 SEQ CHAPTER \h \r 1WEEKLY INFORMATION PACKET

MEMORANDUM
To:
Mayor Appelbaum and City Council

From: 
Jane S. Brautigam, City Manager


Paul J. Fetherston, Deputy City Manager


David Driskell, Executive Director of Community Planning


Liz Hanson, Business Liaison

Date:  
August 25, 2009 

Subject:
Information Item: Return on Investment Analysis of the 2008 Flexible Rebate Business Incentive Program

EXECUTIVE SUMMARY:

This memo provides an overview of a return on investment analysis of the 2008 flexible rebate program, one of the Economic Vitality (EV) Program’s business incentives. In the flexible rebate program, the city manager is authorized to consider approval of rebates of certain taxes and fees to primary employers in the city, provided that the companies meet eligibility requirements and sustainability guidelines. The city manager approved $322,135 in tax/fee rebates to eight primary employers in 2008.  These funds are reimbursed only as the company submits receipts to the city showing that eligible taxes and fees have been paid to the city.

As part of a contract for services with the EV Program, the Boulder Economic Council (BEC) has conducted studies to analyze the outcome of the pilot 2007 program and second year 2008 program of flexible rebates.  In April and May 2008, City Council reviewed a BEC return on investment analysis of the 2007 pilot program of flexible rebates.  Attachment A is the BEC return on investment analysis of the 2008 program, for the City Council’s review.   The analysis shows that for every one dollar invested in rebate incentives, the city will recoup a net $8.78.  

The 2009 flexible rebate program is underway with a budget of $350,000 and six applications filed.  Three companies have been approved for a total of $71,050 in rebates and three applications are pending.  Funding for flexible rebates is a part of the city manager’s recommended 2010 budget.

FISCAL IMPACT:

The approved budget for the 2008 flexible rebate incentive program was $350,000, of which $322,135 was approved for rebates.  The remaining funds will be carried over to partially fund the 2010 flexible rebate program. The attached return on investment analysis assesses the economic impact of the approved 2008 flexible rebates.

COMMUNITY SUSTAINABILITY ASSESSMENTS AND IMPACTS:
·  SEQ CHAPTER \h \r 1Economic: Business incentives encourage existing primary employers to remain in Boulder and invest in plant and equipment.  These businesses produce city revenues such as ongoing sales and use taxes and property taxes, construction use taxes and permitting fees from remodelling and construction projects, as well as “spin-off” city revenues resulting from hotel, restaurant, retail, and catering expenses.
· Environmental: Encouraging primary employers to remain and expand in the 
City of Boulder will keep these employers closer to transit service and bicycle routes and also result in shorter commuter distances by employees. Community sustainability guidelines for the 2008 flexible rebate program addressed:
· energy use;
· recycling programs; and
· alternative transportation. 
· Social: A healthy and diverse economy will allow the City of Boulder to generate tax revenues sufficient to fund the community’s social safety net. Business incentives encourage a strong economy. In addition, the 2008 flexible rebate program incorporated guidelines to encourage companies to employ progressive business practices related to:
· a minimum average wage;
· health insurance;
· diverse workforce;
· support for non-profit agencies; and
· dependent care assistance. 
BACKGROUND:

The city’s EV Program is a public-private collaboration to build the long-term sustainability of the community and is now part of the Department of Community Planning.  Economic vitality in Boulder includes efforts in business assistance, business retention and expansion, partnerships and sponsorships, and business incentive programs.  There are currently three business incentive programs – the flexible rebate program, a microloan program, and a Parks and Recreation employee discount program.  In the flexible rebate program, the city manager is authorized to consider approval of rebates of certain taxes and fees to primary employers in the city, provided that the companies meet eligibility requirements and sustainability guidelines.

As part of a contract for services with the EV Program, the Boulder Economic Council (BEC) has conducted studies to analyze the outcome of the pilot 2007 program and second year 2008 program of flexible rebates.  In budget study sessions on April 22, 2008 and May 13, 2008, City Council reviewed a BEC return on investment analysis of the 2007 pilot program of flexible rebates. Attachment A is the BEC return on investment analysis of the 2008 program, for the City Council’s review.
ANALYSIS:

2008 Flexible Rebate Companies

In 2008, the city of Boulder awarded $322,135 in tax/fee rebates to eight primary employers, listed below.  These funds are reimbursed only as the company submits receipts to the city showing that eligible taxes and fees have been paid to the city. The companies were all at “transition points” in their lifecycle.

· Two of the companies moved to Boulder, one from Longmont and one from Florida

· Two moved within Boulder to locations that could accommodate their growth

· Three expanded their space and/or equipment, and,

· One was on the verge of moving to Broomfield and moved to a larger space in Boulder instead

Financial Return 

For each flexible rebate application, Finance Department and Economic Vitality staff did an analysis to determine if the sales tax on business sales in Boulder, any taxes on business expenditures in Boulder, and building permit fees combined would generally cover the cost of the requested rebate.  City staff also looked at the spending generated by local employees and used a flat jobs multiplier of 1.5.  

The BEC’s report has built upon that analysis and taken into further consideration the broader economic impacts that a company has on the community. Key refinements to the analysis include use of a job multiplier specific to the company’s industry code, use of Bureau of Labor Statistics spending data, assumptions of average weekly expenditures, and assignment of value for visitor overnight stays.  Although it is standard to apply the jobs multiplier to the company’s entire employee base at a location, the BEC assigned that multiplier only to employees who also live in Boulder to provide a conservative estimate of the benefits.  Below is a summary of the financial analysis:

	@5% Cost of Capital
	Summary of Financial Return - 2008

	Company
	Rebate
	Rebate Present Value
	Inflow Present Value
	Net Present Value
	Gross or Total Return on $1
	Net Return on $1*

	Advanced Thin Films
	$50,000
	($47,619)
	$152,748
	$105,129
	$3.21
	$2.21

	Chocolove
	$24,535
	($21,849)
	$53,089
	$31,240
	$2.43
	$1.43

	Eco-Products
	$29,000
	($26,304)
	$389,311
	$363,007
	$14.80
	$13.80

	Namaste Solar
	$29,086
	($26,382)
	$697,129
	$670,747
	$26.42
	$25.42

	Rally Software
	$50,000
	($44,833)
	$232,406
	$187,573
	$5.18
	$4.18

	Seth Ellis Chocolatier
	$39,514
	($34,826)
	$61,893
	$27,067
	$1.78
	$0.78

	Siemens Wind Power
	$50,000
	($37,588)
	$33,555
	($4,033)
	$0.89
	($0.11)

	Wall Street on Demand
	$50,000
	($45,351)
	$1,163,070
	$1,118,070
	$25.65
	$24.65

	2008 Total
	$322,135
	($284,752)
	$2,783,552
	$2,498,800
	$9.78
	$8.78


* This number represents the net of the current value of the income to the city over the three years less the current value of the expenditures (rebates paid).
Based upon these conservative assumptions, on a current cash flow basis, the BEC analysis finds that the city will recoup a net $2.5 million over the three-year period (the companies agree to remain in Boulder for at least three years as a requirement of the rebate).  An alternative view of the return is that for every one dollar invested in rebate incentives, the city will recoup a net $8.78 on a current cash flow basis.  This is down from a return of $14.41 for the 2007 flexible rebate program due to two key factors:
· In 2007, three substantially larger companies received rebate incentives, with the attendant tax generated from a larger employee base and company expenditures, and,

· IBM built an $89 million project which alone generated over $2 million in taxes/fees to the city.

The 2008 recipients include some very small employers and less significant capital projects compared to 2007.

Incremental Financial Return

Based upon the information received from participating companies, the BEC report finds that the flexible rebate program encourages businesses to expand here and renew their conviction to stay in Boulder.  A closer look at those companies that indicated that the incentive had bearing on their decision to locate or remain in Boulder provides a clearer picture of the “incremental” return on the program:
	@5% Cost of Capital
	Incremental Financial Return - 2008

	Company
	Rebate
	Rebate Present Value
	Inflow Present Value
	Net Present Value
	Gross or Total Return on $1
	Net Return on $1*

	Advanced Thin Films
	$50,000
	($47,619)
	$152,748
	$105,129
	$3.21
	$2.21

	Rally Software
	$50,000
	($44,833)
	$232,406
	$187,573
	$5.18
	$4.18

	Siemens Wind Power
	$50,000
	($37,588)
	$33,555
	($4,033)
	$0.89
	($0.11)

	2008 Total
	$150,000
	($130,040)
	$418,709
	$288,669
	$3.22
	$2.22


The incremental benefit is still positive with a net return of $2.22 on every $1.00 invested.  The only negative return is Siemens Wind Power, which was a strategic decision on the part of the then city manager to make an investment in an alternative energy company that might well draw other companies into this area and which would also provide collaboration with the University of Colorado and local federal laboratories.

Social and Environmental Sustainability
The City Council approved expanded sustainability guidelines for the 2008 program, particularly in the area of activities related to reducing the environmental impact of the company.  The program continued to emphasize competitive salaries and benefits for employees and support of the community in general.  All of the 2008 recipients have some level of philanthropic involvement with the community.  These range from paid time for employees to donate work to non-profit organizations to direct donations.  Some highlights include:

·  Namaste Solar donates solar systems to non-profit organizations by reserving 1% of revenue (not profits, but revenue) to support non-profits working for environmental and social justice.  In 2008 they contributed $119,359 to non-profit support.
·  Chocolove regularly donates chocolate and employee time to fund raising events for local non-profits such as Boulder Shelter for the Homeless and Community Food Share.
·  Siemens supports Impact for Education and volunteers their engineers’ time to visit classrooms in Boulder Valley Schools to give presentations on wind energy.
All of the rebate companies are actively engaged in actions or practices to mitigate their and others’ impact on the environment.  The flexible rebate program is not directed specifically at addressing the environmental impact of these companies, but it does try to create a connection between the businesses that receive this incentive and the overall goals of the city.  The premise of the program is that growing, retaining and attracting appropriate businesses to Boulder is good for the economic sustainability of the city.  The city is also interested in reducing its carbon footprint and the companies that are awarded this incentive are expected to be taking action to help the community meet this goal.  A few highlights of these actions include:

· Rally Software is one of nine Boulder companies participating in the Eco Pass Improvement Campaign funded by a federal grant and administered by GO Boulder.  The goal is to increase the pick-up rate of passes to 75 percent and the use rate to 50+ percent over 12 months.
· Most of the recipients participate in the Eco Pass program, most encourage biking and alternative transportation and many have had an energy audit of the business facilities.

· Namaste Solar, Siemens and Eco-Products are directly in the business of lowering carbon footprints by their work.

· Namaste Solar has revitalized their building, now pending LEED (Leadership in Energy and Environmental Design) Gold certification.
· Eco-Products recently moved into a new building that has one of the largest solar power systems in Boulder County.  They also had an energy audit done in April 2009 and are working on implementing several of the suggestions.
· All have recycling and most have composting programs.

The BEC analysis finds that the city’s goal to lower our carbon footprint and Boulder’s non-profit organizations are being positively impacted through the work of these companies. The report finds that the program has emphasized both social and environmental goals while raising the level of awareness of the services available to companies who wish to learn practices to help them lower their carbon footprint.   
NEXT STEPS:
The attached BEC report is being sent to City Council Members for their review. Council consideration of this analysis of the second year of the flexible rebate program provides important information as 2010 flexible rebate funding is considered as part of the 2010 budget process.  

ATTACHMENTS:

Attachment A – 2008 Business Incentive Program Flexible Rebate Return Analysis
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