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March 6, 2007

Members of the lowa General Assembly
Statehouse
LOCAL

Dear Legidator:

This report on the lowa Enterprise Zone Program was prepared in accordance with 2006
lowa Acts, Senate File 2183, Section 9. Below is an overview of the enclosed report:

From July 1998 through December 2006, approximately $442 million in tax credits have
been awarded to businesses and housing devel opers through the lowa Enterprise Zone
Program. Businesses were awarded $348 million in return for obligationsto create 11,116
jobs and make atotal of $3.5 billion in capital investments. Housing devel opers received
credits of $94 million to build or rehabilitate 6,168 housing units at an expenditure of
$749 million.

State and local taxes anticipated from the Enterprise Zone businesses are estimated to be
over twice the amount of tax credits awarded.

Not all tax credits awarded are likely to be used. Much of the amount awarded may only
be claimed if the projects owners have sufficient lowatax liability. Until recently, there
has been no way for the State to track the use of specific tax credits.

My staff and | will be glad to discuss this report with you, as well as any other aspects of
the Enterprise Zone Program.

Sincerely,

thatl T Jramrtve

Michagl Tramontina
Interim Director

Chester J. Culver, Governor IOWA DEPARTMENT OF ECONOMIC DEVELOPMENT Patty Judge, Lieutenant Governor

Mike Tramontina, Acting Director ® 200 East Grand Avenue, Des Moines, lowa USA 50309 @ Phone: 5152424700 ® Fax:515.2424803 ® www.iowalifechanging.com



REPORT ON THE IOWA ENTERPRISE ZONE PROGRAM

IDED, March 2007

INTRODUCTION

Under 2006 lowa Acts, Senate File 2183, Section 9, a written report is required to be prepared and sent
to the lowa General Assembly regarding the Enterprise Zone program. This is the first report on the
Enterprise Zones issued by the lowa Department of Economic Development (IDED).

The lowa Enterprise Zone (EZ) program began operation in State Fiscal Year 1998. The purpose of the
program is to encourage investment in lowa’s economically distressed areas, specifically through
business job creation and housing development. Incentives are offered to businesses and housing
developers which include local and state tax credits, tax refunds, and tax exemptions. Projects must
occur in certified Enterprise Zones, which may be formed only in counties and cities that meet economic
distress criteria (see map on next page).

Data limitations

While the report covers many key elements about the award and performance of EZ projects, there were
limitations on our ability to collect some of the desired data. Chief among these is the absence of data on
awarded tax credits that are actually used by the recipient. Much of the tax credit amounts awarded may
be used only if the recipient has an lowa tax liability.

Knowledge of actual use of tax credits is important in able to understand state budget impacts. There is
some anecdotal evidence that companies and developers have not been able to use all their credits —in
some cases, only a small fraction of that awarded. However, until very recently, there has been no
comprehensive mechanism to link an individual tax credit claimed to the specific tax credit awarded.
Starting with tax year 2006, tax credit recipients will have to file a new state form which links claims by
identification numbers with the corresponding credit award. Therefore in future years we should be able
to report claims against credits awarded. But unfortunately, that information was not available for this
report.

New tax credit claims handling procedures are part of an initiative called the Tax Credits Tracking and
Analysis System, led by the lowa Department of Revenue (IDR). All agencies issuing or otherwise
involved with state tax credit programs are participating members of this initiative, including the IDED.
The IDR system was required by 2005 legislation which also requires an ongoing, comprehensive effort
to evaluate state tax credit programs.






1. IMPACT OF ENTERPRISE ZONES ON STATE AND LOCAL ECONOMIES

Business Enterprise Zone Projects

Enterprise Zones are designed to stimulate development by targeting economically distressed areas in
lowa. Through state and local tax incentives, businesses are encouraged to make new investments and
create new jobs in these areas. The goal of the program is to revitalize these areas and make them
competitive with other locations throughout the state.

Businesses locating or expanding in an established Enterprise Zone may be eligible to receive certain
local and state tax incentives.

Eligibility Requirements

e The business must make a minimum qualifying investment of $500,000 over a three year period.
Qualifying investment includes the cost of land, buildings, improvements to buildings,
manufacturing machinery and equipment, and/or computer hardware.

e The business must create at least 10 full-time, project-related jobs over a three year period and
maintain them for an additional 10 years.

e The business must provide all full-time employees with a standard medical and dental insurance
plan of which the business pays 80% of the premiums for employee-only coverage or provide a
monetarily-equivalent benefit package.

e The business must pay new employees an average starting wage which is equal to or greater
than 90% of the average county or regional wage, whichever is lower. (Check with IDED for the
community's current wage requirement.)

e The business can not be a retail establishment or a business whose entrance is limited by
coverage charge or membership

e The business can not close or relocate its operation in one area of the state and relocate
substantially the same operation in the Enterprise Zone.

e The local Enterprise Zone Commission and IDED must approve the business' application for
Enterprise Zone program incentives prior to project initiation.

Tax Incentives

e Alocal property tax exemption of up to 100% of the value added to the property to a period not to
exceed 10 years.

e Additional funding for training new employees. If applicable, these funds would be in addition to
those authorized under the lowa New Jobs Training Program.

o Arefund of state sales, service, or use taxes paid to contractors or subcontractors during
construction.

e For warehouse or distribution center projects, a refund of sales and use taxes paid on racks,
shelving, and conveyor equipment.

e Aninvestment tax credit of up to a maximum of 10% of the qualifying investment, amortized over
5 years. This tax credit is earned when the corresponding asset is placed in service and can be
carried forward for up to seven additional years or until depleted, whichever occurs first.

e The State's refundable research activities credit may be doubled while the business is
participating in the program for up to a maximum of 10 years.

Number and geographical distribution of business projects

The number of zones in a county does not translate into an equal number of Enterprise Zone projects.
Cities, which typically have fewer zones, are more likely as a group to have a greater number of projects.

A greater number of projects can be found in larger lowa cities (Cedar Rapids, Council Bluffs, Des
Moines), but it is not a guarantee that large cities will have the most projects. Some smaller cities
(Charles City, Denison, lowa Falls) show a comparable number of projects when compared to larger cities
(Clinton, Dubuque, Sioux City).


















































