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A 2015 session law directed the Department of Commerce to study the factors that have contributed to
the terminations of grants awarded through the Job Development Investment Grant (JDIG) program.

Thisreport provides the numbers of IDIG terminations and the reasons businesses have given for ending
theirincentive contracts. Ouranalysis finds the causes are reasonable and mostly the result of e conomic
conditions, with 90% of terminations occurring over the last six years of the program. It's important to
keepinmindthat evenifa companyterminatesits grant early, the State of North Carolina benefits from
the jobsthe JDIG awardee creates at least through the point of terminationand North Carolina taxpayers
receive a positive fiscal return from the Job Development Investment Grant program.

The Economic Investment Committee awards JDIGs to companies who contractually commit to create
jobs and invest in North Carolina. Upon the award of a IDIG, grantees agree to specific job creation and
investment performance requirements in order to receive payments from the state, which are in fact
reimbursements of a portion of the state income taxes withheld by the company from the newly created
jobs. Before any reimbursement is issued (i) Commerce verifies that the new jobs have in fact already
been created and (ii) the grantee company has remitted payroll taxes for the new jobs to the state in
excess of the grant amount. Where jobs are not created and payroll taxes are not made, no payment is
issued.

The unpredictability of market conditions often creates challenges for companies when they attempt to
accurately forecast netjob creation overthe life of their grant agreement, which frequently run as many
as twelve years. In some cases, a pro-rata portion of the grant is reimbursed for partial performance. In
other cases, if a grantee fails to comply with the JDIG requirements, the grant may be terminated.
However, most companies whose JDIG grants have been terminated did engage in some level of job
creation. The major findings of this report are:

1) JDIG grant terminations have been closely linked with downturnsin the overall economy. Given
the uncertainty of economicconditions and the inherent difficulties in predicting business needs
over12 years, the typical length of grant agreements, some terminationsshouldbe expected. For
instance, evidence suggests that the Great Recessionsignificantly impacted awardees’ job growth
projections and created a spike in grant terminations.

e From 2003 through 2015, 79 JDIG grants were terminated out of 211 awards (37%).!
During this time, the reasons given for termination were:
o Economic conditions — 33 grants (42% of all terminations)
o Failuretomeetperformance requirements —24 grants (30% of all terminations)
o Business changes — 21 grants (27% of all terminations)
o Workforce limitations — 1 grant (1% of all terminations)

! Five grant awards duringthis period were withdrawn prior to the execution of grant agreements, and are not
reflected inthis report.



o 65% of all IDIG terminations occurred between 2010 and 2013. These terminations
largely represent project activity from 2008, 2009, and 2010 — a period of poor
economicactivity nationwide.

2) Most terminated grant agreements have resulted in job creation, though at lower levels than
forecast in the companies' original grant agreements.

e Amongthe total of terminatedgrants, companiesreported creating 8,900 qualifying jobs
duringthe year priorto termination (which was 41% of the jobs initially projected by these
grantees).

e 57% of all JDIG terminations occurred between grant years four and six, which means
that mostterminated grantees only terminated afteralready creating some jobs.

3) North Carolinais a leaderin discretionaryincentive performance accountability. No otherstate

was found, through research or industry experts, to have studied its rate of incentive grant
termination or to have established policies to limit or reduce grant terminations.



Section 1(i) of S.L. 2015-259 directsthe Department of Commerce (Commerce) to study the factors that
have contributed to the termination of grants awarded through the Job Development Investment Grant
(JDIG) program. Pursuant to the requirements of this study, Commerce alsoinvestigatedthe performance
improvement efforts of other states with similar economic development programs to identify best
practices for lowering the incidence of termination among JDIG grantees.

JDIG is a discretionary business incentive grant program that makes awards to businesses creating new
jobs in North Carolina. Grant payments are only made to companies after job performance has been
demonstrated. If a grantee fails to fulfill the requirements of their IDIG grant agreement, the grant may
be terminated.

From 2003 (the program’sfirst year) through December31, 2015, 79 grants terminated out of 211 total
awards (five grantawards were withdrawn priorto the execution of grantagreements). However, grant
termination does not necessarily mean that granteesachieved no job creation orinvestment performance
after being awarded a JDIG grant. It only means that the grantees did not meet their own projected
performance metrics, which are laid outintheir grant agreements. Most terminated grants have, in fact,
resulted in some job creation and investmentin North Carolina. Looking at all the grants that have
terminated, companies reported having created a total of 8,900 jobs during the year prior to termination
(which was 41% of the jobs initially projected by these grantees).

Because terminated grantees failed to fulfill 100% of their performance requirements, annual payments
to these grantees were reduced or eliminated. As a result, JDIG payments toward grants that eventually
terminated cost $1,082 per job, while payments to non-terminated grantees cost $1,823 per job (45%
less).?

JDIG grant agreements include company-projected job creation, wages, and construction investment,
which companies must fulfill in order to receive annual grant payments. Under the agreement, each
granteeis requiredtocreate a defined numberof jobs duringits “base period,” which may extend up to
five grant years. JDIG payments are only made after job creation, wage requirements, and investment
performance have been verified by Commerce. If a grantee fails to maintain employment levels (or fails
to comply with any other condition)stipulatedinits grant award agreement, the granteeis considered to
be in “performance default.”

If a grantee experiences its first performance default, the JDIG statute (§143B-437.59) requires the
Economic Investment Committee (EIC), the body that approves JDIG awards and annual payments, to

2 Because some jobs existlonger than others, cost per job was calculated by dividing total JDIG payments to
terminated grantees by total job years reported by terminated grantees.


http://www.ncga.state.nc.us/EnactedLegislation/Statutes/HTML/BySection/Chapter_143B/GS_143B-437.59.html

reduce the amountorthe term of the grant, orto terminatethe grant. The resultof additional consecutive
years of performance default depends upon whether the grantee is still in its base period.

Grantee still in Base Period

I-} If a grantee is still in its base period and experiences a second consecutive year of
performance default, the EIC may again reduce the amount or term of the grant, or
terminate the grant.

If a grantee is still in its base period and experiences a third consecutive year of
performance default, no grant paymentis permitted for thatyear, or for any consecutive
year of default. If the grantee isin the last year of its base period and demonstrates that
it expectstoachieve compliance within the followingtwo years, the EIC may extend the
grant’s base period, for up to 24 months, by which time the grantee must be in
compliance, or the grant is terminated.

Grantee out of Base Period

I-} If a grantee is not within its base period and experiences a second consecutive year of
performance default, the EIC must terminate the grant.

Because Commerce isinclose contact with JDIG grantees about their performance, companies withgrants
in dangerof beingterminated will usually terminate voluntarily before being forced to do so by the EIC.
Forinstance, if acompany changesits business plan orsuffers the results of poor economic conditions, it
may determinethat meetingits JDIG performance requirementsis nolongerfeasible. The company may,
under these circumstances, opt out of the program and voluntarily terminate.

Terminations Largely Resulted from Economic Conditions

As a part of the process to terminate a JDIG grant, . ..
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Reasons for Grant Terminations:

1. Economic conditions
o 33 grants (42% of all terminations)
o These grantees identified the economy or the recession as their reason for grant
termination.



2. Failure to meet performance requirements
o 24 grants (30% of all terminations)
o These grantees identified their own failure to comply with their own projected and
agreed-upon performance metrics as their reason for grant termination.
3. Business changes
o 21 grants (27% of all terminations)
o These grantees identified changes in their specific business plans or strategies as their
reason for grant termination.
4. Workforce limitations
o 1grant (1% of all terminations)
o Onegranteeidentified alack of stable and sustainable workersin its region asits reason
for grant termination.

Recent Recession Greatly Impacted Terminations

Exhibit 2 provides some context for the number of grant terminations within the JDIG program for each
year since 2003. The growingblue bars represent Commerce’s growing JDIG portfolio of grants overthe
life of the program. Thered stripped overlay shows the number of grant terminationsthat occurred during
eachyear. As Commerce continues to make JDIGawards with multi-year grant terms, the total number of
grants in the Department’s portfolio has increased, despite some grant terminations.

Exhibit 2: When have terminations occurred? (activity by calendar year)
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Sixty-five percent of terminations have occurred between 2010 and 2013. Because reporting of IDIG job
and investment performance lags as much as a year from actual performance, these terminations largely
represent project activity from 2008, 2009, and 2010, during which time North Carolina’s economy was
suffering the effects of the Great Recession.



Exhibit 3 describes the reasons companies gave for their terminations by year. Overall, 42% of
terminations resulted from economic conditions faced by grantees, but that response was particularly
frequent during the years immediately following the economic recession.

Exhibit 3: What reasons have companies given for terminations?
(terminations by calendar year)
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Many Terminated JDIG Grants Resulted in Job Creation for Multiple Years

The terminations of JDIG grant agreements have also varied by the age of the grant when termination
takes place. The greatest numbers of grants have terminated in grant years four, five, and six, accounting
for 57% of all terminations.

Over 70% of terminated JDIG grant agreements were still active into their fourth grant year, which has
meant that most terminatedgrantees had anincentive to create and maintain jobs for several years under
the JDIG program. It is, however, worth noting that grantees in the early stages of their grant terms are
less likely to have terminated due to the flexibility of the program during each grantee’s base period.

JDIG Terminations by Award Year

Exhibit 5 provides the rate of grant terminationsby each yearin which grants were awarded. As for grants
awardedin 2012 or later, itis likely too early to draw conclusions about terminationsdue to the program’s
flexibility in the early years of each grant term. Nevertheless, some reasonable level of grant agreement
termination is expected, but not likely at the same level that was seen during the Great Recession.
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North Carolina is a Leader on Incentive Grant Performance Accountability

To better understand how competitor states attempt to limit grant terminations, Commerce contacted
economic development incentives experts from the following organizations:

e the Council for Community and EconomicResearch and the Pew Charitable Trusts, two research-
oriented nonprofits working on state incentive issues;

e Smart Incentives, a private consulting firm assisting state economic developers with business
incentive design and performance evaluation; and

e the Commonwealth of Virginia, through the Virginia Economic Development Partnership, which
administers an incentive grant program similar to JDIG.

Neither Commerce nor the organizations contacted were able to identify any similar efforts undertaken
by other states to address, improve, or predict the performance of individual companies awarded
incentive grants. Part of the explanation for this lack of evaluations inother states may be that most states
using incentives for economic development purposes rely heavily on job creation tax credits. These tax
credits carry no risk of termination, as they are awarded based only on a company’s performance during
an individualtax year. Forthose with performance-based grants, terminations are likely occurring due to

the same economicconditions that North Carolina has faced. However, according to those we spoke to,
no other state is concerned enough to be investigating this issue.

In Commerce’s effort to award JDIG grants to high-performing companies, staff closely vet potential
awards, analyzingfinancial records, employment history, industry-specificgrowth projections, and other
factors. Following the award of agrant, JIDIG is structured to pay only afterjob creation has been verified.
Furthermore, Commerce publishes a variety of reports on the state’s discretionary incentive grant
program, which have led to North Carolina’s reputation as a leader in incentive spending transparency.
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