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Economic Incentives: County By County

By Sarah Curry and Catherine Konieczny

Executive Summary

North Carolina’s 100 counties derive their
spending authority from the General Assembly.
The state legislature permits local governments to
raise tax revenue, budget and manage that revenue,
and disburse funds to support activities at the
discretion of elected officials. Counties have also
been given broad authority to engage in economic
development activities. Some of these include
employing agents to meet, negotiate with, and assist
businesses interested in locating or expanding in the
community, administering unsubsidized revolving
loan funds, distributing cash grants, developing
strategic plans for economic development, and
constructing public facilities.

Currently there is no single data source that tracks
the expenditure of tax revenue on economic
development activities at the local level. To address
this need, we collected and categorized economic
development spending in all 100 counties in North
Carolina.

Between FY 2009 and FY 2014, 81 out of North
Carolina’s 100 counties participated in economic
development activities. Counties entered into 776
contracts worth nearly $284 million in incentives
over the five-year period. Actual payments,
however, totaled $144 million.
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ounty governments are increasingly being
asked to participate in economic development
activities advanced by state legislators,
replicating approaches, albeit on a smaller scale,
pursued by state and federal officials. This study
surveys North Carolina’s counties and examines how
they conduct economic development at the local level.

Methodology

For local entities, economic development includes a
variety of efforts made by cities and counties to promote
economic growth,oftenineconomically distressed areas.
In nearly all cases, the goal of economic development is
to increase private investment and job creation, thereby
broadening the local tax base. This study focuses on
the distribution of cash grants and reimbursements by
counties to private companies that have an interest in
relocating operations or remaining in North Carolina.
Currently, no government agency, trade organization,
special interest group, or non-profit organization
collects or publishes economic development data for
North Carolina cities, municipalities, and counties.

In order to gather the data, each county’s manager and
public information officer were sent a public records
request asking for their county’s economic development
financial data for fiscal year 2009-10 through fiscal year
2013-14, that is, July 1, 2009 through June 30, 2014.
Counties self reported the information to the John
Locke Foundation.

We requested that each county provide the amount
approved for each agreement to be paid by the
county to the named entity, the stated justification for
the incentive, requirements to meet the incentive’s
objective (if applicable), the duration of the agreement,
and outcomes associated with the terms of the incentive.
The data in this report reflects only agreements where
the county disbursed its own earned revenue or used
a revolving loan fund managed by the county, not
where the county acted as a pass-through entity for
another source of funds. Matching dollars required as
a condition of a state or federal grant are included here.
The state or federal portion is not, to the best of our
knowledge.

As referenced above, we define economic development
incentives as funds from the county given to private
entities. We did not intend to capture community
development, revitalization efforts, or public-private
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partnerships, but some counties categorized those
activities as economic development and reported
dollars spent on them. When reported, those amounts
are included in county totals.

Data were much more difficult to collect and interpret
than was anticipated. The point of contact for the
counties changed over time, and because many counties
have economic development offices, the branches of the
county government would not share information about
the agreements with each other. Counties frequently
omitted figures or were vague when specific information
was requested. Each county has a different way of
keeping records of their incentive activities, which
makes it extremely difficult to make comparisons and
capture the same data for every county. Some counties
were able to summarize all requested information, while
others sent in dozens of pages of original documents.

Types of Incentives

Every county participating in economic development
activities has a wide array of incentives available
to them. Some choose to use one type of incentive,
while others choose to use a variety of incentives. For
the purposes of this study, we have categorized the
incentives differently than state statute does.

Performance

Overall, 64 counties use performance-based incentives.
Performance incentives are categorized by the
benchmark requirements each private entity is given
with the expectation the business will meet those
requirements within a certain time frame. The two most
common performance measures used are 1) the number
of jobs created and 2) the monetary investment in real
property or existing infrastructure within the county’s
jurisdiction. The employment requirement includes
the creation of new full time positions, either a specific
number of new jobs or an acceptable range. Investment
requirements typically involved expenditures (or a
range of expenditures) on property and/or equipment.

Non-performance

Non-performance incentives are unconditional awards
that could not be classified as infrastructure. For
example, Alleghany County used non-performance
incentives for a dentist to serve Medicaid patients and a
large-animal veterinarian. Neither service was offered
within the county, and elected officials awarded the

Koate

FOUNDATTION 3

g




incentives based on their perception of public need.
Gates County discounted the sale of a historic school
building that did not qualify for a state building re-
use grant. Granville County paid for the renovation
of an existing building and provided matching funds
for grants from other sources. Rutherford County only
used local funds to match One NC grants. Warren
County waived permit fees for private businesses.

Infrastructure Grants

These incentives reimburse companies to meet state
building code requirements or connect to public utilities.
These include fire hydrants, roadway intersections,
and sewer and water lines. Brunswick, Currituck, and
Yadkin counties were the only jurisdictions that solely
used these forms of incentives. Perquimans County
only had one incentive grant, a discounted sale of eight
acres of county land at $25,000 an acre.

Tax-based Reimbursement

This category includes any incentive that reimburses
taxes paid. Since counties use different methods to
report the budgeting and value of tax-based incentives,
they cannot be fully accounted for until paid. Bladen,
Catawba, Cleveland, Cumberland, Duplin, Durham,
Franklin, Gates, Harnett, Johnston, Pitt, Richmond,
Rowan, Scotland, Stanly, Transylvania, and Wilkes
counties all use this form of incentive.'

Of those counties that reported economic development
expenditures, six had no performance requirements,
five did not report any reason for the incentive, and
another six counties only awarded cash grants for
infrastructure investment. The remaining counties tied
their incentive to various performance measures. Of
those counties participating in performance agreements,
33 counties, or 44 percent of the total, did not disclose
performance results or outcomes, even though these
counties confirmed payment. This suggests that there
are gaps in the data and reporting deficiencies, but it
is not evident why economic development efforts lack
transparency.

Legal Authority

County governments are a creation of the state and must
be granted statutory authority by the state to engage in
economic development. Actions required for a county

1 The details of each county’s tax incentive method can be
found in the Appendix.
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government to offer incentive payments are broadly laid
out in the North Carolina General Statutes.> According
to the UNC School of Government,’

When a North Carolina government turns funds
over to a private entity for expenditure (through an
incentive payment), the local government must give
prior approval to how the funds will be expended
by the private entity and “all such expenditures
shall be accounted for” at the end of the fiscal year.
Furthermore, the funds must be made subject to
recapture in an incentive agreement. Additional
procedural requirements are imposed when the
expenditure involves the purchase or improvement
of property, which is almost always the case for an
economic development incentive that is contingent
on making investments that increase the property
tax base.?

While state statutes lay out the process, the restrictions
imposed by statute are not the final word. Economic
development incentives are typically payments of
public taxpayer funds to private entities, resulting in
a mix of public and private purposes. Although the
North Carolina general statutes give permission to
counties to participate in economic development, local
governments are not permitted to offer gifts of public
property, legally referred to as “exclusive emoluments,”
to private entities.” The UNC School of Government
gives a clear legal explanation of this problem,

“«

Exclusive emoluments are permitted only “in
consideration of public services.” That is, the
public must get something in return — known as
“consideration” in contract law — for a payment
to a private entity. A separate set of constitutional
provisions requires that expenditures by local
government and contractual payments to private
entities must serve a public purpose’ As long as
a payment or expenditure serves a valid purpose,
it satisfies not only the constitutional provisions
regarding public purpose, but the exclusive
emoluments provision as well. The courts alone —

2 Section 158-7.1 of the Local Development Act of 1925

3 Kara Millonzi, (2014). Introduction to Local Government
Finance. The School of Government at the University of
North Carolina at Chapel Hill.

4 TIbid. pp. 295-6

Section 32 of Article 1 of the North Carolina Constitution

6  Section 2 of Article V of the North Carolina Constitution
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not the legislature, not statutes — decide what is a
valid public purpose under the constitution.”

There are multiple forms of incentive activities, such
as cash grant incentives that function as tax abatement.
Fourteen counties in the state employ these kinds
of incentives. They follow a common pattern. The
county offers to make annual cash grants over a number
of years. The business invests certain amounts in the
county, such as building a new facility or expanding an
existing facility. The amount of the cash grant is tied
to the amount of property taxes paid by the company.
For example, in Rowan County, incentive agreements
provided reimbursement for between 70 and 75 percent
of the property taxes paid over a five-year period.

For most states, tax abatement is an acceptable and
widely used form of incentive, but the North Carolina
Constitution does not permit it. According to Article V,
Section 2 of the constitution, property tax exemptions
and classifications may be made only by the General
Assembly and only on a statewide basis. The UNC
School of Government explains why similar forms of
incentives, like those used in Rowan County, have not
been deemed unconstitutional,

These (incentive) policies closely approach tax
abatements but with two important differences:
the company receiving the cash incentives has
paid its property taxes, and the grant payment is
contingent not solely on payment of property taxes
but also on performance of some public benefit,
such as job creation or construction of affordable
housing. One note of caution: no court has
directly addressed whether this sort of policy is an
unconstitutional attempt to enact a tax abatement
or whether it is simply a constitutionally permitted
cash grant®

The issue of constitutionality was examined by the
North Carolina Supreme Court in 1996, and as recently
as 2010' by the North Carolina Court of Appeals. The
legal discussions regarding local government incentives
is far from over, and hopefully shedding light on where
counties choose to participate in economic development
activities will further that discussion.

Millonzi, p. 294

Ibid. p 295.

Maready v. City of Winston-Salem, 342 N.C. 708 (1996)
0 Haugh v. Countv of Durham. 208 N.C. Aon. 304 (2010)

— O 0
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Findings

Between FY 2009 and FY 2014, 81 out of North
Carolina’s 100 counties participated in economic
development activities at the county level. This totaled
776 agreements and nearly $284 million promised to
the private sector over the five-year period. The amount
actually paid out during this period was $144 million.
The difference is due to the fact that many agreements
are made in one year but paid out over multiple years. In
addition, some agreements are contingent on companies
meeting particular terms and may not therefore be paid
in full if those terms are not met.

Surprisingly, there were no obvious trends among or
between the metropolitan development areas."! The
popular perception of economic development is that
wealthier urban and suburban counties are able to
leverage greater resources for these activities. Yet,on a
per-capita basis, there is no evidence of a divide between
rural and urban counties. Iredell, Davie, Halifax,
Lenoir, and Buncombe counties had the highest per
capita dollars approved for incentive agreements, each
budgeting over $100 per resident. Wilson County was
the only county to pay over $100 per capita. Person,
Lee, Lincoln, and Catawba counties spent over $50 per
capita each.

Outliers

There are a few notable outliers. Iredell County
approved, but did not pay, $222.65 in incentives per
capita, more than any other county in the state and 78
percent more than the next highest in the region, Davie
County. Despite their inflated approved incentives
budget, Iredell ended up paying only $47.41 per
resident, second only to Lincoln County’s $57.26
expenditure. Both paid more than twice the average for
counties of comparable size.

Several of the highest paying counties were skewed
by one or two exceptionally large agreements, with
payments reaching over $1 million.

e (Catawba County entered into an agreement with
Apple for a tax-based incentive that required one
billion dollars in investment. At the time of our

11 Per capita approved (or spent) amounts did not correspond to
trends in per capita income. Urban-rural classifications are
based on US Census data. A full explanation is available at
cdc.gov/nchs/data/series/sr_02/sr02_166.pdf
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data collection, Catawba County had paid over $8
million, equaling almost 95 percent of the county’s
total dollars spent within the five-year time frame.

Cleveland County agreed to a tax-based incentive
with AT&T that required $851 million in investment
with a promise to refund 67 percent of the ad
valorem tax revenue in each grant year.

Iredell County is home to Lowe’s Home
Improvement’s headquarters and entered into a
single, large agreement that resulted in over $3
million in payments, just over 40 percent of the
county’s total payments for the time frame.

Person County’s agreement with Eaton Corporation
has resulted in the county paying $2 million to

Income, Approved Incentive Amount, and Paid Incentive value
per capita, by economic development level
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available at cdc.gov/nchs/data/series/sr_02/sr02_166.pdf.
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the private firm, 80 percent of the county’s total
payments since fiscal year 2009.

e Randolph County agreed to an incentive agreement
with Malt-O-Meal, and has made payments of $2.3
million in the last five years, totaling 94 percent of
the county’s total paid incentive dollars.

e  Wilson County was the highest ranked county for
paid incentive dollars per capita due to $5.7 million
in payments related to the Bridgestone-Firestone
agreement.

Recommendations

The North Carolina General Assembly should mandate
that counties meet a standardized reporting requirement
for all economic development activities. In addition,
legislators should allocate funding for a web portal that
gives taxpayers access to aggregate and county-specific
economic development expenditures and machine
readable documents. Elected officials should then
use this information to evaluate whether the costs of
incentives outweigh the benefits. We suspect that, in
most cases, there are much better uses of tax revenue
and much more efficient ways to spur economic growth,
such as lower tax rates and reduced regulations.

Sarah Curry is Director of Fiscal Policy
Studies at the John Locke Foundation.

Catherine Konieczny will graduate from North
Carolina State University in May 2016 with a B.S. in
Economics and a minor in Political Science.
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Appendix: Details of property tax reimbursement incentives

Bladen - Investment measured as new taxable
investment with a given rate (.25% - .63%) of tax
on that investment and reimbursed as a grant after
payment, not to exceed 74% of total taxes paid.

Catawba — Reimbursement of ad valorem tax
revenue received from the company, 40% - 75%
of total taxes paid. Apple agreement refunds up to
85%.

Cleveland — Agreements based on investment
and job performance standards with grant amount
based on reimbursement of ad valorem tax revenue
received from the company at 40% - 90%, including
three agreements based on conveyance of property.

Cumberland — 50% of ad valorem tax value of
invested property.

Duplin —80% grant of tax bill paid in one agreement;
cash grants, state matching, and reimbursement for
construction of natural gas pipeline.

Durham - A maximum value approved in
agreements but actual paid value of the incentive
calculated using total taxes (property, person, and
other), specifics of each agreement not included in
the data received.

Franklin — Actual payment of 3% of the tax
valuation of the investment in equipment, machinery,
property, and buildings for all agreements, with
separate stipulations for investment and job creation
for each individual agreement.

Gates — Only one agreement, a refund for half of the
property taxes paid on an historic school property
sold by the county.

Harnett — 50% - 80% refund of total taxes paid by
year.

Johnston — All agreements refunding 50% - 100%
of ad valorem tax value with a decreasing percentage
over the life of the incentive, performance
stipulations with minimum investment and job
values by individual agreement.
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Pitt — Refund of 25% - 35% of the net increase in ad
valorem taxes paid on real property to cover facility
and equipment expenses.

Richmond — Cash grants in the form of refunds
given by percentage of taxes paid through a
tiered system. Level 1 grants: 50% of taxes to be
reimbursed with a tax valuation of $1,000,000 -
$4,999.999. Level 2: 60% reimbursement with

valuation between $5,000,000-$19,999.999.
Level 3: 70% reimbursement with valuation
between  $20,000,000-$49,999.999. Level 4:

85% reimbursement with valuation greater than
$50,000,000.

Rowan — 70% - 75% reimbursement for a period
of 5 years.

Scotland — Four specialized agreements: one a
refund of 90% of the ad valorem tax base outright;
two with sliding scales of refund percentages (one
beginning at 80% and decreasing to 50% of ad
valorem tax rate multiplied by the depreciated value
of equipment, one beginning at 50% and decreasing
to 35% of ad valorem tax rate multiplied by the
property tax value of equipment investment.); one a
cash incentive of $57,000 per year for three years.

Stanly — Refund of 50% - 90% of county taxes on
investment value over 5 years.

Transylvania — Refund of 50% of property taxes
paid to the county.

Wilkes — Most purely performance based with two
exceptions: one a 70% refund of real property taxes
paid in addition to an outright cash grant, and the
other reimbursed payments for rent from the county.
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