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The Calculus of Incentives

TOPICS

= Economic Impact Analysis and Public Private Partnerships
= What does Economic Impact Analysis measure?
= What are the essential elements of an Economic Impact Analysis?
= What are the differences between direct, indirect and induced impacts?
= An example of a Resort/Conference Hotel EIA
= Key Post-Great Recession Incentive Programs for Public Private Partnerships
= Tax Increment Financing the Eligibility Test for Using TAD
= EB-5 Equity Funding
= QOpportunity Zones
= Discussion



Economic Impact
Analysis
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KEY CONCEPTS IN ECONOMIC IMPACT ANALYSIS

Two Key Measures of Benefit:

= General economic benefit—The economic growth which will occur in a community’s economy from
the development. This includes the value of new construction, employment, payroll, construction
materials purchased locally, etc.

=  Local public revenues —The taxes and other public revenues to local governments. This is

effectively the local government’s “cash-on cash” return from the project.

Economic Impacts evaluated in two time periods:

=  Economic impacts due to construction—The economic effects resulting directly from the
construction and development of the project.

= Economic impacts due to operations—Those economic effects resulting from the ongoing
operations of the facilities.

Economic impacts are characterized by their duration:

= One-time—Occurring only once during a project, typically during its construction and physical
development.

»  Recurring—Benefits from the project that occur annual due to the on-going operation of the project.

Three levels of impacts are considered:

= Direct Impacts—Caused by the initial investment, earmings and output of the project, its payroll and
employment.

= Indirect Impacts—Caused by the recirculation of spending in the local economy which supports other
suppliers, business, payrolls and employment.

»  Induced Impacts —caused by further rounds of spending by employees, visitors and other activity
indirectly created by the initial direct impacts.
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MEASURING DIRECT ECONOMIC IMPACTS FROM CONSTRUCTION

Economic Impacts During Construction

= Development cost of the project

= Materials purchased locally

= Construction labor (person hours and payroll)
=  Furnishings, fixtures and equipment

= Site preparation costs

= Utility and infrastructure costs

Goal: To measure the expenditures to create the project in the local economy over
the construction period

Public Revenues during Construction

= Changes in property taxes, partial assessments
= Permitting and building fees

= Water and tap fees

= |mpact fees

= Sales taxes on materials purchased
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EXHIBIT I: ECONOMIC BENEFITS FROM CONSTRUCTION OF FOXHALL HOTEL &

CONFERENCE FACILITY

A. General Economic Benefits from Construction

Aver. Cost/ Construction

Construction Costs Rooms/SF Room, SF Value
Phase I: infrastructure --sewer and roads etc. $7,500,000
Phase I Conference Center 42,500 $300 $12,750,000
Phase ll: Exhibition Center 50,000 $120 $6,000,000
Phase IIl: Westin Resort Hotel 250 $199,000 $49,750.000
Total Development Cost $76,000,000
Construction materials @ 55% $41,800,000
Construction materials purchased locally 50% $20,900,000
Labor Costs $34,200,000
Average annual payroll {18 months construction) $22,800,000
Average construction wage $42,900
Average annual full time equivalent (FTE) employment 531
Annual workside retail spending by construction workers $1,381,818

General Economic Benefits from Construction $77,381,818

B. Public Revenues to Douglas County from Construction

Local sales taxes from construction materials (3%) $1,254,000
Local sales taxes from construction labor retail spending $41,455
Fees
Land disturbance fee ($58.50/acre) 25 $58.50 $1,463
Sewer and water fees
Water and meter fees (8" line ) $110,050
Sewer & connection fee (8" ling) $361,300
Building permit/plan review fees
Building permit $2362 for first $500,000, then $3.29/$1000 $75,500,000 $0.0033 $250,757
Plan review fee (@ $1095 $1,095

Public Revenues from Construction

Source: Foxhall Resort/BAG
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MEASURING ECONOMIC IMPACTS FROM OPERATIONS

Economic Impacts during Operations
= The Increase in property values to local Tax Digest
= The operational impacts of running the facility

= Business expenditures

= Permanent employees

= Permanent payroll
Public Revenues from Operations
= Property taxes (personal and real)
= Sales taxes from operations
= Business licenses
= Utility purchases




EXHIBIT 1il: ESTIMATED ECONOMIC BENEFIT FROM OPERATIONS
OF FOXHALL RESORT HOTEL AND CONFERENCE CENTER

Increased Market Value Units Value Unit Market Value
Westin Conference Hotel 250 $199,000 $49,750,000
Conference Center 42,500 $300 tax exempt
Exhibition Center 50,000 $120 {ax exempt
Mol ect ket ale e s i o i s o et e e oo e e v 549,750,000
Local Operations of Westin Resort Hotel ::;:::: Local Purchases Annwp::nmx
Annual Revenue (stabilized year, 2015/16 ) $24,570,000 $12,285,000
Maint and Supply Exp $1,103,000 $661,800
Utilibes $1,393,000 $1,393,000
Convention Center Operafions $1,040,000 $520,000
Exhibition Center Operations $312,000 $156,000
I e A NI o e A WA s 1 e et L T O e e B Bt = O $28418000 . $15019800 ., ...l $15,015800
Local Purchases by
Permanent Payroll Total Employees Total Payroll Employees
Westin Resort Hotel 250 $6,750,000
Conference Center/Exhibit Center 2 $540.000
B P 208l 7,250,000 |1(TENTPR o1 TR 0
Local Purchases by Employees
. . Local Purchases by Employees @S10Rerday, . . .. ... iuiuininiimi ittt P S $702000 ... $T02000
Additional Spending by Guests
. . Addrtional guest spending at @ 25% of rev, PErQCC,TO0M | |, .\ . \sisieinennrnansnrnacnanenns 60408, ..., 8102 ... 80031209

Annual Local Purchases--Operation, Employees & Guests $21,849,009
GENERAL ECONOMIC BENEFIT FROM OPERATIONS $21,849,009
Source: Bleakly Advisory Group
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Measuring Economic Impacts

= |ndirect economic impacts can be EXHIBIT V: DIRECT AND INDIRECT IMPACTS FROM RESORT HOTEL AND

el CONFERENCE FACILITY
measured using mpUt/OUtpUt models of Direct OQutput ~ Multiplier ~ Regional Impact
the regional economy During Construction
Construction Investment (Output) $76,000,000 248 $188,480,000
= Three Widely used models: Construction Eamings (Payrol) $34.200,000 215 $73,530,000
Construction Employment 531 219 1,164
= |[MPLAN
During Operations
- RIMS ” QOutput @70% of eanings $18,145400 211 $38,286,794
- REMI Permanent Eamings (Payroll) $7,290,000 1.88 $13,705,200
Permanent Employment 210 1.66 448

= Models provide economic multipliers of  sorerusize
direct and indirect benefits from
economic activity

= Example uses RIMS Il data for Atlanta
metro area for Resort and Convention
Hotel
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Economic Impct A;l_alilsifs_
Results

* An example of economic impacts
from a proposed resort hotel and
The economic benefits to Douglas County from the development of the Foxhall CO nfe rence ce nter:

Resort hotel and conference facilities will be substantial and sustained over a
significant period. The key economic benefits are:

During Construction (one-time benefit):

S$76.0 million in construction value

$20.9 million in construction materials purchased locally

531 construction jobs,

$34.2 million in construction payroll

S1.4 million in local spending by construction workers

S77.4 million in general economic benefits during construction

$2.0 in public revenues to Douglas County and Douglas County Schools from
construction

During Operations {recurring every year):

549.8 million in new market value

$21.8 million in annual retail sales in the County,

270 permanent employees

$7.3 million in annual payroll

$682,000 in annual property taxes

52.2 million in local sales taxes to the County and School District
$2.8 million in annual local governmental revenues

Total Economic Impact (Direct and Indirect)

$188 million in total economic impact from the initial $76 million of investment
5$34.2 million in total regional spending each year

5$13.7 million in total regional payroll impacts

448 jobs supported in the regional economy
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EB-5 REGIONAL CENTER PILOT PROGRAM

Created by Congress in 1990 to stimulate the U.S. economy through foreign investment

An allocation of EB-5 visas is set aside under the Immigrant Investor Pilot Program for alien
investments that are affiliated with a Regional Center

Regional Centers are designated by USCIS based on their proposals for promoting
economic growth. EB-5 investments made through Regional Centers can take advantage of
a more expansive definition of job creation

» |ncludes both “direct” employment and* indirect” jobs as calculated by an economic
Input/output model

= Includes job impacts from investment in construction as well as permanent operations

There are currently 345 approved Regional Centers listed on the USCIS web site including 9
in Georgia.
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EB-5 INVESTMENT REQUIREMENTS
= Foreign investors may be eligible for an EB-5 immigrant visa if they have invested — or are in
the process of investing into:

= A new commercial enterprise

= An existing enterprise which will expand its net worth or employment by 140% of pre-
investment levels

= Atroubled business that will “preserve” existing jobs

= Each unit of investment to acquire a visa must create/preserve at least ten (10) jobs for
“qualified” workers within the U.S.

= The minimum required investment to receive a visa is $1,000,000 but may be reduced to
$500,000 for projects located in a Targeted Employment Area (TEA)

= ATEAis either in a high unemployment area (150% of the national average) or a rural
area (located outside an MSA)

= Projects located in TEA's tend to be more attractive to investors

= Regional Centers petition their respective States to designate TEA status for specific
projects using aggregations of census tracts

= Georgia has been very cooperative in finding ways to approve TEA's
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EB-5: FUNCTIONS OF A REGIONAL CENTER

= Developers seeking EB-5 investors may form their own Regional Center for a specific project or
affiliate with an existing center that has been approved for investments in similar industries

= The Regional Center:
= Solicits prospective foreign investors for the project
= Packages required documentation and submits EB-5 applications to USCIS
= Monitors job creation/compliance after approval

= Qverall costs and terms available through EB-5 can be competitive with other financing
alternatives depending on the nature of the project
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EB-5: DIRECT AND INDIRECT JOBS

Direct jobs = actual jobs for qualified employees hired by the commercial entity into which the
EB-5 investor has invested capital

= Jobs should be created directly by the enterprise rather than indirectly by tenants (i.e. a
shopping center)

» Tenant-based employment may be counted in some cases

= Construction jobs are not eligible to be counted as direct unless the construction period
is longer than two years

Indirect jobs = jobs shown to have been created as a result of capital invested in the

commercial enterprise

= |ncludes indirect employment supported by the construction investment, as well as jobs
supported by permanent operations

EB-5 favors enterprises that involve high initial capital costs and create payroll jobs after
completion

= Hotels, resorts, residential health care facilities and some types of manufacturing tend to
qualify for higher funding levels
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Sample EB-5 Math

= The Project:
= A proposed continuing care

retirement community located in a

TEA

= Costs $20 M to develop, including
$12 M in spending on “eligible”
construction hard and soft costs

= 18 month construction period

= Facility will generate $4.7 million
annual revenues and employ 50 full-

time staff within 3 years

/O model calculates:

110 indirect jobs supported by
construction spending

80 indirect jobs supported by annual
spending on payroll, maintenance,
supplies, resident programing, etc.
Plus 50 qualifying direct jobs

=240 total jobs/10 per visa or 24
potential EB-5 investors

24 investors x $500,000 ea.
supports a maximum EB-5
contribution of $12.0 million

The jobs analysis must be supported by a business plan which
demonstrates financial feasibility and justifies the EB-5 investment.
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How Tax Increment Financing Works

>

Future Property taxes from
new development and future
growth are used to pay off TAD
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A PROPOSED TIMELINE OF KEY STEPS

Get Legislative Approval for Referendum

Hold Referendum

Y

If “Yes”, proceed

Y

Define Proposed Boundaries of District

Y

Create Proposed Redevelopment Plan

Public Hearing

City Council Approval

A 4

Negotiate with School District/County

A 4

Repeat process for Second TAD

Approval by School District/County

Creation of first TAD

19
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HOW DO TADS WORK?

The City designates an area for redevelopment and prepares a plan to guide its
actions

Property owners within the TAD are eligible to participate and can bring forth
projects that meet the city’s criteria for redevelopment

The incremental property taxes collected in the district above the base amount
when the district was formed are put in a special fund instead of the general fund
of the city.

The amount of incremental property taxes above the amount collected when the
district was formed can be used to pay for infrastructure, parking and other public
improvements to support the new development.

The cost of the improvement are paid either by bonds issued for the district or on
a “pay as you go” basis.
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HOW DO TADS WORK?

The local government determines how the TAD funds will be used within the broad
mandate of the state’s Redevelopment Powers Law

If the city forms the TAD it needs to get the concurrence of the County and Schools to
pledge their increment to the special fund.

All 50 states and the District of Columbia use tax increment financing—called TAD in
Georgia.

Over 75 counties and cities have approved the use of TADs in Georgia and several more
are in process this year

More than $500 million in bonds have been issued under the program since its start in
1993,
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THE THREE WAY TEST FOR TAD

A ‘blighted or distressed area’ is an area that is experiencing one of more conditions of blight as evidenced by:

" The presence of structures, buildings, or improvements that by reason of dilapidation; deterioration; age; obsolescence; inadequate provision for
ventilation, light, air, sanitation, or open space; overcrowding; conditions which endanger life or property by fire or other causes; or any combination
of such factors, are conducive to ill health, transmission of disease, infant mortality, high unemployment, juvenile delinquency, or crime and are
detrimental to the public health, safety, morals, or welfare;

= The presence of a predominant number of substandard, vacant, deteriorated, or deteriorating structures, the predominance of a defective or
inadequate street layout, or transportation facilities; or faulty lot layout in relation to size, accessibility, or usefulness;

= Evidence of pervasive poverty, defined as being greater than 10 percent of the population in the area as determined by current data from the U.S.
Bureau of the Census, and an unemployment rate that is 10 percent higher than the state average,

" Adverse effects of airport or transportation related noise or environmental contamination or degradation or other adverse environmental factors that
the political subdivision has determined to be impairing the redevelopment of the area; or

= The existence of conditions through any combination of the foregoing that substantially impair the sound growth of the community and retard the
provision of housing accommodations or employment opportunities;

A ‘deteriorating area’ is an area that is experiencing physical or economic decline or stagnation as evidenced by two or more of the following:

. The presence of a substantial number of structures or buildings that are 40 years old or older and have no historic significance;
E High commercial or residential vacancies compared to the political subdivision as a whole;

" The predominance of structures or buildings of relatively low value compared to the value of structures or buildings in the surrounding vicinity or
significantly slower growth in the property tax digest than is occurring in the political subdivision as a whole;

E Declining or stagnant rents or sales prices compared to the political subdivision as a whole;

= In areas where housing exists at present or is determined by the political subdivision to be appropriate after redevelopment, there exists a shortage of
safe, decent housing that is not substandard and that is affordable for persons of low and moderate income;

g Deteriorating or inadequate utility, transportation, or transit infrastructure, and

An ‘area with inadequate infrastructure’ means an area characterized by:

" Deteriorating or inadequate parking, roadways, bridges, pedestrian access, or public transportation or transit facilities incapable of handling the
volume of traffic into or through the area, either at present or following redevelopment; or

= Deteriorating or inadequate utility infrastructure either at present or following redevelopment.
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A SAMPLE OF CITIES/COUNTIES WHO HAVE APPROVED TAD

Duluth
Gwinnett County (5)
Lawrenceville
Woodstock
Atlanta (10)
Savannah
Gainesville
Augusta
Athens
Smyrna
Fayetteville

Clayton County
East Point
College Park
Albany
Marietta
LaGrange
Rome

Flowery Branch
Lawrenceville
Kingsland
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WHAT IS TAD’S ROLE IN REDEVELOPMENT?

= Redevelopment by its very nature, can present challenges:
= Demolition and environmental clean-up of existing facilities

= Re-installing the transportation network/grid to provide access to the
site

= |nstalling or re-installing water, sewer, electrical and other
infrastructure to the site.

= The substantial pre-development/site preparation costs drive up the
per acre cost of the site and can make moderate density
redevelopment economically unviable

=  TAD can provide the funding for “horizontal development” costs including--
site preparation, environmental remediation and infrastructure which can
make the site viable to attract private investment for the “vertical
development”

24
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WHAT ARE THE BENEFITS OF TAD?

= |t provides the support to make redevelopment financially feasible.

It creates a “halo effect” increasing property values in the area around the TAD district.

It helps attract investment dollars into a community—typically 7 dollars of private funding
for each TAD dollar.

= |t improves public infrastructure and quality of life in the community.

It accelerates the growth of the Tax Digest in the district which benefits the city, schools
and county.

= |t supports the creation of innovative mixed use development.

E -

=
=
g
=
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OPPORTUNITY ZONES IN GEORGIA

Governor Purdue’s administration created the Opportunity Zone program several years
ago
The program combined and simplified several existing incentive programs into a more
powerful and flexible job incentive program. It combined:

= Enterprise Zones

= Urban Redevelopment Law

= State Job Tax Credit incentives

It broadened the applicability of the job tax credits to all types of jobs as long as they
exceed local average wage levels.

The incentive is not just available to new employers but to existing employers who hire net
new employees.

The Tax Credit: $3,500 per job for two or more jobs created both existing and new
employers---a $17,500 job tax credit over five years against state taxes paid by the
company.

The program is administered by the Departments of Community Affairs and Revenue.
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CREATING AN OPPORTUNITY ZONE

Eligibility—OZ areas must meet a four way test:

presence of pervasive poverty
General distress
Underdevelopment

Blight

Presence of Pervasive Poverty —The area must be located in a Census blck group
with 15% or more residents in poverty or in an adjacent block group, as defined by the
latest Census data.

Map available on DCA web site showing eligible area

In an Urban Redevelopment Area or Enterprise Zone —The local community
designates an area as an Urban Redevelopment Area under the Urban Redevelopment
Act (Title 36 Chapter 61 Georgia Code)

Designate the area for the OZ as an Urban Redevelopment Area through local legislation
consistent with the Act. Generally, an area the city is making other efforts to improve
conditions and there is evidence of the four factors present.
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= Document the Condition of Parcels in Proposed OZ—Using a matrix format, document that
the individual parcels meet the four-way test for inclusion in the OZ—if a particular parcel
doesn’t meet the test, drop out.

= Measures considered in four way test:
= Site condition
= |s building occupied/vacant
= Evidence of disrepair
= Crime rates in the area
= Evidence of graffiti or physical neglect or deterioration
= Rental rates in the area versus other areas of the community
= Traffic counts
= Property value trends
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APPROVAL PROCESS

= Local Community
= Council Approves the creation of the Urban Redevelopment Area
= Approve the creation of one or more Opportunity Zones with the URA
= Provide documentation on the URA and parcel level data for the Opportunity Zone
= Include supporting resolutions and documentation
= Supporting materials—maps, photos, press clippings
= Paper and GIS map as required by DCA/DED
= Parcel list with sorting materials
= Cover letter
= Department of Community Affairs

= DCA and DED review local package on Opportunity Zone and have 90 days to review
and approve

= Once approved by DCA/DED Opportunity Zone is created (effective January 1 of year
created)
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EMPLOYER BENEFITS OF OPPORTUNITY ZONES

= The $3,500 credit applies to two or more net new jobs created by existing or new company
= The job must meet three criteria to qualify
= Must be full time at 35+ hours per week

= Must be at a wage higher than the average wage in the County with the lowest
average wage in the State (Echols County of $403 per week or $10.08/hr. $20,956
per year).

= Must offer health insurance to employees but the employer does not have to pay for
the insurance.

= The job tax credit is for a maximum of five years and may be used over a ten year period.
= |tis credit against Georgia Income Tax, any residual credit can be applied against

withholding tax.
= The company must file for the credit with the local community and DCA and be approved
before claiming the credit on their taxes. B o
M en
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