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Dear Governor C.L. “Butch” Otter and Members
of the Idaho State Legislature,

Beginning July 1, 2014, you entrusted the ldaho
Department of Commerce and Idaho Economic
Advisory Council with an exciting new tool -

the Tax Reimbursement Incentive (TRI) - designed
to help Idaho be nationally competitive, generate
new economic growth, and create new high-
paying jobs. The TRI is specifically designed as

a post-performance incentive that rewards
businesses who make a significant, qualifying
investment in Idaho’s economy. Most importantly,
the incentive comes only after the new jobs have
been created and after the company pays the new

taxes from its investment.

We are pleased to report the
TRI has exceeded even our
early and optimistic
expectations.

During the first year of this new incentive, the
Idaho Economic Advisory Council approved 16
projects, for new and existing companies in both
urban and rural Idaho communities, that are
projected to add over 3,200 jobs and over

$1.3 billion in new payroll to the state. Even better,
the estimated average annual wage from the

new jobs is $44,800 - well above the statewide
average of $36,152.

Behind the success of the TRl is a thorough
process our staff has developed to ensure the
program is fair, equitable, and transparent.

The controls and steps of this process are the
focus of the independent audit included in this
annual report. Each step and control has been
thoughtfully designed to facilitate a user-friendly
process, but also ensures each project is evaluated
in a consistent manner. The TRI review process
includes careful scrutiny of the project details, a
rigorous scoring evaluation of both quantitative
and qualitative measures, an in-depth economic
impact analysis, and final review and approval by
the Economic Advisory Council.

After reviewing this report and independent audit,
you will see why we view the first year of the TRI
as a significant success. If the first year is any
indication of future success, we are confident this
incentive will continue to accelerate Idaho’s
economic growth for years to come. On behalf of
the entire Idaho Department of Commerce, we
truly appreciate the trust and confidence you have
extended to us in managing the TRI and we
commit to remaining vigilant in our stewardship
of this valuable economic development tool.

Sincerely,

Jeff Sayer
Director



WHAT IS THE TAX
REIMBURSEMENT
INCENTIVE?

The Idaho Tax Reimbursement Incentive (TRI) - which
went into effect on July 1, 2014 - is a performance-based
tool that enables qualifying companies to receive a
refundable tax credit of up to 30% on all income, payroll,
and sales taxes for up to 15 years. The incentive is
available to any company in any industry. Most
importantly, it is available to both existing Idaho
businesses looking to expand and businesses new

to Idaho.

A company must complete an in-depth application and
meet the following requirements to qualify for the Tax
Reimbursement Incentive:

* Create 20 new jobs in rural communities (city
population of 25,000 or less), or 50 in urban centers.

¢ New jobs must be full time (30 hours or more) and pay
an average wage of equal to or greater than the
average county wage.

*« Demonstrate a meaningful community match.

e Confirm the company’s stability and the project’s
potential to be a significant economic impact in the
community and Idaho.

* Prove that the incentive is a critical factor in the
company’s decision to expand in Idaho.

The Idaho Department of Commerce is responsible for
the evaluation of TRI applications and has carefully
designed controls to ensure the process is fair and
applied consistently across all projects.

Once a project is determined to meet the minimum
qualifications of the TRI program, a rigorous economic
impact analysis and scoring process begins based on a
fixed mathematical formula to ensure each project is
treated equitably. The initial project evaluation focuses
on the following five criteria:

* Quality of jobs

* Quantity of jobs

* Impact on industry sector

* Impact on the local economy

* Impact on the state economy

The project’s initial score is then presented to an internal
multi-disciplinary panel consisting of Idaho Commerce
personnel who are not involved in the project. The panel
reviews discretionary attributes that are unique to each
project, which lends alternate perspectives that may
positively or negatively impact the project score.

Scenarios that may result in positive discretionary points
include: a new company expanding in a community
following the loss of a major employer, a strategic
addition in a key industry sector, or a significant capital
investment that would create new infrastructure that
could benefit other employers in the community.

Examples that may result in negative discretionary
points include: detriments to regions or industries,
strain on an already competitive workforce, or potential
environmental concerns.

The project’s overall score is used to guide the term and
percentage that the director of the Idaho Department of
Commerce recommends to the Idaho Economic Advisory
Council (EAC). EAC may approve or reject the director’s
recommendation, or may request more information to
make an informed decision. The council consists of eight
(8), politically and regionally balanced, Governor-
appointed individuals from around the state who have
diverse backgrounds in business and local government.

Each year, Idaho Statute requires that an independent
audit is conducted of the TRI review and approval
process, including the corresponding internal controls.

Additionally, Idaho Commerce is required to issue an
annual report to the Governor and Idaho State Legisla-
ture on the overall activity of the program to reinforce
public visibility and transparency of the TRI program.

Once approved for a TRl award, companies are required
to report to the Idaho Department of Commerce
annually and demonstrate that they have lived up to
their committed job creation numbers and wage levels.
If at any point those commitments are not honored,

the company would not receive a tax credit in that

particular year.
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SUCCESSES

The Tax Reimbursement Incentive has been a significant addition to Idaho’s portfolio of tax credits, infrastructure grants,

and workforce development training funds designed to encourage business growth and expansion. During Fiscal Year

2015 (FY15), 16 new or expanding Idaho businesses were approved for a TRl award. At full term, these 16 projects are

estimated to result in over 3,000 new jobs and are estimated to generate $131 million in new tax revenue to the state,

with an overall projected return on investment of $4.22 in new direct tax revenue to the General Fund for every $1in

taxes reimbursed to the company.

Aspen Skiing Company's Limelight Hotel, Ketchum

KOCHAVAX

An existing ldaho technology company located in

Sandpoint, Kochava is a worldwide leader in mobile
analytic and optimization and provides mobile advertisers -
including high-profile companies like Microsoft, Netflix,
Pandora, Yahoo and Priceline.com - with precise data
analytics of their app promotion campaigns. In addition to
high-wage technology jobs that pay an average of $60,000
per year, the company expansion came at a critical time in
the community following the bankruptcy and closure of a
major employer, Coldwater Creek. With a commitment to
create 208 new jobs, Kochava was approved for a TRI
award of 28% for ten years.

“Kochava’s partnership with
ldaho Commerce has been an
important differentiator for our
company. The ability to scale
our business, attract the
required talent and resources,
while remaining relevant against
global competition is critical
to our success. The TRI program
has been an important
component in executing on
this vision and continuing to
provide high paying tech jobs
in Northern Idaho.”

- Doug Lieuallen, Kochava, CFO
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Diversified Fluid Solutions (DFS), a subsidiary of Critical
Process Systems Group, announced expansion of their
Boise operation to meet growing market demands. The
new expansion moved the company from their existing
11,000 square foot facility to a space of over 40,000
square feet with a capital investment of nearly $1.2
million. The company is projected to hire a total of
50-60 full-time, benefited employees to service the
expansion. Positions include fabricators, technicians,
engineers and professionals in human resources,

IT and finance. DFS was approved for a TRI award of
20% for eight years.



paylocity @

A provider of cloud-based payroll and human capital
management software solutions for medium-sized
organizations, Paylocity selected Boise for a new
expansion facility in November 2015 with plans to create
more than 550 jobs. This was a major addition to the
Treasure Valley’s thriving technology industry, and

will add high-paying jobs in the areas of client services,
implementation, technical services, software
development and other related functions. Paylocity

was approved for a TRI award of 28% for 15 years.

FabriKal

Fabri-Kal announced the development of a new
advanced manufacturing plastics thermoforming
manufacturing facility in Burley. The company broke
ground on its 100,000 square foot, $50 million facility in

March 2015, and was fully operational in September 2015.

Fabri-Kal expects to create 150 new jobs over five years.

In addition to producing containers for the food industry,

the company is also producing a new plant-based
ag-fiber material at its Burley plant. The Fabri-Kal
Greenware packaging line will provide sustainable
packaging solutions in the foodservice, consumer
product and retail markets. Fabri-Kal was approved
for a TRI award of 22% percent for 9 years.

Amy’s Kitchen, Pocatello

Amy’s Kitchen, the nation’s leading maker of organic
convenience food, launched its Pocatello facility in
December 2014, adding to Idaho’s growing list of
world-class food processing companies. The company
purchased the 500,000 square foot facility formerly
operated by Heinz that had closed earlier in the year,
leaving hundreds of local families in a difficult situation
without employment.

With the Tax Reimbursement Incentive as a key factor in
the decision to locate in Idaho, Amy’s Kitchen plans to
hire over 1,000 employees that will have access to
on-site health clinics and scholarship opportunities

for their children. The company will also provide
opportunities to local growers. Amy’s Kitchen was
approved for a TRI award of 26% for 15 years.



ECONOMIC IMPACT
TO THE STATE

When fully implemented, the 16 TRI projects approved in
FY15 would create a projected 3,228 new jobs in Idaho.
These projects will generate approximately $429 million
in new capital investment, $131 million in new tax revenue
to the state General Fund and more importantly, will
bring over $1.3 billion in new payroll to the state.

AGC AeroComposites 134 $33,500
Amy's Kitchen 1,000 $33,000
Aspen Skiing Company 57 $41,000
ATC Manufacturing, Inc. 225 $44,000
Diversified Fluid Solutions, LLC 50 $46,000
Fabri-Kal Corporation 150 $37,900
Gayle Manufacturing Company 105 $67,000
Glanbia, Plc 43 $42,000
Kochava 208 $59,000
Paylocity Holding Corporation 551 $46,200
Project 204* 300 $71,100
Project Pipe* 80 $38,500
Project Steel 2* 28 $41,100
SkyWest Airlines, Inc. 100 $52,000
Trail Creek Fund, LLC 109 $38,800
User Interface User Experience (UiUx) 88 $60,600
Total 3,228 $44,796

$24,000,000
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$1,317,800,000
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$16,400,000

$131,200,000

[1] Based on estimated corporate, payroll and sales and use tax information from company TRI applications

[2] Based on information provided by company in its TRI application

*Project not announced
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ESTIMATED
TAX CREDIT
COMMITMENTS

The average TRI award was 22%
over a term of 9 years, significantly
less than the maximum available
award of 30% for 15 years.

If fully implemented, the aggregate value of tax
reimbursements awarded in FY15 are just over
$3 million annually, or a total of $32 million
across all project terms.

AGC AeroComposites Hayden
Amy's Kitchen Pocatello
Aspen Skiing Company Ketchum
ATC Manufacturing, Inc. Post Falls
Diversified Fluid Solutions, LLC Boise
Fabri-Kal Corporation Burley
Gayle Manufacturing Company Caldwell
Glanbia, Plc Gooding
Kochava Sandpoint
Paylocity Holding Corporation Boise
Project 204* Boise
Project Pipe* Pocatello
Project Steel 2* Hayden
SkyWest Airlines, Inc. Boise
Trail Creek Fund, LLC Ketchum
User Interface User Experience (UiUx) Ketchum
Total

[1] Based on estimated corporate, payroll and sales and use tax information from company TRI applications

* Project not announced
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$31,556,000



ESTIMATED COSTS
AND BENEFITS

Calendar Year 2017 will be the first year that actual tax

credits associated with the Tax Reimbursement Incentive

will be issued due to the post-performance nature of this

tax credit. When fully implemented, the 16 projects

approved in FY15 are projected to generate an estimated

$131 million in new tax revenue for the State of Idaho at a

cost of approximately $32 million in estimated tax

credits to these approved companies. The overall return

on investment is estimated to be $4.22 for every $1in

TRI value awarded.
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ACTUAL COSTS
AND BENEFITS

In FY15 there were no actual costs associated with the
TRI as incentivized companies were in the process of
either relocating or commencing their operations in
Idaho. Calendar Year 2015 will be the first year that
actual costs are incurred when FY15 incentivized
companies, having completed their annual reporting and
qualification for the incentive, claim the FY15 earned TRI
on 2017 income tax returns. The ldaho Department of
Commerce has managed the TRI program within its
existing appropriation, meaning that no new staff or
operational dollars were appropriated to support this
program in FY15.

In terms of benefits, TRI has proven to be an effective
tool in not only recruiting new companies to the state,
but also in encouraging existing Ildaho companies to
expand. In its inaugural year, TRl supported the growth
of eight existing Idaho companies and was a key factor
in recruiting eight new companies to the state. The lower

50%

50%

Urban .Rural New . Existing

Fabri-Kal, Burley

job requirement in cities with less than 25,000 in
population also made the TRI an important economic
development tool in rural areas. Half of the approved
TRI projects are located in rural communities. The
incentive has been utilized to support companies in

a wide range of industries including: advanced
manufacturing; aerospace; food production; back
office and shared services; software and technology;
and travel and tourism.

Arguably, the best measure of the actual benefit of the
TRI is the new jobs created. Of the projected 3,228 jobs,
694 new jobs were actually created by November 2015
when this report was finalized . As per the requirement
of the TRI, the average wage of these jobs will meet or
exceed the average county wage of the county in which
the jobs are located and will benefit those communities
for years to come.

Advanced Manufacturing
Aerospace

M Food Production

H Corporate Office & Shared Services

M software & Technology

M Travel & Tourism
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CERTIFIED PUBLIC ACCOUNTANTS Helping our clients make sense of a changing and complex world

INDEPENDENT ACCOUNTANT’S REPORT

To the Director of the Tdaho Department of Commerce
T00 W. State Street
Boise, 1D 83702

We have examined the effectiveness of the Idaho Department of Commerce’s internal controls
related ro the application and approval process associated with the Idaho Reimbursement Incentive
Act, per Idaho Code sections 67-4737 through 67-4744, and the tax credits granted for the year
ended June 30, 2015. The Idaho Department of Commerce’s management is responsible for the
effectiveness of the internal controls and granting of the tax credits. Our responsibility is to express
an opimon based on our examination.

Our examination was conducted in accordance with attestation standards established by the
American Institute of Certified Public Accountants and, accordingly, included examining, on a test
basis, evidence supporting the effectiveness of the Idaho Department of Commerce’s mternal
controls related to the applicaton and approval process related to the Idaho Reimbursement
Incentive Act and tax credits granted and performing such other procedures as we considered
necessary in the circumstances. We believe that our examination provides a reasonable basis for our
OpINion.

In our opinion, the effectiveness of the internal controls and processes related to the application and
approval process associated with the Idaho Reimbursement Incentive Act are operating at a level
sufficient to adhere to the requirements of the Idaho Reimbursement Incentive Act for the year

ended June 30, 2015.
A[ W £ (o. FLec

Meridian, Idaho
November 2, 2015

2289 5. Bonito Way, Ste 100
Meridian, Idaho 83642

208 333-8965
12 208 333-8966 rax

www harriscpas.com



Harris & Co. suc

FINDINGS REPORT
FOR THE YEAR ENDING JUNE 30, 2015

EXECUTIVE SUMMARY

BACKGROUND

During the 2014 legislative session, the Legslature of the State of Idaho adopted House Bill 546.
The bill created Idaho Code Chapter 47, Title 67 sections 4737 through 4744 and shall be known
and may be cited as the “Idaho Reimbursement Incentive Act” For the purpose of this report, the
Idaho Reimbursement Incentive Act will be referred to as the Tax Reimbursement Incentive (TRI).
The TRI was created by the Legislature to be a performance-based tax reimbursement mechanism
available to existing Idaho businesses and new businesses creating high-paying jobs in Idaho. The
program will remain in effect untl terminated or suspended by the Governor.

The Idaho Department of Commerce has been tasked with administrating the TRI and 15 required
to report to the Legslature on an annual basis. As part of the reporting requirement, the
Department 15 required to have a third-party evaluation of the tax credits granted and the
effectiveness of the Department’s internal controls.

SCOPE

As specified in Idaho Code 67-4737 through 67-4744, the scope of this program audit engagement
ncludes:

1. Ewvaluate the effectiveness of the Department’s internal controls related to the Tax
Remmbursement Incentive program.

2. Ewvaluate the tax credits that were granted during the state of Idaho’s fiscal year 2015 from
July 1, 2014 through June 30, 2015 (FY2015).

For the fiscal year ended June 30, 2015, the Department has received approval from the Econome
Advisory Council (EAC) to enter into 16 Tax Reimbursement Incentive Agreements. This report
covers all approved TRI awards for FY2015. The Department continues to accept applications for
the TRI program and may have entered into agreements subsequent to June 30, 2015; however,
those agreements are beyond the scope of this report.
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METHODOLOGY

We evaluated the policies and procedures for the Department’s internal control system related the
Tax Reimbursement Incentive and provided suggestions based on our professional knowledge and
any applicable best practices. Our evaluations of the mternal control system included inquures,
observations, inspection and walk-throughs as deemed necessary to gan an understanding of the
process.

Based on our understanding of the TRI processes and related internal controls our testing consisted
of the following sections:

L.

3:

Testing the completeness of the information gathered in the application process

The controls related to the Department’s evaluation of the TRI applications

The controls related to the Economic Advisory Council (EAC) evaluation of potential TRI
applications

Completeness and accuracy of the Tax Rernbursement Incentive Agreements

Review the applicant’s annual reporting procedures and issuance of the Tax Credit
Authorization Certificate

Executive Summary Conclusion

Based on the procedures performed, the Department appears to have adequate controls i place
related to the Idaho Reimbursement Incentve Act. As of June 30, 2015, no Tax Credit
Authorization Certificates have been 1ssued and therefore were not tested in this report.
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IDAHO DEPARTMENT OF COMMERCE PROCESS NARRATIVE

The following information was provided by the Idaho Department of Commerce to provide the
reader of this report with an understanding of the TRI process.

The TRI application process has been carefully designed to thoroughly process and review the TRI
applications to ensure applications comply with the legal requirements set forth in Idaho Code. The
process includes the following steps and controls:

To initiate an application, an Applicant enters the information in a secure, online application system.
The system 15 dr.rsignr;rd to be usl;:r-{-ritrn{'l]y o ensure an ﬂp[.ﬂi{:.ﬂl,im't cannot be submitted without all
nrquin‘:d nformat ir::rn, and mecludes u:mp]ﬂlcs to ensure consistent information 1s receved so that all
Applicants are evaluated based on the same standard.

The l]tr[mrmmnt.’s Grants & Contracts Officer recewes all TRI apEﬂir.ﬂLir::uns and reviews them for
L'.Urn[:uhrurru'.ss and works clustr]}; with the Dt:pﬂrl.rm.‘.nl.’s Business Attraction team if more
information 1s required.

The Grants & Contracts Officer pt:rfr::nns a search for the ﬂppli{.‘.ﬂnt. on the [daho Secretary of
State’s website to idt‘.nl.ii_jr any t:xisi‘ing ldaho business presence in the state. Results are then saved in
the application file.

The [)t:[mrtrmrnt’s Research ﬂna]}rsl. p|{;rt$ the business location on a GIS map to i:‘k:ntil—}f and
determine whether the .n"-"np[:llicanfs I—ﬂci]il.}' or plannc‘.d l_ﬂ{.'.ilil.y 15 Jocated 1n a mural or urban location.
Results are saved in the application file.

Onee an application 15 complete, the Grants & Contracts Officer provides a complete application
Pl E » I P Pl

[mr_kcl to the Director and other ktr:-,r dtrpﬂrﬁ'm:nt I:urrsnnmrl for SL:ching, CCONDIMIC impar.l, anﬂ]}rsis,

and further review.

(:c:rnplcl.'t'.d appli{.‘.ﬁ.t.i:ms undt:rgt:r a t]'l{:rr{:rugh ECOnOmIc irn[m{‘.l ﬂnah-rsis, led |:::|.f the l}t:pﬂrlmt:nfs
H{:stran‘.h J,"!'I.HH.].F'ET. -1-]_!{: ETE'. EJi_ a two 'IJEI’I. L‘C(Jll()fllic impﬂct analysis n.‘quir{.‘.s {.:H{'.]'t H.[J]:J]il_.ﬂl.iﬂl] b[:
evaluated and scored on five crteria that encompass the potential benefits created by the
application. The five required sconing criteria are:

1. The number of new Idaho jobs created.

2. The qualty of the new Idaho jobs created.

3. The economic impact to the local commumty and region.

4. The economic impact to the industry sector in Idaho.

5. The economic impact to the state.

The s{.‘.nring for these critenia are g(:n.rtrrmrd h:-,r fixed mathematical alg!:)rithms to ensure that each
[:-mjt:cl,' 15 evaluated E‘.quimh]}r.

The second part of the economic impact analysis acknowledges each project has unique attributes
that must be addressed to fu"}; evaluate the impar.l. of the ﬂppﬁcaticm. Often these attributes are
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discretionary 1n nature and include the ynpact on regional workforce, wages and employment, level
Ul'_{.‘.ﬂpillﬂl inves:me::t, and Imlxtnl.i:a] detriments to Existing Idaho industr}r and environment.

To ensure the discretionary criteria are evaluated in a balanced forum, the Research Analyst
convenes a TRI Discretionary Advisory Commuttee (TRIDAC). A TRIDAC 1s made up of rotating,
cross-civisional Depa[hnunl. staff that are subjtrct matter experts for the appli{;ﬂ.bh‘: r{:giu::n, county
and/or city but who are not directly associated with the proposed project. The TRIDAC is
comprised of economic development specialists, international trade specialists, tourism development
specialists, and community development specialists. The TRIDAC reviews and establishes the
scoring apphlied to the discretionary criteria in the analysis.

Once the TRIDAC review 1s complete, a score 1s generated that establishes an acceptable range for a
proposed incentive offer. The range 15 calculated using a standard matnx that i1s used for all
application scoring. In addition, the proposed incentive range 1s evaluated and calibrated agamst
past prﬂjt.:{.‘.l,'s that are sumilar in incluslr}r, ic}b L‘n:ation, and average wage to maintain Eurlsistenc‘.}r and
qulﬂlil}" AMOong the ﬁpp]icﬂnl,s.

Once the sconng and economic impact analysis 15 complete, the Business Attraction team presents
the project at a TRI staff meeting and proposes a TRI term and percentage to the Director. The
tearn meeting 15 attended by the Director, Chief Operating Officer, Business Attraction Manager,
Business Attraction Specialists, Research Analyst, and Grants & Contracts Officer. The team
discusses the proposal and the Director settles on a recommended TRI term and percentage within
the established incentive range. The Grants & Contracts Officer then 1ssues a letter summanzing
the proposed TRI term and percentage and the necessary steps remaining for the application to be
presented before the Economic Advisory Council (EAC).

Once the TRI term and percentage 1s established and negotiations with the Applicant are finalized,
the Research Analyst, using industry established modeling software, completes an economic ynpact
analysis to establish the estimated annual tax revenue and other impacts to the state economy over
the full term of the proposed project. This analysis 1s then included in the executive summary packet
that 1s presented to the Economic Advisory Council for review.

To recewve final approval, an application and the recommended TRI term and percentage must be
approved by the Economic Advisory Council who typically meet on a monthly basis to review TRI
projects. The Director, with the assistance of the Busmess Attraction team, 15 responsible for
making the presentation to EAC. After hearing the recommendation, EAC can then take one of
three actions: accept or reject the Director’s recommendation, or request additional information in
order to make a decision. It approved, the Director 1s then authornized to proceed and enter into a
tinal agreement with the Applicant.

After EAC approval, the Grants & Contracts Officer enters into agreement negotiations with the
company. A standard agreement, approved by the Department's Deputy Attorney General, 1s
provided to the Applicant and any requested changes by the Apphcant are evaluated by the Grants
& Contracts Officer in consultation with the Department’s Deputy Attorney General. Once a final
agreement 1s negotiated, it 15 executed by the Company and the Director.
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Annual reporting requirernents are sent to all Applicant’s with executed TRI agreements in the
fourth quarter each calendar year. The Applicant must file a report with the Department by April 30
of each calendar year unless they have requested an income tax filing extension, in which case the
report must be filed by September 15 of the calendar year. This process and associated controls will
be effective and tested in the next audit cycle as the process has not occurred as of the time of this
report.
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SUMMARY OF PROCEDURES, DEPARTMENTS POLICIES, EVALUATIONS AND
RECOMMENDATIONS

Procedure 1: Completeness of the application process

Control: The Department’s staff reviews all TRI applications to ensure all required
informartion is included,

Proceclire

We evaluated the completeness of the 16 applications that have been approved by EAC as of June
30, 2015. Our evaluations included inquines, observations, inspections and walk-throughs as deemed
necessary. We reviewed Idaho Code 67-4737 through 67-4744, to determine the mimimum required
information to be obtained in the application process as outlined in section 67-4739, Idaho Code. As
noted below:

1. A complete description of the proposed project and the economic benefit that will accrue to
the state as a result of the project

2. A dt:st;riplicrn of trxplﬂnﬂljc:n of whether the project will occur or how it will be altered 1f the
tax crecit app]icﬂticm 1s denied b}; the council

3. Proof of a community match

4. An athdavit from the tax commission confirrming that the applicant 15 in good standing in
the state of Idaho and 1s not in unresolved arrears in the payment of any state tax or fee
administered bj.f the tax commission

5. A detailed statement with an estmate of Idaho goods and services to be consumed or
purchased by the applicant during the term

6. Known or trxptrclt:cl detniments to the state or {'.xisting industries in the state

An Anli&:i}mtcd project inctrplic:n date and pmpc:sud schedule cjf[:mgﬂtss

8. Proposed performance requirements and measurements that must be met prior to issuance
of the tax credit

9. A detailed dt:scripl.iun of the prc:pc:smi capitsd investment

I.U A (lﬂlﬂ.i.ll’.d ('].ESL'.T.!];JL.I[JTI Eij(J}JS [1s I:J{: {.:I'L‘S.ILTL arn ﬂ[}[)l’()}(ilflﬂli(]ll {?I._'..hl‘.‘ !'lll!T]hI'.:T (JE' Slll'.'.]'l j[JbE to
be created and the projected wages to be paid for such jobs, and

11. A detailed description of the estimated new state tax revenues to be generated by the project.
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The following documentation was reviewed to assess the completeness in our testing:

Idaho Code 67-4737 through 67-4744.

Executive summary packet as presented to the EAC by the Department.
Letter of intent to recommend to the applicant

Letter of community match commitment

Full TRI application

Schedule of new jobs, nclusive of salary schedule

Schedule of estunated new State taxes

Certification of good standing by Idaho Tax Commussion, if applicable

[ T I N

Eraluation and Fecommendations:

Based on the procedures performed, it appears that the applications are being completed, with one
exception noted. It was noted during the testing that 1 of the 16 approved applications did not
contain a letter of good standing from the Idaho State Tax Commussion. Upon mquiry with the
Department, it was noted that this application was the first application completed and occurred
during the nitial implementation of the incentve and the Department did fail to collect the letter of
good standing,

We recommend that the Department modify the application wording to include phrases such as
“does the company currently do business in the State of Idaho or 1s the company registered to do
business in the State of Idaho,” to help identify all operations currently ongoing in the state.

Additionally, the Department should independently conduct an online search of the Idaho Secretary
of State’s website to help determine if the applicant has any other operations in the State not called
out on the apphcation. The Department should also require all applicants to provide an updated
certificate of good standing during the annual reporting process, prior to the issuance of the actual
tax reimbursement certificate, to ensure that the good standing status has not changed since the time
of the application.

I J@rﬂwmﬁ R;‘g_rbjme:

The Department is aware of the one missing document from the first application. The Department
has updated its policies and procedures to implement the above suggestions. It 1s noted that the
process narrative provided by the Departrnent reflects the additional step of reviewing the Idaho
Secretary of State’s website. The Department already has in its processes to collect a letter of gpod
standing as part of the annual reporting package. The other additional steps will be embedded in the
application.
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Procedure 2: Controls related to the Department of Commerce TRI evaluations

1. The Director of the Idaho Department of Commerce provides the EAC with his
recommendarion for approval of a TRI application.

The Director’s recommendation includes the pmpos{‘.d credit percentage and term ]t:ngl.h of
the credit. The Directors executive summary package is provided to the EAC to assist in
their evaluation of the project. The package includes all the information tested in Procedure
1, as W-E']]. a5 Eﬂﬂ[]f.iﬂl ﬂn{']. r.:rt:{'lit inﬂ)rmﬂlic:n orn ﬂ.'ll'.". P\[J}_}h{fﬂnt, Aar l.‘xl.‘('.llti"l-"[: Etlﬁ]f]"lﬂr}-' ﬂn[']. l]"ll'.‘

Departments internal evaluation of the impacts of the project on the economy of the State
of Idaho.

2. The TRI staff at the Department of Commerce hold weekly meeting to evaluate the
current/ongoing applications.

The staff meetings are attended by key members of the TRI team including, the Director,
Chiet Operating Othicer, Business Attraction Manager, Business Attraction Specialists,
Grants & Contracts Officer, and Business Attraction Analyst. [tems such as project scoring,
f.:{'.{?f!(}!'f]i['. iﬁ]i)ﬂc‘ rnt:u:l{."s, company ﬂflﬂfl{.'.iﬂ]. illf()nflﬂti{}fl ﬂ!"ld ;':ll'(:ljl:ct.l.‘(i refurn  on
reimbursemnent are reviewed. For ﬂpprﬂxi.mﬂttrl}r the first six months of the program, the
meetings were also attended by the Department’s assigned Deputy Attorney General.

Procedures
1. We reviewed each of the 16 TRI recommendations by the Director and corresponding

informational package provided to the Economic Advisory Council.
2, |nquir{'.d of [ur}r members of the TRI team and attended one TR w{t{tkiy upda!:r m:::rling.

Eralwation and Becormmendations:

Based on the prc:cm'lunrs p{:rf{}mnrd all 16 TRI's were apprc}prial{'.iy recommended h}r the
Director, The Directors appr{;wﬂ wWas {.'.um[::hrttrd.

Based on our inquiry and observation, the TRI update meetings appear to be conducted as
d{:'gi.gf!ﬂd.
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Procedure 3: Controls and procedures related to the Economic Advisory Council (Hh(:}
Tested the follow key controls:

1. The Economic Advisory Counecil reviews and approves all TRI’s prior issuance by
the Department.

The EAC must approve all applications prior to the Department entering into an agreement
with the aI:rpli:L:anl,. Ft:r]]{:rwing the }_Jrﬂs(‘.ntal.ir.m of the apphcanl,’s information and
recommendation by the Director. The EAC can vote to approve the TRI as it was
nrcc:mmcnt’md, [t;jt:t;i' the ﬂpphcal.i{)n Or request additional information E}r‘i{:r Lo issuing a final

{11.‘(:!..5 !..{} Il.

2. If an EAC member has a conflict of interest, the conflict is disclosed and the EAC
member(s) do not vote,

3. The EAC members are appropriately appointed.

67-4704, Idaho Code. Economic advisory council -- Appomtment of members
Qualifications. There shall be an economic advisory council to advise the Department in the
preparation and execution of plans, projects and programs in the furtherance of the power
and duties conferred by section 67-4703, Idaho Code. The director shall consult, confer and
advise with the advisory council in connection with all decisions concerming the
admirustration and u:h:vr.r]r:)pnu:nt of such p]ﬂns, pmit;cts and programes. The a}}[nrc:va] of the
advisory council shall be a condition precedent to the undertaking of action in the
implementation of such plans, projects and programs by the Department. The adwvisory
council shall consist of t:ighl {3} persons, who shall be ﬂppc}ir'ttt.rd L)j.r and serve at the p]t:asun‘t
of the governor, and who shall serve for three (3) year terms. They shall serve and shall be
compensated as provided by section 59-509(n), Idaho Code. One (1) person shall be
appointed to represent each of the seven (7) planning regions of the state, of which the
appﬂintm? shall be a rt:sir:la::nt, and one (1} member shall serve in a statewide cﬂpacil.};. MNo
more t}lﬂf] E\?{: f.a} II'ILJII'I]ZJL‘TE {J[’ ﬂ']{;‘ l'_'{.'.Di'IDl'['I‘i.{.'. ﬂd\n"i.sﬂl'}r {.'.Ullfl{.'.l‘l "Shﬂ.u bl’.‘ EI,'(J[]"I ﬂl]}’ one (1)
political party.

Procedere:

1. Reviewed the EAC minutes to ensure that the TRI’s were properly approved by the EAC.
Attended one EAC meeting, observing the meeting included detail discussion and
interaction between the Director, EAC members and staff prior to the vote.

3. Reviewed the EAC minutes for declaration of conflict of interest by EAC members.
Inquired of key members of the TRI staff to identify any known conflict of interest with
EAC members.

4. Rewviewed the EAC membership roster to ensure that the provisions section 67-4704, Idaho
Code were being approprately followed concerning the political and geographic makeup of
the EAC membership.

2
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Eraluation and Fecommendations:

Based on the testing performed, there were no exceptions identified in the controls related
to the EAC. Considerable discussion appears to occur on each application and the EAC
appears to function as an effective oversight body.

It was noted that no conflict of interest was declared by a Council member or known by
Department staff; however, no written acknowledgement of the policy by council members
15 maintained.

We recommend that all EAC members sign an annual acknowledgement of a conflict of
interest policy to ensure that they are aware of and following the policy.

As of June 30, 2015, the EAC had one open seat for the eight member council. The
Department was aware of the vacancy and noted that the Department was working with the
Governor’s Office to fill the seat as of June 30, 2015. Based on our review of the EAC
roster, the requirements to have no more than five (5) members of anyone political party and
representation from the seven (7) planning regions, plus one at-large seat was being
followed, with the Region 7 seat bemng filled on September 9, 2015.

Department agrees that best practice 1s to mamntan a signed acknowledgement of the
conflict of interest policy and will implement the control in FY 2016.
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Procedure 4: Cnmpll:l:tnl:ss and accuracy of Tax Reimbursement Incentive Agrtl:ml:nt

Control: TRI agreements are reviewed by Department staff to ensure the minimum
information required is included and complete and accurate.

Procedure:

We reviewed Idaho Code 67-4737 through 67-4744, to determune the mummum required
information to be ncluded in the agreement. We evaluated the completeness and accuracy of the
finalized applicant agreements for the TRI's that have been approved by EAC, as of June 30, 2015.
Our evaluations included inquiries, observations and inspection as deemed necessary.

We reviewed the agreement letters for the following minimum terms:

o0

10.

11

The term of the agreement which in no case shall exceed fifteen (15) years

The projected new state revenues to be generated duning the term of the project

The method and recordkeeping requirements to be used by the applicant to determine the
new state revenue paid by the applicant. The approved tax credit percentage appled to new
state revenue each year the apphcant 1s entitle to recerve the reimbursements during the term
of the project

The projected new jobs

The terms and conditions of any and all requirements and measurements that must be met
prior to the issuance of a tax credit authorization

The agreed upon and necessary proof of complance required prior to tax credit issuance.
Proot of compliance provided by the applicant must be adequate to demonstrate to the
director that all requirements and measurements have been met for the applicant to recewe
the tax credit

The consequences of default by the applicant

The period to be used to determine the taxes paid at the date of application

Identification of any individual or entity included within the application that 1s entitled to a
rebate pursuant to section 63-3641 or 63-4408, Idaho Code, or 1s required to obtain a
separate seller’s permit pursuant to chapter 36, title 63, Idaho Code.

The federal employer identification and social security number for each individual or entity
included within the definition of business entity and that is included within the filing of the
application; and

Identification of the individual or entity that 1s or will be claiming the refundable credit.

23
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Eradwation and Recommendations:

It was noted durning our testing that six of the 16 approved TRI's applications have final signed
agreements. The remaining approved TRI's as of June 30, 2015, have not been signed by both the
applicant and the Department as of date of this report. Per inquiry of the Department, all approved
ﬂpphcﬂlicms are stull considered valid and the final agreement has not been sigm:d due to u::ngt:ring
negotiations or are pending Applicant choice of Idaho as a location. The open agreements appear
reasonable based on timing of the awards.

Based on the testing procedures performed, the six signed TRI agreements contain the required
mnformation as outhned by Idaho Code 67-4737 through 67-4744.

Procedure 5: Review and evaluation of the applicant’s annual reporting procedures and
issuance of the Tax Credit Authorization Certificate

Controls:

1. The Director and staff review the required annual reporting by the applicant and
determine cump]ianct with the terms of the TRI agreement
2. The Director approves or denies issuance of the tax credit

Background: Annually as outlined in the terms of the TRI agreement and as outlined in Idaho Code
67-4737 through 67-4744 applicants are requred to provide certain key information to the
I)L‘.[mr’tnurnl to allow the Director to I_u|]]|.r evaluate L'.c}mpha nce with the agreement and either 1ssue
or deny the tax credit for that year.

Based on the fact that the TRI 1s i first year of existence, no applicants have reached the annual
nr[mrling r'{'.quin?rm?m as of the date of this report. The first ﬂpplicants are trx[mctt:c{ to reach this
milestone at the end of calendar year 2015 and will start reporting to the Department in calendar
year 2016, following the completion of their 2015 tax filing requirements.
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