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I. 
Importance of Incentives

Incentives have become an integral part of business site selection decisions over the past decade. While incentives were once viewed as “icing on the cake” by some companies, today’s businesses have come to expect not only the offering of incentives, but the offering of meaningful incentives that will help with their up front project costs and overall bottom line. Because of their significance in the site selection process, creative incentives have been offered not only by the traditional state government sources, but increasingly more by local governments and industrial parks. Since incentives have been continuously evolving, they have become a sophisticated tool used by governments and private interests alike to recruit and win business expansion and attraction. The following represents the significance of the dollar amount and the timing of incentives offered in the site selection process:
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Incentives are 85% Critical

As you can see from the graphic above, incentives play a critical role during the entire site selection process. However it should be noted that most projects (85%) will make incentives the largest determining factor when choosing the final site from a short list. This makes it critical for those responsible for granting incentives to come up with a package that not only gets them on the short list up front, but puts the location in the winning position once a short list has been created. To clarify this further, it is important to discuss the role of incentives in the site selection process and how they are compared and valued.

II.
Incentives in the Site Selection Process

The incentive process is typically broken down into various phases and given to the client in stages. Each phase represents the results of continuously increasing stringent hurdles that locations must meet in order to move forward to the next round or phase. Most site consultants use a standard three-phase approach (or a variation of this approach) where the phases are as follows:

A. 
Phase I – Opportunity Evaluation

Consultant or company will evaluate what statutory incentives may be available to the company. These typically involve publicized programs on the websites of the state and the local governments and will involve mostly tax related incentive savings. A more thorough incentive analysis is compiled and a matrix is formed to compare each location’s statutory incentives in a side-by-side format. This phase does not always involve the state and local economic development representatives, as many consultants and companies like their projects to be kept as confidential as possible during the early stages of evaluation. Because of this confidential approach, it is imperative that all pertinent literature and information, including your website, show what incentives may be available for a given project. More information on how to creatively and effectively display available incentive information is presented later in this report.

B. 
Phase II – Incentive Negotiation and Valuation

Once the statutory incentives have been evaluated and a community has been moved to the short list by the site selection team the location will be contacted directly by the company or their representative. This initial contact can come directly to the business park or it may come through the local or state economic development agencies. It is important that all parties can effectively communicate what incentives will be made available for the project since the client contact may come to any one of the above agencies. The client will be looking for the incentives to be valuated at this stage, and will be looking to try and secure the maximum impact to the project costs. 

It is important to recognize that all incentives are not valued equally during this phase of the analysis. Some companies will place more value on certain types of incentives based upon their business needs. For example, a company who relies on a highly skilled and trained workforce may value a training grant higher than a property tax abatement of the same amount simply because it hits their business needs in a place where they feel it has a bigger impact on overall productivity and facility success. Additionally, many companies, especially larger organizations with multiple locations, will value “above the line” incentives more than “below the line” incentives. 

· Incentives that are considered “above the line” include operating cost reductions, such as cash grants, property and sales tax abatements, reduced facility rent, etc. 

· “Below the line” incentives include all income tax reductions. 

This view is especially true in larger organizations where the tax paying function of the company is located in a corporate headquarters away from the site, and where the Tax Department of the company is not involved with the site selection decision.

The basic rule of thumb in dealing with companies in this stage is to listen to what their business needs are, and to try and craft incentives to fit those needs.

C.
Phase III – Incentive Compliance and Timing

While not widely publicized, companies sometimes will make determinations on how to value incentives internally based upon the necessary compliance that needs to be completed in order to receive an incentive. In addition, during this stage the company will run a time value analysis of the incentive cashflow and will discount the incentives into a NPV analysis. When incentives are compared side by side, it may become evident that two incentives that will both pay out $100,000 may not be crafted equally. If Location 1 is offering $100,000 upon completion of the building and Location 2 is offering $10,000 per year for 10 years, the net present value (NPV) of these incentives will point to Location 1 as the better incentive offer. Additionally, if the incentive comes with very stringent clawback provisions or if the general compliance on an incentive is so onerous, the company may not be able to view that incentive as part of the package for fear that it would have to be given back at some point or that the data necessary for obtaining the incentive is so difficult to gather it would become unreasonable to gather it. As well, some companies may have strict policies on information they are willing to share on incentive agreements (such as personal employee information) making it impossible for them to claim such incentives. It is important to make sure that the company understands the filing requirements up front and for you to be seen as an ally in gathering the data and filling out the necessary paperwork. It may become necessary for you to become the voice of the company when it comes to negotiating compliance terms with state or local government.

III.
Trying to Win the Project

In order to compete effectively in the incentive arena there are a few key considerations that every state/municipality/industrial park should deliberate over whenever a project is presented and the opportunity to win the project exists. As with any site selection and incentive negotiation, it is a material factor for the winning side to understand fully: 

· What the business is asking for;

· Who is the primary competition;

· What is the competition offering; and 

· How can we go above and beyond what is considered “standard” for incentives offered.

A. 
Understanding Your Prospect

In order to put together the most competitive incentive package you must understand your prospect’s business and their needs. Getting as much information that you can from the prospect will be an integral part of a successful response to an RFP. 

For example understanding the prospect’s business structure can help you understand what incentives will be most important to them. For example, a company who is a large organization with a team of individuals who will not be a part of the facility beyond the initial start up phase, incentives that provide short term value and that are able to help reduce project costs up front will be the best method of delivery for an incentive package. These individuals are probably only focused on one thing: Internal Rate of Return (IRR). By reducing project costs in the first few years of the project, the team can justify to management that the internal IRR hurdle has been met. If the management team sees a better than standard IRR, the project typically will get the blessing of management and will then move forward. 

For a company who is smaller and you are dealing directly with the owner/operator, their criteria for selection could change dramatically. Most of these types of prospects will be looking for incentives to deliver long term cost reductions, as those types of incentives tend to have a bigger stake in the future of the business. 

The type of industry that your prospect is in will also play a determining part in what incentives they will value the most. For example a call or customer service center will be very labor intensive, while a data center project may be very capital intensive with limited employees. With these types of projects the benefits of each type of facility is significant to the region, but for very different reasons. One company may be putting a large number of lightly-skilled employees to work that may be unemployed, while the other adds significantly to the local tax base through the capital investment that is on site. Despite the fact that both projects bring positive economic value to the community, incentives that work for one company rarely work for the other. In understanding if your prospect is capital or labor intensive, or if they are focused on training, you will gain knowledge of what incentives will have the biggest impact on their business. A training grant or per employee incentive may work wonders for the call center, but for the data center an investment or property tax-related incentive will be much more lucrative.

B.
Being the Client’s Advocate

As mentioned above, there are times when you may have to become an advocate of the company or assist the company’s consultant when it comes to negotiating incentives with other government agencies. One of the best ways that you might be able to add value to this process is to fully understand what a project that is being presented to you will mean for the local economy. In this regard, the assistance of the preparation of an economic impact analysis that clearly demonstrates the positive attributes a project will bring. Estimation of total taxes that will be generated by the project as well as the number of jobs that will be created will play a significant part in the ability to convince state and local officials that incentives are imperative for this project. 

One major aspect that governments typically overlook when considering incentives is the ancillary jobs that will be created as a result of this project. Determining the proper multiplier effect to use will enable you to effectively represent the total job creation impact to the local economy. 

IV. 
What Incentives can be Offered

While most communities understand the basic incentives that can be offered at the State level, most never take into consideration what can be offered at the Federal level or even at the local level to help increase the total incentive offering. Probably the biggest area of oversight is on the Federal side. What is interesting about these programs is that they are mostly available in every area, and they do not require State or local backing to get them, meaning that no additional funds must be applied for in order to offer them to a company. It’s basically like you are offering “house money” up in the deal.

V.
How Companies View Incentives

Incentives are increasingly being considered a major factor in the site selection process. They have come to expect that some type of business incentive is going to be offered, and if they get the impression that the incentives are not there or if a community is “holding back” they may decide to look elsewhere. Companies want to know about the incentives up front, rather than on the back end of the deal. This is why it is important to have some type of incentive listing made available on your website and on your printed material. Most communities and business parks struggle with how much information is appropriate for printed and web based materials. It is the general rule of thumb to put enough information out there to keep a company interested and to keep you on the “short list” even if you have not been officially contacted, but to hold back enough to where you encourage the company or their consultant to call you directly to find out more. You will also want to have some negotiation room, as companies like to feel they are getting a “better than standard” deal on their incentive packages. A strong incentive package sends clear messages to the company that:

· You want their business

· You understand their business

· This will be a good place to do business in the future

· Even if you don’t have the best tools available you are willing to do whatever you can to make the deal work

VI.
Working with Prospects and Consultants

One of the critical mistakes that is made in the economic development community is having too many voices giving varying opinions during the site selection and incentive negotiation process. It is critical to have a single point of contact designated to take charge of the project when it is presented to you. 

Companies and consultants like to see that incentives are being offered from a variety of different places. This goes back to the idea of a company wanting to feel as if they are truly wanted in the community and that they are getting better than standard treatment. When compared side by side, site consultants are continually told by their clients that a package having incentives coming from multiple sources is better than a comparable dollar-wise package made up of a single incentive. The feeling was that when incentives are coming from multiple sources it shows that a community as a whole is serious about the success of business in the area. Some of the best packages that have been put together contain incentives from all of the following sources:

· State
· County

· City

· Department of Transportation

· Utility Company

· Community College

· Business Park
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