee on Jobs, Economic Development, and the Economy and the Assembly Revenue and Taxation Committee on December 5, 2005, the Legislative Analyst's Office provided testimony on California's Enterprise Zone Program utilizing the following report.
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M Tax incentive areas—Enterprise Zones (EZs), Manufacturing
Enhancement Areas (MEAs), Targeted Tax Areas (TTAs), and
Local Agency Military Base Recovery Areas (LAMBRAs)—were
selected based largely on their socio-economic characteristics
and on their prevailing level of economic distress.

M Legislation was effective in 1984 for EZs, in 1998 for MEAs and
the TTA, and in 1993 for LAMBRASs.

M Extensive tax benefits are available for employers located in
zones—including hiring credits, sales and use tax credits (SUT),
accelerated depreciation, net interest deductions for lenders, and
the longer carryforward of net operating loses.

W In some cases there can be preferential treatment for state
contracts.

W Benefits are also available for having employees who reside
in a Targeted Employment Area (TEA).

M Tax benefits vary based on the designation of the zone, as
shown in the table below.

Longer NOL ~ Sales and Lender
Hiring  Carryforward ~ UseTax  Accelerated _Interest
Credit  Period Credit  Depreciation Deduction
Enterprise Zones X X X X X
Manufacturing Enhancement Zones X
Targeted Tax Areas X X X X
Local Agency Miitary Base Recovery Areas X X X X
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Tax Incentive Areas—
Number and Expiration

M There are 42 separate EZs—including six multijurisdictional
zones—resulting in 56 separate locations.

m Original draft legislation for EZs in 1983 called for establish-
ing no more than ten zones in the state.

W In 2006, 18 EZs expire unless their status is renewed through
legislation. Another 13 expire in 2007 and 2008. The remai-
ing EZs expire between 2009 and 2012.

M In addition, there is one TTA, two MEAs, and eight
LAMBRAs.
® The TTA expires in 2013 and the MEAs in 2012.
® The LAMBRASs expire between 2007 and 2012.
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The total revenue impact on the state is currently in the low hun-
dreds of millions of dollars annually.

W For all tax incentive programs and for all types of areas, in-
come taxes for tax year 2003 were reduced by about
$318 million.

® Tax returns claiming some form of tax incentive for all the
programs totaled 9,544 for 2003.

® The Corporation Tax (CT) accounted for 70 percent of these
revenue reductions and 50 percent of the returns.

EZs accounted for $282 million of the $318 million total revenue
reduction. Claims under the now-expired Los Angeles Revitaliza-
tion Zone accounted for almost all the remaining $36 million.

The hiring credit is by far the most “expensive” for the state in
terms of forgone revenues. In 2003, this accounted for $178 mil-
lion of the CT revenue reduction attributable to EZs.

m Of these credits granted to “known zones,” 27 percent went
to San Francisco, Long Beach, Oakland, and Santa Ana.

For the CT, 45 percent of the benefits went to trade and financial
services, and 24 percent went to manufacturing.

In 2003, 57 percent of the tax benefits went to companies with
assets of $1 billion and over, and 50 percent of the tax benefits
went to companies with receipts of $1 billion or more.
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M Revenue analysis in 1983 by Franchise Tax Board (FTB) indi-
cated that the revenue impacts would depend on the number of
tax incentive zones and the response to them from the business
community, but that such revenue reductions “could be in the
millions.”

M Usage of the hiring credit and SUT credit in EZs have expanded
dramatically over the life of the program, as shown in the figure.
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The tax effect of the EZ net interest deduction for lending institu-
tions has also expanded rapidly.

m For CT taxpayers, this expanded from $4.6 million in 1995 to
$23 million in 2003. It is estimated to be in excess of
$25 million for 2004.

® Tax returns claiming this incentive grew by 120 percent over
the period.

Tax credits claimed through amended returns totaled
$170 million over the five years 1999 through 2003.

The number of employees reported on tax returns grew from
24,190 to 71,150 between 1999 and 2003.

Companies that do not have a tax liability in the year that the
credit is earned may carry over such credits into future years.

W The amount of carryover credits has increased, from
$48 million in 1997 to $553 million in 2003, and are currently
estimated by FTB to be approximately $650 million.
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Tax Incentive Areas—
Program Effectiveness
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Research findings on geographic tax incentives in general are
rather mixed—with some investigations indicating a positive
response and others suggesting no response.

Overall, however, the weight of research results suggest that any
response is likely to be small in general and may result in rev-
enue losses that are significant relative to the benefits received.

Most research indicates that these types of incentives have little
if any impact on overall feve/ of economic activity or employment
and thus would not have a positive impact on the economic base
of the state overall.

However, such incentives may have an impact on the geographic
distribution of such economic activity.

W This impact on the location of economic activity is not likely
to occur for large regions or states, since other factors such
as labor markets and consumer demand are more important.

W The impact on location is likely to occur in smaller areas—
such as metropolitan regions—as businesses are apt to
weigh where to locate within a single market.
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M Retroactive Credits. The ability of taxpayers to amend past
returns and claim hiring credits removes the incentive aspect
of the program. In this sense, the program provides more of a
reward than an incentive.

M Cross Vouchering. This feature allows one enterprise zone to
issue a voucher indicating eligibility for the hiring credit for em-
ployment in a different EZ. This may not provide adequate over-
sight of EZ administration.

M Employee Qualifications. Current law may—in certain situ-
ations—allow tax incentives for the employment of individuals
who may not have any substantial barriers to employment.

M Targeted Employment Areas. These allow employers in EZs to
employ individuals who may not possess any barriers to employ-
ment but reside in a low-income area. Current law provides for
no update of TEA designation.

M Interest-Paid Deduction. This program may provide incentives
for companies whose major activities are actually located out-
side of a tax incentive zone.




Appendix K
Summary List of Issues from Enterprise Zone Hearings

The Assembly Committee on Jobs, Economic Development, and the Economy and the Assembly Committee on Revenue and Taxation held a series of hearings and meetings on the California Enterprise Zone Program.  This appendix includes a summary of recommendations from these engagements.   The recommendations are organized under seven key policy questions relating to the Committees' final assessment of the program.

1. Intent of the Program - What should be the intent of the California Enterprise Zone Program?  What is the purpose of the Program in relation to California's overall economic development strategy?

2. The Path Forward - With 18 of the 42 existing enterprise zones coming to term by the end of the year, what is the most prudent legislative action for the Legislature to take?

3. Targeted Communities - What communities should be targeted for enterprise zone benefits?  What are the optimal physical and social conditions of an enterprise zone?  How important is having land contiguous to each other in a zone?  What should be the priorities for awarding designations?

4. Program Accountability - Are enterprise zones properly accountable to their local government(s) and the state?  Are the activities of enterprise zones sufficiently monitored to ensure the public is receiving its return on investment?  Does the current de-designation process ensure accountability?
5. Program Operation - Are the existing state incentives being administered properly?  What state objective(s) does or should the hiring credit meet?  Which prospective employees should be targeted?

6. Strategic Mix of Incentives - Does the California Enterprise Zone Program have the proper mix of business incentives?  Are there incentives that should be added or taken away?
7. Return on Investment - Is the California Enterprise Zone Program the best use of state resources relative to business development and community revitalization?

	
	Proposed Title
	Proposed Provision
	Source

	
	
	
	

	1.  Intent of the Program:  What should be the intent of the California Enterprise Zone Program?  What is the purpose of the program in relation to California's overall economic development policy?

	1N
	Connection to Statewide Policy
	The enterprise zone program should be a prominent part of California's overall economic development plan.
	Assembly Hearings and Meetings

	
	
	
	

	2.  The Path Forward:  With 18 of the 42 existing zones coming to term by the end of the year, what is the most prudent legislative action?

	2
	Enterprise Zone Extension
	Extend the term of expiring Enterprise Zones 2-years to allow HCD to publish regulations.
	Assembly Hearings and Meetings

	3
	2-Year Hiatus
	Prohibit the designation of any new zones until the Summer of 2008 to allow HCD to develop new regulations for the reformed program.
	Assembly Hearings and Meetings

	4
	Zone Extensions
	Extend the zone designation period for all zones up to two additional 5-year periods for a total of 25 years.  Zone designation extensions may include changes in boundaries, including noncontiguous areas.
	SB 1008 and AB 1766

	5N
	Reduce Term of EZs
	Limit the term of EZs to 10 years.
	Assembly Hearings and Meetings

	6N
	Five-Year Extension
	Allow all zones to apply for two additional 5-year extensions.
	SB 1008 and AB 1766

	7
	GIS Mapping
	Require zones to provide key GIS information for the purpose of compiling a state GIS map of economic incentive areas.
	Assembly Hearings and Meetings

	8N
	Business Reporting
	Require businesses that use EZ incentives to report on how the business is contributing to the economic well-being of the area.
	Letter from Senator Cedillo

	9N
	Business Map of Zone
	Require each zone, within one year of designation, to identify businesses within their jurisdiction as a foundation for implementing their economic strategy.
	Assembly Hearings and Meetings

	
	
	
	

	3.  Targeted Communities:  What communities should be targeted for enterprise zone benefits?  What are the optimal physical and social conditions of an enterprise zone?  How important is it that zones have contiguous land?  What should the priorities be for awarding designations?

	10
	HCD Review
	Make quality and feasibility of the economic development strategy a scoring priority.
	Assembly Hearings and Meetings

	11
	Codify Application Scoring
	Codify the scoring criteria including threshold rating and ranking criteria.
	Assembly Hearings and Meetings

	12
	Benchmarks in Applications
	Require applications to set measurable benchmarks, goals, and objectives.
	Assembly Hearings and Meetings

	13
	Designation Preference for Quantifiable Indicators
	Provide Legislative intent that the Department of Housing and Community Development give preference, when designating zones, to areas meeting the most quantifiable indicators of poverty and economic challenge.
	SB 1008 and AB 1766

	14N
	Funding for Local Economic Development Program
	Require the zone application to contain a multi-year commitment by the applying jurisdiction for economic development activities within the zone and information on how this commitment relates to the jurisdiction's overall economic development funding program.  Scoring for this element shall be based on the population of the community relative to the size of the commitment.
	Assembly Hearings and Meetings

	15
	Increase Poverty Threshold for New Zones
	Change the definition of a "targeted employment area" including - Requiring enterprise zones designated on or after January 1, 2007 to be composed exclusively of census block groups having 61 percent or greater low- or moderate-income levels rather than 51 percent or greater.   
	SB 1008 and AB 1766

	16
	Expanded Zone Designation Criteria
	Expand the number of ways a geographic area can qualify for enterprise zone designation by (1) allowing areas with low countywide unemployment data as well as the existing requirement of statewide data, (2) allowing census tract level data for school lunch program participation as well as the existing countywide requirement, (3) establish new criteria for areas with a history of gang related activity and industry restructuring with negative long-term impacts. 
	SB 1008 and AB 1766

	17N
	Limit Zone Designation Criteria
	Limit the number of ways a geographic area can qualify to single set of universal criteria.  Base the reduction on, among other things, criteria which has not been used in the past.
	Assembly Hearings and Meetings

	18N
	Border Community Eligibility
	Make the eligibility criteria recognize the economic challenges of border communities.
	Letter from Senator Ashburn and Assembly Member Maze

	19
	Noncontiguous Land
	Authorize cities and counties to apply for enterprise zone designation that includes noncontiguous boundaries.
	SB 1008 and AB 1766

	20
	Roving Targeted Employment Areas
	Require periodic updates of data used for designating a "targeted employment area."
	SB 1008 and AB 1766

	
	
	
	

	4.  Program Accountability:  Are enterprise zones properly accountable to their local government(s) and the state?  Are the activities of enterprise zones sufficiently monitored to ensure the public is receiving its return on investment?  Does the current de-designation process ensure accountability?

	21
	EIR Flexibility
	Allow applicants that have recently completed a comprehensive update to their general plan, including an economic development element, to be exempted from the EIR requirement.
	Assembly Hearings and Meetings

	22N
	Push Back EIR
	Require an EIR be completed only after a zone has received conditional zone designation.
	Current HCD RFP issued March 7, 2006

	23N
	Funding for Local Economic Development Program
	Require the zone application to contain a multi-year commitment by the applying jurisdiction for economic development activities within the zone and information on how this commitment relates to the jurisdiction's overall economic development funding program.  Scoring for this element shall be based on the population of the community relative to the size of the commitment.
	Assembly Hearings and Meetings

	24N
	Recalibrate LAMBRA Designation Terms
	Start the clock on the LAMBRA designation, on the first day that the community has control over the closed military base.
	Assembly Hearings and Meetings

	25
	Combine related GT-EDA Provisions
	Combine related authorities, responsibilities, and tax provisions to improve oversight and monitoring.
	Assembly Hearings and Meetings

	26N
	Performance Reviews and Local Jurisdiction Participation
	Evaluate a zone on how effectively the enterprise zone activities are part of the community's overall economic development strategy and how often it comprehensively presents to the local jurisdiction on its progress in meeting goals and objectives.
	Assembly Hearings and Meetings

	27N
	Annual Progress Report and Work Plan
	Require all GT-EDAs to send HCD an annual report based on benchmarks and measurable goals and objectives.  The annual report shall also have a proposed work plan.  Existing GT-EDAs have one-year to develop benchmarks, goals, and objectives, and gain approval by HCD and their local jurisdiction.  GT-EDAs that fail to meet this requirement shall be de-designated on April 15 of 2008.  HCD may authorize up to two 60-day extensions for GT-EDAs that are making progress, but need time for local jurisdictional review.
	Assembly Hearings and Meetings

	28N
	Local Government Review
	Require applying jurisdictions agree to have the enterprise zone's present to the council or boards on their progress in meeting their goals and objectives annually.
	Assembly Hearings and Meetings

	29N
	Performance Review Scores
	Require HCD evaluate the level of performance of each individual goal.
	Assembly Hearings and Meetings

	30N
	Notification of Performance Reviews
	Require HCD provide a copy of an enterprise zone's performance review to the cities and counties participating in the zone. 
	Assembly Hearings and Meetings

	31
	Cross Jurisdictional Hiring Credits
	Clarify that a hiring credit may only be issued by the EZ where the business is located and the employee works 90 percent of the time.  However, businesses that have operations in more than one zone may receive vouchers from a single zone -- if the zones have an MOU specifically agreeing to this arrangement.
	Assembly Hearings and Meetings

	32
	MEA Vouchering
	Conform vouchering procedures for MEAs with other GT-EDAs
	SB 1008 and AB 1766

	33
	Lender Tax Credit
	Require lenders verify and document that proceeds from loans made to taxpayers in the enterprise zone are spent within the zone.
	SB 1008 and AB 1766

	34
	Limit Look Back Period
	Limit the look back on the hiring credit to 24 months.
	SB 1008 and AB 1766

	35
	Limit Look Back Period
	Amended returns that add hiring credits are worth a lesser percent of the original value.
	Assembly Hearings and Meetings

	36
	EZ Bank Credits
	Limit EZ bank tax credits to only those loans that meet federal CRA requirements.
	Assembly Hearings and Meetings

	37
	Reduce Cost of Application
	Limit the size and the cost of the application.
	Assembly Hearings and Meetings

	
	
	
	

	5.  Program Operation: Are the existing state incentives being administered properly?  What state objective(s) does or should the hiring credit meet? Which prospective employees should be targeted?

	38
	FTB Audit
	Place the claiming of a hiring credit on the "hot list" for triggering an FTB audit.  Increase the number of auditors to allow for more audits.
	Assembly Hearings and Meetings

	39N
	Equalize the Value of the Hiring Credit
	Replace the voucher apportionment schedule from a sliding scale of 50 to 10 percent over 5 years to a straight percentage for each year. 
	Assembly Hearings and Meetings

	40N
	Prioritizing WEA Eligibility
	Limiting hiring credit eligibility to only those that are enrolled in the Workforce Investment Act intensive services rather than just core services.
	HCD proposed regulations

	41N
	Last Resort Documentation
	Specify that an applicant's state may only be used as a last resort for documentation of eligibility for a hiring credit.
	Assembly Hearings and Meetings

	42N
	Signatories to the Hiring Credit Application
	Prohibit an employer or an agent from being the second signatory on the applicant's statement for establishing eligibility for a hiring credit. 
	Assembly Hearings and Meetings

	43N
	Hierarchy of Hiring Credits
	Prohibit a hierarchy among eligibility criteria for the hiring credit.
	Assembly Hearings and Meetings

	44N
	Multi-Jurisdictional Vouchers II
	Authorize companies located in more than one zone to receive vouchers from a single zone, regardless of whether the zones have an MOU.
	SB 1008 and AB 1766

	45N
	Hiring Credits for former Foster Youth
	Create new hiring voucher eligibility category for former Foster youth.
	AB  2709 (Mazes)

	46
	Pre-Certify Employees
	Require zones to have "pre-certification" programs for eligible employees.
	Assembly Hearings and Meetings

	47
	Priority of Assistance
	Have hiring credit priorities better reflect societal values, i.e. Felons shouldn't be given priority over non-offenders.
	Assembly Hearings and Meetings

	48
	Eligible v. Enrolled
	Modify the hiring tax credit by requiring qualified employees to be enrolled in specified job training programs rather than just being eligible.
	SB 1008 and AB 1766

	49
	Veterans Definition
	Expands the veteran eligibility to include anyone who has been discharged or leased under conditions other than dishonorable.  Also, any veteran released in the last 48 months regardless of the circumstances.
	SB 1008 and AB 1766

	50
	Offender Definition
	Defines an ex-offender as an individual having prior felony convictions.  Existing law has no specific definition. 
	SB 1008 and AB 1766

	51
	Conformity with the Federal Workforce Investment Act
	Provide that "economically disadvantaged individuals" and "dislocated workers" have the same meanings as the terms used by the WIA.
	SB 1008 and AB 1766

	52
	Employers Self Certify
	Authorize employers to self-certify and increase FTB's ability to auditing.
	Assembly Hearings and Meetings

	53N
	Update Code References
	Delete obsolete references to the federal GAIN and JTPA and replace with CalWORKS and Workforce Investment Act.
	SB 1008 and AB 1766

	
	
	
	

	6.  Strategic Mix of Incentives:  Does the California Enterprise Zone Program have the proper mix of business incentives?  Are there incentives that should be added or taken away?

	54
	Tax Incentive Marketing Program
	Create a statewide marketing program for all GT-EDAs.
	Assembly Hearings and Meetings

	55
	Transfer of Credits
	Authorize small businesses to use EZ credits against any State taxes owed, excluding property tax.
	Assembly Hearings and Meetings

	56
	Real Property Expansion
	Increase the real property expense deduction from 40 to 60 percent of the cost of qualified property.
	SB 1008 and AB 1766

	57
	Property Tax Deductions
	Eliminate the decreasing sliding scale for aggregate property deductions and instead retain the current maximum $100,000 deduction for all eligible years for an EZ, TTA, and LAMBRA.
	SB 1008 and AB 1766

	58
	Net Operating Loss
	Extend the period of time the net operating loss for businesses may be claimed from 15 to 17 years, and eliminate the prohibition that businesses may only claim apportioned losses that occur within the geographically-targeted economic development areas.  
	SB 1008 and AB 1766

	
	
	
	

	7.  Return on Investment:  Is the California Enterprise Zone Program the best use of state resources relative to business development and community revitalization?

	59
	Tax Expenditure Report
	Require all expenditures from GT-EDAs to be cumulated and reported to the Legislature
	Assembly Hearings and Meetings

	60
	Eliminate the Program and Reduce Corporate Taxes
	Eliminate EZ program and rebate amount as an across the board reduction in business taxes.
	Assembly Hearings and Meetings

	61
	10-Year Legislative Review
	Require the Legislature to comprehensively review the Program at least every 10 years and vote to continue the designation of new enterprise zones.  All existing zones at the time of the review will continue regardless of the decision to authorize new zones.
	Assembly Hearings and Meetings


Appendix L
_____________________________________________________________

MEMORANDUM

DATE:             March 24, 2006

 

TO:                  Interested Parties

 

FROM:            Assembly Member Juan Arambula, Chair, Assembly 


Committee on Jobs, Economic Development and the 


Economy

 

RE:                   Reforming the California Enterprise Zone Program

 

During the past four months, the Assembly Committee on Jobs, Economic Development, and the Economy (JEDE) and the Assembly Committee on Revenue and Taxation held a series of legislative hearings and meetings as part of their review of the California Enterprise Zone Program (EZ Program).

 

This memorandum sets forth JEDE’s recommendations for reforming the EZ Program to increase accountability to state and local governments, better target zone designations, improve the administration of the EZ Program and individual enterprise zones, and eliminate practices that do not further the EZ Program’s intent.

 

Throughout these hearings, it has been made abundantly clear that the EZ Program has not been comprehensively reviewed in over two decades. The hearing process has also demonstrated an intense interest in the EZ Program. The Legislature is cognizant that many parties are anxious about the fate of this Program, the timing of the Department of Housing and Community Development's (HCD) request for proposals for new zone designation and proposed regulation changes, as well as legislative efforts to reform the EZ Program. 

Clearly, political challenges and decisions confront any reform proposal, not the least of which is altering the structure of program which includes existing tax credits.  The purpose of this memorandum is to elucidate the most appropriate reforms from a public policy perspective.

 

With 18 of the current 42 enterprise zones reaching term in late 2006, a number of enterprise zone legislative proposals [AB 1766 (Dymally), AB 2502 (Arambula), AB 2506 (McCarthy), AB 2709 (Maze), AB 2589 (Runner), SB 1008 (Ducheny and Machado)] have been introduced.  This memorandum attempts to provide practical solutions to the problems identified during the course of the Committees' four oversight hearings.  The EZ Program should be looked at comprehensively, and the aforementioned legislative proposals should consider the recommendations below when moving through the legislative process.

 

The recommendations are divided into three parts:  Zone Designation, Zone Administration, and Zone Incentives.

 

I.  Zone Designations
 

        Extending Enterprise Zone Designations:  With 18 of the 42 existing zone designations reaching term by the end of 2006, it is prudent for the state to extend the life of the existing zones for a brief, but reasonable length of time, to allow the Department of HCD to complete its regulations on vouchering programs, new zone designations, and performance reviews.

 

Recommendation 1:  Extend the designation of any expiring enterprise zone until December 1, 2008.

 

Recommendation 2:  Require HCD to notify the respective policy committees and the Joint Legislative Budget Committee 60 days prior to the initiation of a new round of enterprise zone designations.

 

       Targeted Communities:  Cities and counties, either separately or jointly, may apply to HCD to have a geographic area designated as an enterprise zone.  Designations are made on a competitive basis.  Over the years, in an effort to anticipate the different conditions in urban and rural areas, eligibility has been expanded to include three separate sets of designation categories. 

 

Recommendation 3:  Merge the existing designation criteria into a single set of urban indicators and a single set of rural indicators based on existing federal and state designation criteria for geographically-targeted economic development areas (G-TEDAs).

 

Recommendation 4:  Eliminate the prohibition of designating new zones near existing zones. 

 

Recommendation 5:  Require HCD to identify the specific criteria by which areas were included within the zone in the enabling Memorandum of Understanding between HCD and the enterprise zone.  

 

Recommendation 6:  Require HCD to annually track the criteria used by the enterprise zone to establish eligibility and make this information available to the Legislature.

 

       Refocusing the Enterprise Zone Application:  Previous applications for zone designations have been costly and time consuming, without necessarily adding value to the zone or the state’s ability to manage and monitor the EZ Program.

 

Recommendation 7:  Poverty and lack of economic vitality is exclusively a threshold criterion for enterprise zone designation. 

 

Recommendation 8:  Zone designation applications shall be rated and ranked primarily on the strength of the applicants’ economic development strategy, including community-based partnerships.

 

Recommendation 9:  Economic development strategies shall include benchmarks, goals, and objectives, including a proposal for how the goals and objectives will be measured.

 

Recommendation 10:   In addition to criteria which measure the strength of the economic development strategy, HCD shall rate and rank applications based on how the strategy fits within the community’s comprehensive jurisdiction-wide economic development strategy and how much money, time, and services the locality can annually commit toward economic development activities within the zone.  The locality’s contribution shall be scored on a per capita basis. 

 

Recommendation 11:   HCD shall place a maximum on the number of pages which may be included in a zone designation application.

 

       Providing Flexibility in the Environmental Review Process:  Communities, which make the final round of the designation process, are required to complete an environmental impact report (EIR) pursuant to the California Environmental Quality Act.  Applicants have complained the EIR process is time consuming and costly.   While an EIR can provide important information as to a community's readiness, it is appropriate for the state to offer alternatives. 

 

Recommendation 12: Allow applicants with a current general plan, which includes an economic development element, to be exempted from the EIR requirement.

 

       Noncontiguous Land:  Fundamentally, the EZ Program is an economic development program.  If properly targeted toward underserved lower income areas, the state does not need to require zone contiguity.  The state should, however, require the economic strategy to clearly identify why certain lower income areas have been included within the zone and explain how the selected areas can be holistically marketed and managed as part of the enterprise zone. 

 

Recommendation 13:  Authorize noncontiguous land within enterprise zones.

 

 

II.  Zone Management
 

       Improving Zone Management:  Enterprise Zone managers have substantial responsibilities in administering the state’s largest economic development program.  Given this level of responsibility, it is appropriate for the state to set certain parameters. 

 

Recommendation 14:  Require local governments to adequately fund the administration of the program.  Failure to provide adequate staffing and funding for three years during the term of the zone shall be a basis for de-designation.  Any business that has previously accessed enterprise zone business incentives shall continue their eligibility for incentives for the original duration of the zone designation.

 

Recommendation 15:  Require enterprise zone administrators to regularly brief their local jurisdiction on the zone’s progress in meeting its goals and objectives and obtain the local jurisdiction’s approval of its annual work plan.

 

Recommendation 16:  Require zones to provide key Global Information System (GIS) information for the purpose of compiling a state GIS map of economic incentive areas.

 

Recommendation 17:  Require enterprise zone managers, in any zone designated after July 1, 2006, to develop a directory of businesses located in each enterprise zone.  Each zone marketing plan shall include how existing local, state, and federal resources will be used to retain and grow these businesses, as well as attract new businesses. 

 

       Performance Review:  Existing law requires HCD to undertake performance reviews of enterprise zones at least once every five years.  Failure to pass the performance review with a score of 75 percent or better triggers the adoption of a corrective action plan implemented through a Memorandum of Understanding between the enterprise zone and HCD.  Conceptually, this process should be effective; however, due to a lack of measurable goals and objectives, this process has not been adequate.

 

In addition, existing law needs to be strengthened to ensure local accountability.  It is important that local jurisdictions are aware of how their local zones are performing, based on the state's performance review.

 

Recommendation 18:  Require all G-TEDAs to send HCD an annual report based on benchmarks and measurable goals and objectives.  The annual report shall also have a proposed work plan.  Existing G-TEDAs have one-year to develop benchmarks, goals, and objectives, and gain approval by HCD and their local jurisdiction.  G-TEDAs that fail to meet this requirement shall be de-designated on April 15, 2008.  HCD may authorize up to two 60-day extensions for G-TEDAs that are making progress, but need time for local jurisdictional review.  These new goals and objectives will form the basis of all future performance reviews.

 

Recommendation 19:  Require HCD to evaluate an enterprise zone's level of performance on a sliding scale for each individual goal, i.e. fully met - 10 points, substantially met - 6 points, minimally met - 3 points.

 

Recommendation 20: Designation criteria should be based, to the extent possible, on the most current publicly available data.  As an example, once census data is updated, it should be reflected in state and local goals and objectives. 

 

Recommendation 21:  Require all enterprise zones be evaluated on how well the enterprise zone activities fit within the community's overall economic development strategy and to what extent the enterprise zone management comprehensively presents its accomplishments and work plan to the local jurisdiction.

 

Recommendation 22:  Require HCD to provide a copy of an enterprise zone's performance review to cities and counties participating in the zone.

 

       Reporting to the Legislature by HCD:  HCD is required to report to the Legislature every five years, evaluating the effect of the EZ Program on employment, investment and income, and on state and local tax revenues within designated areas.  This report was not produced by the now-defunct Technology, Trade, and Commerce Agency, prior to transfer of the Program to HCD.  The next five-year report is due in 2008.  HCD has committed to providing this report to the Legislature as soon as possible – potentially as early as late 2006.  Even if the report had been submitted in 2003, waiting five years for information is too long to properly monitor the EZ Program.  

 

Recommendation 23:  Require HCD to annually make information available to the Legislature on the use of state and local incentives for all geographically-targeted economic development areas (G-TEDAs), including: the number of vouchers claimed by each zone, the cost per job created in each zone, the length of employment of vouchered employees, and to what extent workforce training programs were utilized by each zone.  

 

Recommendation 24:  Require all existing G-TEDAs adopt measurable goals and objectives within one year, which will improve oversight and progress reporting.  Authorize HCD to take corrective actions against an enterprise zone that fails to adopt measurable goals and objectives including, but not limited to, de-designation. 

 

       10-Year Legislative Review:  Currently the EZ Program is scheduled to continue indefinitely, without any sunset measures to ensure accountability.  It is possible to de-designate a single zone for underperformance; however, HCD would likely then designate a new zone.  There are no measures to ensure the EZ Program itself performs adequately. 

 

Recommendation 25:  Require the Legislature to comprehensively review the EZ Program at least once every 10 years and vote to continue the designation of new enterprise zones.  All existing zones at the time of the review will be continued for the term of their initial designation, unless de-designated for cause through the existing process.  

 

       Conform Oversight Requirements between the Geographically Targeted Economic Development Areas (G-TEDAs):  In addition to enterprise zones, existing law authorizes several other G-TEDAs including the Local Agency Military Base Recovery Area (LAMBRAs), the Targeted Tax Area (TTA), and the Manufacturing Enhancement Area (MEAs).  These programs have some common provisions.  Most importantly, some of the existing monitoring and management provisions do not apply to these other G-TEDAs.

 

MEAs are very similar to Enterprise Zones; however, the vouchering procedures are different.  Both programs would be more efficient if local zone administrators, economic development practitioners, and businesses had a single set of vouchering requirements for eligible employees.

 

Recommendation 26:  Require programmatic conformity between the programs.

 

Recommendation 27:  Conform vouchering procedures for MEAs to other G-TEDAs.

 

 

III.  Zone Incentives
 

       Application of the Hiring Credit:  By far, the largest business incentive is the hiring credit.  The hiring credit is offered to businesses located within enterprise zones that hire certain qualified people.  There are currently over a dozen categories of qualified employees.  The maximum value of the credit is approximately $34,000 over a five-year term.  The credit is calculated based on employees’ wages up to 150-percent of minimum wage and allocated on a sliding scale over the five-year period.  Employers may take a credit up to 50-percent of the employees' wages the first year, 40-percent the second, 30-percent the third, 20-percent the fourth, and 10-percent the fifth.  The credit is exhausted after five years.

 

Many smaller businesses are not able to take advantage of the tax incentives offered by the EZ Program because of their relatively small tax liability.  It is important that the EZ Program provide incentives for smaller, local, and startup businesses as well as larger businesses.

 

The purpose of the hiring credit is to provide an incentive for businesses to hire individuals who typically face barriers to employment.  Individuals convicted of a felony face obvious barriers to employment, as most job applications inquire whether an applicant has been convicted of a felony.  It is not clear that individuals convicted of misdemeanors face the same barriers to employment as convicted felons, especially in light of legal prohibitions against inquiring whether an applicant has been convicted of a misdemeanor in a job application.

 

Recommendation 28:  Replace the voucher apportionment schedule from a sliding scale of 50 to 10 percent over 5 years to a straight percentage for each year.

 

Recommendation 29:  Specify that an applicant's statement may only be used as a last resort to document eligibility for a hiring credit.

 

Recommendation 30:  Prohibit an employer or the employer’s agent from being the second signatory on the applicant's statement for establishing eligibility for a hiring credit.

 

Recommendation 31:  Define eligible resident within a targeted employment area as a resident within the area from a low-income household.

Recommendation 32:  Clarify that a hiring credit may only be issued by the EZ where the business is located and the employee works 90 percent of the time.  Authorize companies located in more than one zone to obtain vouchers directly from HCD.
Recommendation 33:  Authorize small businesses to transfer the value of the hiring credit against any state taxes owed, excluding property tax.

Recommendation 34:  Define eligible ex-offender, for the purpose of the hiring credit to mean a person who has been convicted of a felony under any statute of the United States or any state.

Recommendation 35:  Add former foster youth as a new category of eligible employee under the hiring credit program.

Recommendation 36:  Require HCD establish a method to annually document, in the aggregate, how many of the vouchered employees are participating or have recently participated in CalWORKs, WIA, or other public assistance programs. 
 

       Eligible vs. Enrolled:  When the federal Jobs Training Partnership Act (JPTA) was changed to the Workforce Investment Act (WIA), the pool of individuals eligible for services expanded significantly.  While eligibility for JTPA was limited to a certain population, eligibility for WIA core services is available to all adults age 18 years of age or older.  Because it is the intent of the Legislature to provide hiring tax credits for businesses to hire certain targeted employees, clarification regarding the pool of eligible employees for hiring credits is needed.  The eligibility pool must be updated to reflect the intent of the Legislature and current federal law.

 

Recommendation 37:  Delete obsolete references to federal programs that no longer exist: Greater Avenues for Independence Act (GAIN), Job Training Partnership Act (JTPA), and replace with California Work Opportunities and Responsibility to Kids (CalWORKs) and Workforce Investment Act (WIA). 

 

Recommendation 38:  Modify the hiring tax credit by requiring qualified employees to be enrolled in specified job training programs rather than just being eligible.  Allow businesses that already use the "eligible criteria" to continue using said criteria until termination of the current zone.

 

Recommendation 39:  Specify that WIA enrollees are eligible only if they are enrolled in intensive services.

 

Recommendation 40:  Provide that "economically disadvantaged individuals" and "dislocated workers" have the same meanings as the terms used by the WIA.

 

       Employers Self-Certify:  Businesses operating in zones want the smoothest possible transactions with regards to claiming hiring credits.  One way to simplify this process is to allow businesses to self-certify eligibility and give Franchise Tax Board (FTB) the ability to audit hiring credits on tax returns.  This process will expedite hiring targeted employees and ensure accountability.

 

Recommendation 41:  Establish a three-year pilot project authorizing employers to self-certify hiring credits, require the FTB to audit a certain percentage of returns where companies have directly claimed the hiring credit, and prepare a report to the Legislature. 

  

       Pre-Certify Employees:  To ensure EZ Program efficiency, it is important for firms to have a readily available labor pool.  It would be expedient for businesses with job openings to immediately know which job applicants are eligible for hiring credits.  Zones that have pre-certified employees will be more successful in matching eligible employees with employers than zones without certified employees.

 

Recommendation 42:  Require zones to have "pre-certification" programs for eligible employees.  This does not preclude employers from hiring non-"pre-certified" employees.

 

       Veteran Definition:  Current statute defines eligible veterans as service-connected disabled veterans, veterans of the Vietnam era, and veterans who are recently separated from military service.  No definition of "recently separated from military service" exists in current statute and the code was never updated to allow for veterans serving in military conflicts in the post-Vietnam era, i.e., Iraq and Afghanistan.  It would be helpful to both zone administrators and zone businesses to have a definition of recently separated veterans.

 

Recommendation 43:  Modify the hiring tax credit by changing the definition of a qualifying veteran to include any veteran who has served on active duty and discharged in the last 24 months.

 

       Limit Look Back Provision:  The purpose of the EZ Program hiring credit is to provide firms with an incentive to hire certain eligible employees, not to reward firms for hiring employees they would have otherwise hired.  Allowing firms to amend tax returns retroactively rewards them for hiring people they hired for reasons other than the hiring credit tax incentive.  
The EZ Program hiring credit is noticeably different from the federal Work Opportunity Act tax credit, which prohibits retroactive vouchering and requires employers immediately notify the certifying agency of the hiring of an eligible employee for purposes of a tax credit.  This federal requirement is a good model, which protects the integrity of the tax credits by ensuring that credits are used as incentives for desired actions, and not as rewards for past actions.

 

Recommendation 44:  Prohibit retroactive vouchering.  

 

Recommendation 45:  Require employers, within 21 days after an employee begins work for the employer, to submit a notice, signed by the employer and employee under penalty of perjury, to the designated local vouchering agency as part of a written request for such certification by HCD. 

 

        Tax Incentive Marketing Program:  Despite the fact that the EZ Program is the single largest economic development program in the state, there is no single entity with the statutory authority to market the program.  Each local jurisdiction markets its own zone.  The state should play a leading role in marketing the EZ Program.

 

Recommendation 46:  Establish a statutory connection between the California Business Investment Services program and the G-TEDA programs to ensure G-TEDAs have a comprehensive statewide marketing program.

 

IV.  Conclusion
The intent of this memorandum is to outline a comprehensive reform proposal for the EZ Program.  Previous changes to the EZ Program have typically occurred piecemeal and the aforementioned changes provide a holistic outline for improving the EZ Program.  Specifically, the recommendations aim to provide a roadmap for: 
· Eliminating practices which are contrary to the intent of EZ’s;
· Improving administration and oversight of the EZ Program and individual EZ's;
· Better targeting of distressed areas and serving the needs of disadvantaged persons;
· Increasing EZ Program and individual EZ accountability; and
· Providing long-term stability and predictability for businesses and affected communities.

The recommendations outlined in this memorandum .provide a roadmap for the future of the EZ Program.  This roadmap will ensure the Program meets its Legislative intent and the People of California receive a positive and tangible return on their investment.  It is hoped that the Legislature will utilize the foundation provided by the white paper, available through the JEDE website, and this memorandum during future deliberations on the direction of the EZ Program.      

JA: JEDE                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                             
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� Government Code Section 7071


� AB 40 (Nolan), Chapter 45, Statutes of 1984


� AB 514 (Waters), Chapter 44, Statues of 1984 


� Government Code Section 7070 established the program. Revenue and Taxation Code Sections 17053.74 and 23622.7 govern the corporation and personal income tax details. 


� SB 2023 (Costa), Chapter 955, Statutes of 1996


� AB 296 (Knight) Chapter 953, Statutes of 1996


� AB 2798 (Machado), Chapter 323, Statues of 1998


� SB 1438 (Mello), Chapter 754, Statutes of 1994; SB 340 (Greene), Chapter 750, Statutes of 1994; SB 2023 (Costa), Chapter 955, Statutes of 1996; AB 46 (Washington), Chapter 587, Statutes of 2001


� NOL= Net Operating Loss


� SB 305 (Ducheny), Chapter, Statutes of 2003
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( This individual is available to answer questions of the Committees and is not providing a formal presentation.
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