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Economic development is not the Olympics—there is no silver medal. Of late, Michigan too
often has found itself finishing in second place—no jobs, no investment, no new company.
We cannot allow this to continue.

INTRODUCTION obon

The economic challenges facing Michigan are well documented and do not need repeating. The
bottom line is simple: we, as leaders, must take bold action if our great state is to return to
economic vitality.

Over the past year, the Michigan Economic Developers Association (MEDA) has conducted an
exhaustive analysis of Michigan’s economic development incentive tools. Our findings illustrate
that Michigan has lost pace to our competitor states. The analysis looks at Michigan’s current
incentive mix and compares Michigan’s framework to the competing states of Ohio, Alabama,
Indiana, Kentucky, South Carolina and North Carolina.

KEY FINDINGS oo

= At the end of quantitative analysis, executives narrow the choice of locations to a list of
their top three preferences. At this point, incentives can, and often do, make a
difference in a location decision.

= Michigan needs to simplify, streamline and consolidate its current incentive offerings.

= Michigan trailed its competitors in the Southeastern United States on major business
climate issues.

As the Michigan Economic Developers Association incentives study clearly shows, we must move
fast to create a more dynamic, flexible and comprehensive economic development incentive
strategy.

GOALS FOR MICHIGAN oon

1. Worker Training: Our economy is transitioning faster than our workers. Michigan is
home to some of the most skilled, productive workers in the world—we must ensure they
can quickly be retrained and re-deployed for their next career.

2. Business Retention: Competitor states are pursuing Michigan companies daily,
seeking to find those firms willing to relocate or expand. We must be proactive in our
efforts to retain these core foundation companies.
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3. Accelerate New Business Development: A healthy economy is one that is organic
and constantly creating the next wave of employers. We must implement incentives and
support programs that increase the pace of new business formation.

4. Business Attraction: In many ways, Michigan offers out-of-state companies an
attractive value proposition— a highly productive workforce, world class research
universities, an industrial infrastructure and an unparalleled quality of life. To execute on
this value proposition, Michigan must stand ready to “close the sale.” We must have the
tools necessary to beat the competition.

To achieve these goals and regain a competitive advantage and our once leading position,
Michigan must protect and retool its incentive mix. The following outlines MEDA’s
recommendations for action.

RECOMMENDATIONS FORACTION oo

a Accelerate New Business Formation

The new economy is defined largely by upstart firms and the talent that is embodied within
these firms. Michigan must embrace programs and policies that encourage the start up and
growth of these new economy, knowledge based enterprises. To that end, MEDA recommends
the following action steps:

= Convert the 21°" Century Fund into a revolving fund. The need to support
technology company formation is not a one-time event. To be effective, it must be a
sustained effort. Allow for the money collected from loan repayments and successful
exits to be reinvested in the next wave of technology firms.

= Create Business Accelerator Renaissance Zones. Allow for tax-free status,
including the elimination of income taxes for employees of tenant companies, for 25
designated business accelerators. This tool could be coupled with the SmartZones to
increase utilization and occupancy of accelerators.

= Increase the number of SmartZones. This program has proven effective in linking
college/university strengths with those of the private sector. By simply increasing the
number available, Michigan will be encouraging greater collaboration and
commercialization.
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m o Restructure National and International Business Attraction Tools

The competition for major business relocation projects has intensified over the past 20 years as
Michigan not only faces the traditional competition from the southern states, but now goes
head-to-head with global locations. Thanks to a skilled workforce, industrial-grade
infrastructure and a quality education system, Michigan offers a strong value proposition. To
help successfully close more relocation projects, Michigan must revamp its business attraction
incentives, including:

= Develop a new "MEGA"” program. The current version, developed over ten years
ago, was once a national leader. Today, other states have built and improved upon
Michigan’s innovation. Further, the multitude of amendments to MEGA has resulted in a
tool that is overly complex and often delivers limited value to business. MEDA suggests
the following as a primary attraction and retention tool:
= A two-tiered incentive. Provide current MEGA value to those firms creating over
50 new jobs; provide a 50% MEGA value to those firms adding jobs equal to or
greater than 20% of their current employment.
= Make the credit site specific, not company specific. Controls can be included in
the contract with the company to avoid supporting transfers within Michigan.
With this in mind, the opportunity to support a major new investment at one site
should not be disallowed because a company faces a different economic challenge
at another Michigan locale. By failing to encourage the new investment, Michigan
faces two struggling business locations.
= The credit should be based on a business case evaluation, not a state vs. state
comparison. Often business decisions are based on a go/no-go decision, not a
Michigan/Alabama decision.
= Provide a 5% increase to the tax credit for projects that build to LEED
Certification.
= Include financial penalties for those companies who leave Michigan prior to the
completion of their credit.

= Create a “Tax Relief for New Jobs” program. To increase job growth immediately
and across multiple industries, offer a refundable credit against the Michigan Business
Tax for any new job created by companies in targeted industries.

= Eliminate sales tax on construction for economic development projects.
Michigan artificially inflates construction costs by 6%, causing a cost disadvantage that
delays or negates economic development projects. Eliminating this charge would
jumpstart construction in Michigan. Comparable to MEGA, a business case must be
made by the company to warrant this incentive. Preference should be given to projects
constructed to LEED Certification standards.
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Fund a competitive economic development deal closing fund. The Fund would
be purposed to finalize projects of major scale and impact, particularly those deals with
out-of-state competition. This type of fund is used today by competitor states to attract
major projects (Comerica to Dallas as an example). Florida, Texas, Pennsylvania, North
Carolina, Indiana, Ohio and Virginia are all implementing such a program. Michigan
needs bold action to stay competitive and to bypass the competition.

Offer a 40%b tax credit for major film production projects.
Encourage tourism destination projects. Provide MEGA incentive to large-scale

tourism projects that show an ability to attract additional out-of-state visitors to
Michigan.

o oo Update Business Retention Incentive Strategy

Despite the current economic condition, Michigan maintains a base of employers envied by
much of the country. We are global leaders not only in automotive technology, but also in
specialty chemicals, industrial design, office furniture, food manufacturing and engineering
services. As a state, we must aggressively work to grow our existing businesses, our existing
customers. These base employers support supply chains that provide substantial job
opportunities throughout Michigan. MEDA recommends the following action steps:

Increase the R&D tax credit substantially. The recent addition of the Research &
Development tax credit to the Michigan Business Tax formulation was a step in the right
direction. To be a magnet for R&D investment and jobs, Michigan must increase this
credit to at least be on par with Ontario, Canada.

Overhaul the industrial tax abatement law (PA 198 of 1972). The economy has
changed significantly in the 35 years since this act was adopted. The tax abatement tool
provides good value for business, though today’s global marketplace requires the tool to
be more flexible. Communities and businesses should be able to negotiate the
percentage reduction as well as the length of term, providing an opportunity to front-load
or back-load the incentive value as necessary to facilitate a successful project. Allow an
additional 10% property tax reduction for eligible projects achieving LEED Certification.

Update tax incentive financing (TIF) tools including DDA, LDFA and Brownfield
TIF programs to support retention and attraction projects. Expand the types of
property eligible for tax capture and eligible activities, expand the number of millages
captured, streamline the approval processes and limit the “opt out” provisions that have
essentially gutted these programs. Current LDFA, DDA and Brownfield TIF mechanisms
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are constrained by the level of TIF generated due to limited access to capturing school
millage levies. Further, increase the list of eligible uses to include some off-site private
infrastructure.

o onon Retool Job Training Programs

A major challenge to Michigan’s economic recovery is the fact that our workforce must be
retrained to fill new economy jobs. Productivity gains demanded by employers and the
marketplace dictate the need for workers to expand their capabilities. For Michigan to maintain
and grow its talent advantage, we must reinvest in the following ways:

= Fund a new $50 million job training grant program.

= Use this tool as part of an overall economic development incentive package to
grow and attract new business investment and job growth.

= Allow greater flexibility in the amount of grant per worker to match the nature of
the training needs. Growing technical requirements have led to increased training
costs per worker.

= Provide for soft-skill training. The transition from manufacturing employment to
service/technical employment requires significant soft skill training.

= Allow training to be provided by community colleges and educational institutions
as well as private, third party providers. A minimum of 50% of the training grants
should be delivered by community colleges to further advance their capabilities.

= Implement WorkKeys statewide to differentiate our workers from the global
competition.
= Require WorkKeys assessments of all graduating high school students.
= Provide tax incentives to encourage companies to be early and consistent adopters
of the WorkKeys assessment program.

CONCLUSION oon

Competition for knowledge based businesses is intense, and we must be quick and proactive to
bring these companies to Michigan. This means more streamlined and targeted incentives,
working together and building on the foundation of what we have to make Michigan the top
location choice for new economy companies. Swift action is necessary to prepare our current
workforce, encourage desirable job creating projects and accelerate Michigan’s economic
resurgence.
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Randy Thelen, President, Lakeshore Advantage Corporation

Al Aceves, Principal and Nat'l Leader for Incentive Mgmt., UHY Advisors

Tino Breithaupt, Senior Vice President of Economic Development, Traverse Bay EDC

JoAnn Crary, CEcD, President, Saginaw Future Inc.

Katharine Czarnecki, Manager, Economic Development, Lansing Regional Chamber of Commerce

Ray De Winkle, CEcD, EDFP, Vice President, The Right Place, Inc.

Susan Dearing-Bond, Business Attraction/Expansion Manager, Cornerstone Alliance

Dennis Duncanson, CEcD, Vice President, Business Development, Detroit Economic Growth Corp.

Joe Esbrook, Director of Business and Community Development, Michigan Works! The Job Force Board
James Gartin, Executive Director, Business Development, Ann Arbor Spark
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Corey Leon, CEcD, Director of Development Incentives, AKT Peerless Environmental Services
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Bruce Rasher, Manager of Renewable Energy, Consumers Energy
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