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December 1, 2008

The Honorable Peter Courtney
Senate President

Oregon State Senate

900 Court St. NE, S—201
Salem, OR 97301

The Honorable Jeff Merkley
Speaker of the House

Oregon House of Representatives
900 Court St. NE, H-269
Salem, OR 97301

Dear President Courtney and Speaker Merkley:

The Oregon Economic and Community Development Commission, as directed by the 2007 Legislative Assembly’s budget
note to SB 5508, respectfully submits its budget note report regarding the Oregon Economic and Community Development

Department’s (OECDD) incentive programs and funds.

In particular, the budget note directed the commission to develop a report that itemized the success of economic
development efforts for each program receiving support through OECDD funds, including performance data for department
administered programs and funds or for which participation is subject to commission or department approval, certification

or recommendation.

For the purposes of this incentive report, the department evaluated those programs that induce direct investment into the
state of Oregon to further job retention, expansion and recruitment opportunities. This includes reviewing those non-tax/
monetary programs and income tax-related incentives. Furthermore, the report includes a brief discussion of those incentive
programs where the department partners with other state agencies, as well as local communities to further development

activities.

It should be noted that in addition to this report, the 2007 Legislative Assembly directed the Legislative Revenue Office
(LRO) to deliver a report to the 75th Legislative Assembly in February on the Enterprise Zone program. OECDD plays a
limited, statutorily prescribed role with respect to the program and does not request, nor approve, zone designations. While
this report touches upon the basics of this program and clarifies the department’s role, the LRO report will discuss the

Enterprise Zone program and the cost-benefit in greater detail.

The commission appreciates the opportunity to present this report on the programs and funds that OECDD administers to
further economic and community development throughout the state. We hope the report presents a greater understanding

on the programs the department administers and their impact on the state’s economy.

Sincerely,

é | W UL O —
E. Walter Van Valkenburg, Chair '

Oregon Economic and Community Development Commission
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THE

INCENTIVE PROGRAMS

Dear President Courtney and Speaker Merkley:

The 74th Oregon Legislative Assembly directed the Oregon Economic and
Community Development Commission, through a budget note to SB 5508,
to provide an incentive report to the Governor and the Legislative Assembly
by December 1, 2008. This Incentive Programs and Funds report itemizes the
success of economic development efforts for each program receiving support
through Oregon Economic and Community Development Department
(OECDD) funds, including performance data for each program or fund
administered by OECDD, or for which participation in the program

or support through the fund is subject to the approval, certification or

recommendation of the commission or OECDD.

For purposes of the report, the working definition of “incentive” is taken to

mean

endeavors to induce private, for-profit business firms to make new
investments or to increase or maintain employment in Oregon through

a material benefit to the firm, as a motivating factor for actually
undertaking, expediting or enlarging the project, or as competitive factor,

vis-a-vis alternative locations.

Each of these programs and funds are summarized to provide a brief
understanding about how the incentive works and the major findings

highlighting the program’s success.

The attached report provides detailed information about the incentive
programs and funds that OECDD administers, there are some key guiding
principles the department uses when administering these programs:

* The department’s incentive programs mostly serve to help existing Oregon
companies to expand and grow.

* The incentives tend to be targeted—though not exclusively—at rural
Oregon, areas of economic hardship, or to help spur renewable energy
usage.

* Administrative processes and burdens on benefiting businesses are
generally minimal.

* Incentive programs are geared toward investments in regular capital assets,
in contrast to labor or human capital.

* In combination with other programs, the incentive programs significantly

improve growth prospects and competitiveness for Oregon’s economy.

REPORT

The department administers the following major

incentive programs:

1. Governor's Strategic Reserve Fund (forgivable

loan): The Governor’s strategic reserve fund is a
discretionary grant program. Though modestly

sized compared to such tools in some other states,

it is crucial for advancing diverse business projects
throughout Oregon. These funds are used as a
strategic investment focused upon creating, recruiting
and retaining jobs for existing Oregon businesses.
The loans are usually the last money invested in a
project and often help firms purchase new equipment

and provide training for their existing employees.

. Industrial Development Revenue Bonds (loans)

& Oregon Business Development Fund (loans):
The department administers two programs that
offer favorable terms for debt financing of new
investments: (1) Special bonds under federal law for
which the interest is tax-free; (2) A revolving loan
fund that is used to supplement the business firm’s

other borrowing.

. Special Public Works Fund (primarily loans):

Monies that go to local governments to provide
special, immediate extensions of public services or
infrastructure to a site for business development.
They typically include a loan paid back by a

municipality.

. Strategic Investment Program: Exempts large

investments from much of the property taxes that
they would otherwise need to pay over 15 years.

The Economic and Community Development
Commission must make a final determination on
projects primarily driven by local/county agreements.
SIP remains instrumental for our high-tech
industry—a mainstay for jobs in Oregon. In recent
years, it has been serving rural areas, especially wind-

energy development.
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5. Oregon Investment Advantage: This new, innovative program offers a The commission hopes this report helps increase the
10-year exemption from income taxes on the income arising from any understanding of OECDD’s critical and ongoing role
business’s new operations. The department technically administers the in spurring economic development and creating new

certification of business facilities, which to be eligible must be located jobs throughout the state of Oregon. We look forward

in one of presently 20 counties based on economic hardship statistics. to your suggestions and questions concerning these

In such rural counties, there are already 23 projects at least preliminarily .
important programs.

approved and hundreds of full-time jobs expected to be created.

This budget note does not encompass reporting on all state or local incentives For those desiring a copy of the full Incentives Programs
that act to spur business development. Many of the more recognizable and Funds report, please contact Paul Grove, OECDD
incentives like the Business Energy Tax Credit (BETC) and the Immediate Legislative Affairs Director, at 503-986-0192 or visit
Opportunity Funds (IOF) approved by the Oregon Transportation the web at http://econ.oregon.gov/OECDD/pubs.
Commission are described only briefly in the full report. sheml.

In addition, it is important to clarify OECDD’s limited role in relation

to Enterprise Zone tax abatements granted throughout the state. The
department has a limited, statutorily prescribed role regarding the standard
exemption on new taxable property in an enterprise zone. These exemptions
are administered and approved solely by local jurisdictions. The department
does manage the Rural Enterprise Zone Facility Tax Credit. Thus far, the
department and Governor’s office has approved this corporate excise tax
abatement for two major companies. However, at this time, neither firm has

exercised the credit.
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