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Introduction
States continue to offer a myriad of business tax incentives
with the general objective of stimulating economic growth.
In Illinois, for example, almost $500 million in economic
development tax incentives were identified in the most
recent Tax Expenditure Report.1 The academic literature has
found little evidence that offering such incentives increases
overall economic growth, but they remain popular for a
variety of reasons. Frequently, incentives are used as part
of a bidding war between states over firms seeking to
relocate or expand. However, according to recent research,
almost half of the states have not taken basic steps to
produce and connect policy makers with good evidence of
whether these tools deliver a strong return on taxpayer
dollars.2.

Evaluating Tax Incentives
In April 2012 the Pew Center on the States
released a study, Evidence Counts: Evaluating
State Tax Incentives for Jobs and Growth, the
purpose of which was to provide comparative
information on how states were using data
driven analysis to guide economic development
incentive policy.3
“In the wake of the Great Recession,
states have to do more with less—so
every dollar counts. Lawmakers are
looking to get their fiscal houses in order,
deliver critical services more effectively
and at a lower cost, and invest where the
proven returns are greatest, in areas that
will generate dividends over the short
and long term.”4
Table 1 on page 3 shows how Pew categorized
the states’ incentive evaluation process.
The overall findings of the 2012 Pew Report
were that no state regularly and rigorously
tested whether tax incentives are working and
ensured that lawmakers were considering such
information when deciding whether or not to
authorize tax incentives, how much to budget
for the foregone revenue, or what kind of
businesses should get them. The report
suggested that often states that have
conducted rigorous evaluations of some
incentives virtually ignore others or assess
them infrequently, while other states regularly
examine tax incentive investments but not
thoroughly enough. The report concluded that
13 states were leading the way in generating
much-needed answers about tax incentives’
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effectiveness. Twelve states had mixed results.
The other 25 states, along with Washington,
D.C., were trailing behind. These results were
based on a review of nearly 600 documents
along with interviews with more than 175
government officials and experts to examine
how—and how well—states gauge the
effectiveness of their tax incentives. It is
important to note that the Pew study does not
speak to whether tax incentives for economic
development are good or bad. Rather, the study
examines the effectiveness of each state’s
evaluations, focusing on whether, and to what
degree, they: inform policy choices; include all
major tax incentives; measure economic
impact;and draw clear conclusions.

Table 2 presents information from the Pew
report on Illinois and other Midwestern states.
The table also includes updated information
published in a Brief by Pew in January 2015.5 In
the 2012 report, three states (Iowa, Missouri, and
Wisconsin) were considered leading, two states
had mixed results (Kentucky and Michigan), while
the remaining two states in our comparison
group (Illinois and Indiana) were considered
trailing. By the time the 2015 Pew brief was
published, Indiana had conducted significant
research in the area of data-driven analysis of
economic development tax incentives and given
the original criteria is no longer considered
trailing, leaving Illinois as the only Midwest state
remaining in the trailing category. In September
2016, Pew issued an update which discussed five
states who had improved their evaluation of
incentives during the last fiscal year. Illinois was
not one of them 6
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In addition to Pew, the Government Finance
Officers Association (GFOA) offers specific
recommendations on how tax incentives should be
evaluated.8 First, goals and objectives must be
clearly defined. Second, various techniques on
how the program is measured should be
established. This may include: a cost/benefit
analysis; an evaluation of tax base impact; analysis
of the impact of a project on existing businesses; a
determination of whether the project would have
proceeded if the incentive were not provided; and
a list of required documentation for the economic
development application and the officials who are
a part of the review team. As illustrated in the
above tables, Illinois falls short of meeting these
criteria.

Iowa – Example of Best Practices
According to Pew, Iowa is one of only four states
(Arizona, Oregon and Washington being the
others) that have integrated evaluation of their
major incentives into the policy process, ensuring
that those investments are regularly reviewed. As
a result, Iowa offers valuable examples for Illinois
to learn from.
During the summer of 2004, the State of Iowa
initiated a new way of developing the state’s
budget process based on the seminal work by
David Osborne and Peter Hutchinson.9 This new
budget-making process emphasized improved
accountability and responsiveness to the public
through the establishment of measurable
objectives for each policy area and the creation of
competition for funding.
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The Iowa Department of Revenue submitted
a budget proposal to establish a Tax Credit
Tracking and Analysis Program (TCTAP). The
primary rationale for proposing TCTAP was
the recognition of a trend toward funding an
increasing array of state initiatives through
tax
credits
rather
than
through
appropriations. Prior to 1980, Iowa offered
only one tax credit. By tax year 2005, there
were twenty-two tax credits that could be
taken against the individual income tax alone.
The TCTAP proposal incorporated a number
of features unique among Iowa State
government programs at the time. Foremost
it addressed the objective of accountability
through measurable results and the analysis
of impacts on the State’s economy. Second, it
recognized the need for collaboration among
numerous departments of State government.
Third, it identified the need for a
comprehensive database that would contain
information on both tax credit awards and
claims. Finally, it proposed the development
of a means for tracking tax credit transfers
and tax credit claims made by the owners of
pass-through entities.
Funding for the TCTAP began in Fiscal Year
2006. One critical component of the initiative
was cooperation of many departments,
facilitated by establishing an interdepartmental
steering
committee
(comprised of representatives from other
state departments with responsibilities for
tax credits). This Legislative Tax Expenditure
Committee was authorized to evaluate any
tax expenditure available under Iowa law and

assess
its
equity,
simplicity,
competitiveness, public purpose, adequacy,
and extent of conformance with the original
purposes of the legislation that enacted the
tax expenditure, as those issues pertain to
taxation in Iowa. The Committee was also
required to submit a report to the Legislative
Council containing the results of the review.
One requirement of the report was that it
contain a statement of the policy goals of
the tax expenditure and a return on
investment calculation for the tax
expenditure. The enabling legislation also
suggested that the report include a return
on investment calculation to help reach a
conclusion as to whether the benefits of the
tax expenditure are worth the cost to the
state of providing the tax expenditure.
Finally, it was suggested that the report
include recommendations for better
aligning tax expenditures with the original
intent of the legislation that enacted the tax
expenditure. Since 2006, the Department
has prepared and published status and
contingent liability reports annually and has
conducted and published 28 individual
evaluation studies – all of which can be
found on their web site.10
We have selected one economic
development tax incentive that exists in
Illinois and Iowa, the Research and
Development (“R&D”) Credit, to illustrate
how the evaluation process differs in the
two states. A short report produced by staff
at the Illinois Department of Revenue
(“IDOR”) in 2011 presents some summary
statistics about the R&D credit. The one-

page presentation of data includes only the
amount of credits used and earned. On the other
hand, Iowa has issued two major reports
evaluating the credit. [See Illinois v. Iowa—a Case
Study, on page 11 for more detail.]

Illinois - Moving in the Right Direction?
In Illinois, the Comptroller reports tax
expenditure information, with totals for each
major incentive, on an annual basis.11 In addition,
the legislative Commission on Government
Forecasting and Accountability and IDOR have
released ad hoc reports over the years.12 13 There
is no systematic analysis or evaluation of Illinois’
tax incentives. However, Illinois has made some
improvements to tax incentive data collection in
recent years. These are discussed below.

Enterprise Zones
Illinois’ Enterprise Zone Program is designed to
stimulate economic growth and revitalization in
economically depressed areas of Illinois through
state and local tax incentives, regulatory relief
and improved governmental services. Businesses
locating or expanding in an Illinois enterprise
zone may be eligible for a variety of state and
local tax incentives.14 On August 7, 2012, the
Governor amended the Illinois Enterprise Zone
Act by signing Senate Bill 3616 into law (Public
Act 97-0905). This legislation included a number
of revisions to the enterprise zone program, but
most importantly for purposes of this article, it
created new benefits received reporting
requirements.
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Businesses in enterprise zones are now required
to report annually on the total tax benefits
received by incentive category, job creation, job
retention, and capital investment. The
Department of Commerce and Economic
Opportunity (“DCEO”) makes this information
available by zone as part of their annual reports
on the Enterprise Zone program, which already
includes job and capital investment information.
Proponents of the legislation claimed that it
would provide additional data for policymakers
to evaluate economic development incentives
provided to businesses through Enterprise
Zones.15 It was hoped that these measures
would be the first step toward making informed
policy decisions on the effectiveness of the
enterprise zone program.16 While a move in the
right direction, this reporting requirement falls
short of the Pew criteria in several ways
including that it relies solely on self-reporting. In
addition, the data has not been used to conduct
net economic impact analysis nor has it been fed
into policy making.

Local Government Revenue Sharing
Agreements
Revenue sharing agreements (sometimes called
rebate agreements) are between a local
government – such as a city or county – and a
business or other entity, such as a store, a
developer or a consultant. Under such an
agreement the local government agrees to pay
a sum or percentage of sales tax dollars
generated from retail sales back to the business
entity. Local governments are required to report
all revenue sharing agreements, effective
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January 1, 2013. In July of that year it became
possible to use a searchable database on the
IDOR web site to access information contained in
those reports: the name of the local
government; business name and address; the
terms of the agreement between the business
and the local government; the length of the
agreement; and a list of other businesses or local
governments who may benefit from the
agreement.
The Chicago Metropolitan Agency for Planning
(CMAP) issued a report analyzing the rebate data
for Northeastern Illinois in July 2013, followed by
an update in January 2014, and again in May
2016.17,18,19 The analysis finds that many
communities in the region have committed
significant funds toward sales tax rebates. In
northeastern Illinois, 13 communities currently
have maximum rebates of more than $10 million
each. In other communities, the sales tax rebate
agreements currently in place will last for more
than 20 years with no maximum rebate. The
most recent CMAP update finds that between
2013-15 the region's total sales tax rebates
increased from 343 to 359. The region's
committed rebate total has grown from $433
million to $495.9 million. Mapping the updated
data indicates that sales tax rebates are more
prevalent on or near municipal boundaries as
well as on state and county roads. While a good
first step, this reporting falls short when
compared with the criteria set forth by Pew. For
example, attempts should be made to determine
how much of the funds committed were actually
rebated and most importantly the net economic
impact of these rebates should be measured.

EDGE Credit
The EDGE program is designed to offer a
special tax incentive to encourage companies
to locate or expand operations in Illinois when
there is active consideration of a competing
location in another State. The program can
provide tax credits to qualifying companies, to
be used mostly against corporate income
taxes over a period not to exceed 10 years.20
Currently, to participate in the program, a
company must provide documentation that
attests to the fact that at least one other state
may be more competitive, and agree to make
an investment of at least $5 million in capital
improvements and create a minimum of 25
new full time jobs in Illinois. For a company
with 100 or fewer employees, the company
must agree to make a capital investment of $1
million and create at least 5 new full time jobs
in Illinois. The amount of the maximum tax
credit is negotiated on a case-by-case basis.
The tax credits could be as high as the amount
of tax receipts collected from the Illinois
income taxes paid by newly hired and/or
retained employees of the firm pertaining to
the project.21
Starting in January 1, 2004, DCEO was required
to comply with Public Act 93-552, the
Corporate Accountability for Tax Expenditures
Act, which was signed into law on August 20,
2003.22 This Act requires any recipient that
receives economic development assistance
from a state granting body, as defined by the
Act, to report annually on the progress of the
employment commitments for the project.21

Publication of this information was a good first
step. However, in the 12 years since the Act was
signed, no comprehensive analysis of the EDGE
program has been conducted. Current reporting
falls short when compared with the Pew criteria.
Most importantly, the data should be used to
analyze and determine the net economic impact
of these agreements on the state economy (for
a discussion of net economic impact see Davila,
Persky and Klemens, Review Magazine, May
2015).23.

Findings, Suggestions and
Recommendations
Since publication of the 2012 Pew report, we
find a trend among many states toward
increasing the quantity and quality of
evaluations of tax incentives and attempts to
formally integrate the results into policy and
budget deliberations.24 While Illinois has
improved some data collection efforts since the
original Pew report, the state’s efforts fall short
of meeting the Pew criteria. Below are some
suggestions on how Illinois can improve its
ranking in terms of how the state evaluates tax
incentives.
· The legislature could build on the work of
the House Revenue & Finance and State
Government Administration Committees,
which conducted a number of joint
hearings in early 2014 to gather facts on
Illinois’ tax climate. They received
information on existing conditions from a
wide variety of sources, and issued a
preliminary report25, but reached few
conclusions and did not make any specific
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·

tax policy recommendations regarding
evaluating tax incentives. These same
committees, or something similar but with
Senate participation, could develop
legislation (along with appropriating the
necessary funding), such as was crafted in
Iowa. 26
We recommend that any evaluation of
Illinois’ various tax credits and incentives,
whether pursuant to a reconstituted
House joint committee effort or
otherwise, include public and private
sector participants.

· Illinois’ existing credit and incentive
reporting measures should be enhanced,
in order to properly evaluate the programs. EDGE information reported by
DCEO should include credits originally
contemplated (pursuant to negotiated
EDGE agreements), credits earned (based
on the taxpayer’s activities), and credits
actually used to reduce tax liability, and
this information should be made available
on regional, industry category, and sizeof-business bases. Similarly, we suggest
that IDOR verify the self-reported
Enterprise Zone data as part of the
Department’s audit procedures. And
while it is enlightening to see how many
rebate agreements have been entered
into and the maximum dollar amount of
each agreement, the actual annual cost of
these agreements should be included in
the rebate reports. Once this sort of
information is available on these and
other programs, statistical analysis could
8 • IFPC Research Report • 2016/7

be used to compare the net economic
performance of firms receiving and using
credits and incentives in comparison to
similarly situated firms that did not, and
to determine the net economic impact of
these local rebate agreements on the
region and the state – not just the local
community.27
· Lastly, some Illinois tax incentives contain statutory expirations or “sunset”
provisions. Currently, this provision has
no
relationship
with
scheduled
evaluations
and
only
generates
uncertainty
within
the
taxpayer
community. We recommend that Illinois
government officials redefine this
provision, using it instead to establish
evaluation schedules. This would provide
policymakers with the opportunity to
decide whether programs should be
extended, altered, or allowed to end,
while giving taxpayers a level of
confidence that tax laws will only change
after a thorough examination. Illinois
offers a number of tax incentives. In
order to determine whether these
programs are an effective economic tool,
as their supporters believe, or
unnecessary give-aways, as their
detractors claim, we need to develop a
process for systematically analyzing and
evaluating the incentives and their
consequences. The Pew criteria,
measures taken in other states, and the
recommendations above, can all provide
useful guidance for Illinois to build on the
recent developments in this area.
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