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October 31, 2005

The Honorable Richard J. Codey
Office of the Governor

PO Box 001

State House

Trenton, NJ 08625

Dear Governor Codey:

Enclosed please find the annual Business Employment Incentive Program, (BEIP) Report
for Fiscal Year 2005, as required pursuant to the BEIP enabling legislation. This report,
prepared in consultation with the New Jersey Economic Development Authority (NJEDA),
includes information on the number of BEIP applications approved and Agreements
entered into during fiscal year 2005, and a description of each. The annual report also
includes the number of jobs created for each project; the new income tax revenue derived
from withholdings; the amounts awarded to each project as grants and an update on the
status of projects under each agreement.

~~ — —As you are fully aware, BEIP has become a powerful and unique business incentive,
encouraging businesses to locate and expand in New Jersey. Businesses that execute
Agreements under the program and create jobs receive annual cash grants based on the
number of new jobs they have created.

Please feel free to contact me or Caren Franzini if you should have any questions or
concerns regarding the FY 2005 BEIP Annual Report.

Sincerely,

-

Virginja S. Bauer
Chief #xecutive Officer/Secretary

Enclosure
cc: Caren Franzini, Chief Executive Officer, NJEDA

New Jersey is an Equal Opportunity Employer. Printed on Recycled and Recyciable Paper




Business Employment Incentive Program (BEIP) Annual Report FY 2005

In accordance with P.L. 2003, c.166, the New Jersey Commerce, Economic Growth and
Tourism Commission, in consultation with the New Jersey Economic Development
Authority (EDA), submits this report on Fiscal Year 2005 activity for the Business
Employment Incentive Program (BEIP). As indicated by statute, the report includes the
following: the number of BEIP agreements entered into by the state during FY 2005, and a
description of each; the number of jobs created under each project; the new income tax
revenue received from withholdings; the amounts awarded to each project as grants, and an
update on the status of projects under each agreement.

Program Description

BEIP is a vital economic development tool with proven results in encouraging businesses
to locate and expand in New Jersey. By providing annual cash grants based on new jobs
created, the program serves as a key incentive for encouraging economic growth in New
Jersey.

BEIP grants, administered by the EDA and marketed aggressively by Commerce, may be
granted for up to 10 years and can equal 10% to 80% of the total amount of state income
taxes generated by the grantees’ newly created jobs during the calendar year. To qualify, a
business must demonstrate that the BEIP grant is a “material” factor for expanding or
relocating jobs in New Jersey, that it is financially viable, and that it will create a minimum
number of jobs. New Jersey retains the balance of new income tax revenue generated by
the new jobs and is the beneficiary of growth from other ancillary revenues, such as Sales
and Corporation Business Taxes, which spin off from economic development.

The EDA gives greater consideration to positions that average 1.5 times the minimum
wage during the grant agreement. Qualifying businesses must maintain the project in New
Jersey for at least 1.5 times the number of years of the grant. The State Treasurer must
certify that the amount of the withholdings received from the business for the new
employees at least equals the grant amount. Point of final purchase retail facilities are not
eligible for BEIP grants.

Overall BEIP Activity

From BEIP’s inception in 1996 through October 2005, the EDA has executed 230 BEIP
grants worth approximately $674 million, supporting the creation of an estimated 49,517
new jobs and leveraging $9.7 billion in total public/private investment. To date, these
BEIP grants have created 53,205 actual jobs, exceeding estimates by nearly 7 percent.




FY2005 BEIP Activity

During FY 2005, the EDA executed BEIP grant agreements with 32 businesses. (Note that
executed projects are those in which the projects have been approved by the EDA Board,
and a signed agreement between the company and the EDA has been finalized.) The 32
projects are expected to create approximately 4,477 new jobs in the next decade, with
estimated grant totals of nearly $40.4 million over the term of the grant contracts (which in
most cases is 10 years). These projects are anticipated to invest a total of $260.5 million in
private funds in New Jersey. As of October 2005, businesses representing these 32 projects
have reported the actual creation of 1,191 new jobs. In many cases, no new gross income
tax has yet been reported to the EDA by the company, as the recipient companies are not
required to do so until they have reached their minimum job creation threshold.

Attached is a list of all the above projects which executed a BEIP grant agreement in FY
2005, (Exhibit 4), which includes the date of approval and execution, award percentage,
grant term, estimated job creation total, jobs created to date, estimated grant award total,
disbursed funds to date, total project costs, project location, cities/states of origin, and new
Gross Income Tax.

Also attached is a chart (Exhibit B) reflecting all BEIP grants executed to date since the
inception of the program, including the FY 2005 projects.

Study of Economic Benefits of BEIP

In October 2005, EDA released a study of BEIP conducted by Dr. Joseph J. Seneca, Dr.
James W. Hughes, and Will Irving of the Edward J. Bloustein School of Planning and
Public Policy at Rutgers University. In addition to a broad study of the program since
inception, the study also included an overview of 88 BEIP grants that were approved in FY
2005 (Note that an “approved” BEIP grant is one which has been approved by the EDA
Board of Directors, but may not yet be executed.)

The study showed that a majority of the 88 approved FY 2005 BEIP projects are within the
manufacturing (40.9%), professional and business services (20.5%) and financial activities
(15.9%) sectors. The study also showed that the FY 2005 awards have gone primarily to
projects creating fewer than 200 jobs (84%), while a large share of the estimated jobs to be
created (42.7%) are expected to come from projects creating 500 jobs or more.

According to the study, the BEIP projects approved in FY 2005 are estimated to generate
an increase of $1.7 billion in gross state product on an annual basis, or approximately
$96.80 for each tax dollar spent on the awards. They are also expected to generate state tax
revenues of $84 million, or $4.70 for each dollar in tax expenditures. In addition to the
12,318 estimated jobs to be created by the projects, the economic activity they generate is
estimated to result in the creation of an additional 10,391 jobs, for a total of 22,709 jobs.




In terms of an overall review of BEIP-assisted companies (183 awarded and executed
projects from 1997 to February 2005 that have created at least ten jobs each), the study
concluded the following:

e The BEIP awards and the jobs created by the 183 BEIP projects studied are
distributed across a broad range of business sectors, but are most highly
concentrated in the key manufacturing, financial activities, and professional and
business services sectors.

e To date, the 183 businesses that have received BEIP disbursements have created
nearly 52,000 new, permanent jobs. Economic activity generated by BEIP
businesses also has led indirectly to the creation of another 58,000 jobs.

e Annual sales tax revenues are estimated to increase by nearly $350 million from the
direct and induced economic impact of the nearly 52,000 jobs and associated
economic activity created by BEIP projects.

o The total economic impact of the BEIP-assisted businesses add approximately $8.4
billion annually to New Jersey’s gross state product. For every dollar spent on
BEIP, New Jersey’s gross state product increases by $88.

Another observation included in the report relates to the effectiveness of the program in
actually influencing business location and expansion decisions. According to the report,
given the magnitude of the benefit-to-cost ratios estimated, there is a wide range of
flexibility in terms of assessing the net effectiveness of the BEIP awards.

One way to present the effectiveness is to calculate the percentage of the total jobs
supported by the BEIP awards that, if solely attributable to the BEIP awards, would still
lead to, at the least, a neutral return per tax dollar spent (i.e., a benefit-to-cost ratio of one).
The report takes a conservative approach, estimating this percentage in terms of the BEIP
effects on state tax revenues and not in terms of the program’s broader impact on gross
state product (where the average ratio of gross state product per tax dollar spent is 88).

Thus, if only 27.2% of the 51,665 direct jobs supported by BEIP were actually located in
New Jersey because of the BEIP awards (i.e., the other 72.8% of the jobs would have
located in New Jersey anyway with or without BEIP), the state tax revenue to state
expenditure ratio would be one, indicating tax neutrality.

The conclusion is that the state would receive back $1 in tax revenue for each tax dollar of
BEIP expenditure. More generally, if only one job out of approximately every 3.7 jobs
supported by BEIP exists in New Jersey because of BEIP, then the program would still be
state tax neutral.

A summary of the study’s findings is attached (Exhibit C). A full copy of the report can be
accessed at www.nieda.com or www.policy.rutegers.edu/beipbenefits.pdf

For monthly updates on executed BEIP projects, visit: www.njeda.com/beip_activity.asp




Program History

2004 Program Modifications .

In 2004, the New Jersey Policy Perspective, a non-profit and nonpartisan research and
educational organization, published the report “Taking Care of Business - Does it Cost Too
Much?” The report analyzed BEIP to determine the program’s effectiveness and to make
recommendations for improvements. In response to the report, State Treasurer John
McCormac asked Rutgers University’s Edward Bloustein School of Policy and Planning to
study the program and determine if the recommendations made by the report are valid and
to make any other recommendations necessary to more effectively manage the program.

Based on the Rutgers’ study, the EDA Board of Directors adopted a number of
modifications to the program in October 2004, including requiring BEIP recipients to
maintain 80% of their statewide employment (documented at the time of their application)
for the grant commitment period, and the institution of new guidelines governing
additional incentives for jobs created in excess of the employment commitment.

In addition, at the recommendation of the study, the EDA will move forward with
commissioning a periodic BEIP impact study. And, in order to increase public access to
information, in 2004, EDA began posting regularly updated reports of BEIP activity on the
EDA website (www.njeda.com).

In October 2004, the EDA Board of Directors also adopted additional modifications to
enhance the program based on internal program review, including regulations allowing the
Authority to: seek full repayment of funds if a company moves out of state; withhold,
reduce or terminate payment of a grant or any portion thereof should a BEIP company
default on the grant agreement, such as moving out of state, and recapture grant monies
already paid to the company in the event of default.

2003 Enhancements to BEIP

In September 2003, amendments were made to the BEIP Act to enhance the program,
making it available to a larger range of businesses, with more targeted focus on
technology-based industries. '

The changes include the following:

e Accelerating Business Growth and Job Creation
The program now has a lower overall job growth threshold for all applicants.
Originally, a business had to create 75 new jobs to be eligible (unless they were
located in a targeted municipality, in which case the threshold was 25). This
threshold is now 25, regardless of location.




Fostering High Tech/Biotech Industry Growth by Lowering Job Threshold to 10
The new BEIP aims to target job growth in the high tech/biotech industries by
lowering the job creation threshold to 10.

Targeting Specific Industries by Increasing Grant Formula Score by 5%

An additional 5% has been added to the score for industries identified by the New
Jersey Council of Economic Advisors as the cornerstone of New Jersey’s
economy. These industries include high tech/biotech, pharmaceuticals, financial
services, transportation and logistics.

Encouraging Smart Growth by Increasing Grant Award by up to 30%

BEIP applicants may be eligible for a grant award of up to 50%, equivalent to the
total amount of the State income taxes withheld by the business during the calendar
year for the new employees hired. The new BEIP allows an increase of up to 80%
if the company utilizes Smart Growth principles. These include: locating in State
Planning areas 1 and 2, an Urban Coordinating Council Municipality, "distressed"
municipalities, brownfield sites, near mass transit, in a center designated by the
State Planning Commission, or in an area designated by a locality as an “area in
need of redevelopment;” linking with some housing production or renovation; or
locating in close proximity to and working cooperatively with a public or non-
profit university on research and development.

Streamlining Reporting Process

Under the old BEIP, companies were required to submit a full payroll report each
year, up to 10 reports for a 10- year grant. Under the enhanced BEIP, they are
required to submit only three full reports, unless a company’s payroll report raises
questions or contains . inconsistencies. The EDA will allow existing BEIP
recipients the option of converting to the revised streamlined reporting process.

Providing a Stable Source of BEIP Funding

The 2003 amendments gave the EDA the power to issue bonds, backed by a State
contract, to fund the payment of BEIP grants in any year in which a state
appropriation is not available for the grants. This change provides a more stable
and flexible funding mechanism for the program and reflects the Administration’s
commitment to ensuting that BEIP recipients receive the funding upon which they
rely. In 2003, the EDA issued bonds for a total of $59 million for BEIP disbursal
payments for FY 2004.




The amendments also authorized the EDA to use residual BEIP withholdings to
support Designated Industries Economic Growth and Development projects. In
2003, the Joint Budget Oversight Committee approved an EDA bond resolution
totaling $60 million to fund such projects. To date, the EDA had committed $35
million of these bonds funds for the following programs: $10 million for
Springboard II Fund, providing recoverable grants to start-up life sciences and high
tech companies; $10 million for investment in the new Garden State Life Sciences
Venture Fund, and $15 million for the expansion/construction of technology
commercialization centers within the newly established Innovation Zones in
Camden, Newark and the greater New Brunswick area. '

Allowing for New Recipients

The new law also expands BEIP benefits to companies that could not take
advantage of the program due to New Jersey's reciprocal agreement with
Pennsylvania. Under this agreement, New Jersey employers pay no withholding
taxes in New Jersey on employees who reside in Pennsylvania. The new law
allows BEIP awards to be made to companies that meet all the criteria, but would
otherwise be hindered by the reciprocity agreement. This initiative allows new jobs
brought by a company to the state with the BEIP incentive -- but held by a
Pennsylvania resident -- to be factored into the BEIP grant to the employer. Grants
for this initiative are generated by the residual income from the BEIP program
statewide.
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Exhibit C

“The Characteristics and Economic Benefits

of the Business Employment Incentive Program”
Report Conducted by Edward J. Bloustein School of
Planning and Public Policy at
Rutgers University
October 2005

Report Summary

This report is intended to serve as a comprehensive source of information about the awards that
have been made since the inception of the Business Employment Incentive Program (BEIP) and to
estimate the impact of the BEIP awards on New Jersey's economy. The report finds that the BEIP
program is of significant benefit to the state in terms of employment, economic activity (gross state
product) and fiscal flows (state tax revenues).

The report focuses primarily on 183 BEIP awards made between June 1997 and February 2005,
which created 51,665 jobs. It also examines potential impacts of the 88 BEIP awards approved in
fiscal year 2005, and the effects of the inclusion of smart growth criteria in the BEIP award formula.
The BEIP award characteristics and economic impacts addressed by the report

include:

. Annual Economic Impact. Each year, the operations of the BEIP projects add approximately
$8.4 bilion to New Jersey's gross state product. This equates to an annual increase of
approximately $88 for each tax dollar spent to fund the program.

- Annual Fiscal Impact. The 183 BEIP projects generate approximately $349 million in additional
state tax revenue each year. In other words, for each tax dollar spent on the BEIP program, the
state receives approximately $3.70 in revenues.

« Annual Employment Impact. The 183 BEIP projects have created approximately 51,665
permanent jobs. In addition, the economic activity generated by the BEIP projects leads indirectly
to the creation of another 58,089 jobs, for a total of 109,754 jobs.

« Tax Expenditures. The annual tax expenditures made on the BEIP program are approximately
$95.1 million, or about $1,841 per job created by the BEIP projects. The financial activities sector
had the highest tax expenditure per job created ($3,119), followed by the professional and
business services sector (31,661) and the manufacturing sector ($1,422).

- One-Time Impacts. In addition to the annual impacts generated by the ongoing operations of the
BEIP projects, each project’s capital expenditures on construction, equipment and other items
leads to significant one-time impacts that accrue over the duration of the project. The total capital
investment leads to the creation of an additional 111,041 job-years (one job lasting for one year),
$6.6 billion in gross state product, and $233 million in state tax revenue. If these latter two figures
are annualized and added to the annual impacts noted above, the annual ratio of gross state
product to tax expenditures rises from 88-to-1 to almost 95-to-1, and the ratio of state tax

revenues to tax expenditures rises from 3.7-to-1 to 3.9-to-1.

. Characteristics of Fiscal Year 2005 Awards. The 88 BEIP projects approved in fiscal year 2005
are estimated to create approximately 12,318 jobs. Like the 183 approved and executed projects, -
the majority of the 88 projects are in the manufacturing (40.9%), professional and business
services (20.5%), and financial activities (15.9%) sectors. The approved FY 2005

awards have gone primarily to projects creating fewer than 200 jobs (84%), while a large share of
the estimated jobs to be created (42.7%) are expected to come from projects creating 500 jobs or



more. Forty-eight of the FY 2005 projects are expansions and 40 are relocations, with both types
estimated to create about the same number of jobs. The annual tax expenditures for the FY 2005

projects are estimated at $18 million, or $1,461 per job.

« Annual Impacts of Fiscal Year 2005 Awards. The BEIP projects approved in fiscal 2005 are
estimated to generate an increase of $1.7 billion in gross state product on an annual basis, or
approximately $96.80 for each tax dollar spent on the awards. They are also expected to generate
state tax revenues of $84 million, or $4.70 for each dollar in tax expenditures. In addition to the
12,318 estimated jobs to be created by the projects, the economic activity they generate is
estimated to result in the creation of an additional 10,391 jobs, for a total of 22,709 jobs.

. One-Time Impacts of Fiscal Year 2005 Awards. Over the period of the awards, the capital
investments of the projects approved in fiscal year 2005 are estimated to result in the creation of an
additional 13,008 job-years, and add $781.5 million in gross state product and $27.1 million in state
tax revenues. If these figures are annualized and added to the projects’ estimated annual impacts,
the ratio of gross state product to tax expenditures rises to 101.2 and the ratio of state tax revenue
to tax expenditures rises to 4.8.

. Distribution by Business Sector. The BEIP awards and the jobs created by the 183 BEIP
projects studied are distributed across a broad range of business sectors, but are most highly
concentrated in the key manufacturing, financial activities, and professional and business services
sectors.

. Distribution by Employment Size. The majority of BEIP awards examined (55.7%) have been
extended to small to mid-sized projects creating fewer than 200 jobs each, while 49.3% of the jobs
directly generated by the BEIP projects have come from those that created 500 jobs or more.

« Distribution by Project Type. Over 50% of the BEIP awards analyzed (100 out of 183) have
been made to companies relocating their facilities from other states, with 42% (77 awards) going to
companies expanding their existing operations in New Jersey and very few (6 awards) going to
new businesses. The majority of the relocations (69%) have come from New York.

. Distribution by County. BEIP grants have been made to companies in almost every county in
the state. The largest shares of the awards have gone to companies in Hudson (25.1%), Middlesex
(12%) and Morris (9.8%) counties. The largest percentages of the total jobs created by BEIP
projects have been in Hudson (34.7%), Somerset (11.6%) and Middlesex (7.6%) counties.

. Smart Growth Protocols. Analysis of the characteristics of BEIP awards before and after
institution of the smart growth protocols demonstrates that the inclusion of these factors in the BEIP
award formula has not influenced the spatial distribution of the awards or increased the average
award level, but that it has had the effect of shifting the relative importance away from the
economic development factors in determining the award level. Several recommendations are made
to link the economic development criteria of the BEIP awards more directly with the smart growth
function.
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