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Background Information:
The EZ program offers California businesses state tax credits and incentives including a
sales tax credit and a hiring credit for five years. The Sacramento Enterprise Zone
includes three zones: Florin-Perkins, NorthgatelNorwood, and the Sacramento Army
Depot. The Sacramento Enterprise Zone (EZ) program was established to promote the
creation of jobs for disadvantaged residents and to encourage business investment in
economically distressed areas of Sacramento such as Del Paso Heights and Oak Park.
The Florin-Perkins Zone is located east of Power Inn Road between Highway 50 and
Florin Road. The zone also includes sections of Franklin Boulevard, Stockton
Boulevard, Alhambra Boulevard, and Broadway. The zone, which has been extended
once, was designated in 1989 and is set to expire in 2009.
The NorthgatelNorwood Enterprise Zone is located in the Northgate Boulevardl
Norwood Avenuell-80 area in North Sacramento. The zone also includes sections of
Del Paso Boulevard and Marysville Boulevard. The zone, which has been extended
once, was designated in 1986 and is set to expire in October 2006.
The Sacramento Army Depot Enterprise Zone encompasses the entirety of the old
Sacramento Army Depot. The zone was designated in 1994 and is set to expire in
October 2009.
The EZ program has greatly contributed to economic development within the eligible
zones. A few examples include:
1.}

As of 2003, the total value of construction in all three zones was over $629
million with almost 7,000 new business permits being issued since the
designation of all three zones.

2.}

Between 2001 and 2005 the total number of vouchered employees was
approximately 2,600 with an average hourly wage rate of $10.64. Five
hundred sixty-six of these employees applied under the low income
category.

3.}

Between 2003 and 2004 property tax revenue for all three zones rose
approximately $1.95 million, an increase of 11 percent.

At the State level, critics of the Enterprise Zone program have raised questions
regarding the cost/benefit ratio of the program. As a result, the Assembly Committee on
Jobs, Economic Development, and the Economy and the Assembly Committee on
Revenue and Taxation held a series of hearings between December 2005 and March
2006, in hopes of determining the effectiveness of the program. The hearings came at
a critical time as 23 of the 42 zones, including NorthgatelNorwood, statewide are set to
expire by the spring of 2007.
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Some issues introduced in the hearings include.
Historical lack of monitoring and oversight by the Technology, Trade, and
Commerce Agency (TTCA);
Questionable hiring tax credit voucher procedures;
® Failure to keep regulations up to date; and
® Need for methods to evaluate program's effectiveness
A brief summation of reports examining the program was included in the analysis for the
hearings. As a whole, these reports (see Attachment A) cover the same issues
discussed in the hearings. A more recent report produced by the California Budget
Project, California's Enterprise Zones Miss the Mark, is more critical of the program than
previous reports. This report claims that tax credits issued under the program are lost
revenues and concludes that, "the criteria used to determine eligibility for EZ tax breaks
have proven to be prone to abuse," and, "...the current program undermines its
underlying goal of targeting assistance to those areas of the state that are most
severely distressed."
Even with the level of criticism exhibited in these reports, none have gone as far as
recommending the program be eliminated.
The Department of Housing and Community Development ( HCD), which has
administered the program ever since the defunct TTCA was eliminated in 2403,
acknowledges that there are programmatic problems. Proponents of the program
believe the HCD has taken great strides to improve a program that was neglected by
the TTCA and that the program is currently accomplishing its intended purpose.
Agency staff agree the design of the program has its flaws; but we believe the
regulations currently being drafted by HCD and by the state legislature will address
these flaws and drastically improve the effectiveness and accountability of the program,
and eliminate practices that do not further the program's intent. Staff believes that the
program has been effective in creating jobs and that it would be a mistake to eliminate a
valuable economic development tool.
Currently, the Committee is reviewing the recommendations provided at the hearings
before acting on the bill.
Financial Considerations:
Each hiring tax credit candidate is required to submit a$3o fee with their application.
$10 of the $30 is submitted to HCD. At the State level the fees are used to cover
administration costs. Locally, the fees are used to administer and market the
Sacramento Enterprise Zone program to business owners. Currently, there is one full
time SHRA staff member assigned to administer the program.
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Environmental Considerations: None.
Policy Considerations:
Support for SB 1008 is consistent with existing city policies that support incentives for
economic development.
Emerging Small Business Development (ESBD): None.

Respectfully Submitted by:
ANNE M. MOORE
Executive Director

Recommendation Approved:

j:?i4Zi

GUSTAVQ F. \RN A
Assistant City Manager
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ATTACHMENT A
0"The existing Enterprise Zone and Economic Incentive Area programs
have produced very modest economic benefits, and there is little
evidence to suggest that they have strengthened the economic
advantages of the zone and program areas.
•

Trade and Commerce Agency: The Effectiveness of the Employment
and Economic Incentive and Enterprise Zone Programs Cannot be
Determined (Bureau of State Audits I 995)
0 The Agency (Technology, Trade, and Commerce) should take the
following actions:
n

"Establish and implement a plan to monitor, evaluate, and report
on the effectiveness of the programs, which includes
identification and establishment of the performance measures, a
system to obtain complete and reliable data about program
achievements, and a determination of how it will evaluate
reported achievements against those performance measures."

o The Legislature needs to consider implementing the following:
n

®

"Imposing reporting requirements on businesses in the
enterprise zones and program areas and requiring that local
administrators of the programs establish performance
measures, collect data to measure performance, and report
their results."

Evaluation of California's Enterprise Zones (Suzanne O'Keefe and Roger
Dunstan, August 2001)
o In order to determine whether the California Enterprise Zone Program
works, the O'Keefe and Dunstan evaluation looked at whether there
was more job growth in enterprise zones, as compared to comparable
areas, and whether worker incomes were higher or lower. To compare
enterprise zones to comparable areas without zones, the researchers
collected data about economic and demographic census tracts within
enterprise zones and compared them to tracts with similar data outside
of zones.
0

Employment in enterprise zones in the I 990s grew at much faster
rates than in comparable areas; however, employment growth tapers
off after the first few years of zone designation, possibly because of the
depleting value of hiring credits.

o When overall California job growth trends were down, jobs in
enterprise zones produce notably lower incomes than comparable jobs
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outside of zones, possibly because hiring credit cap of 150% of
minimum wage. "The incentive is for lower wage jobs, and that's
exactly what we get."
o"Enterprise zones have done wonders in some cities, and not much in
others."
*This report was produced by the California Research Bureau,
California State Library.

e

Job Creation in California's Enterprise Zones: A Comparison Utilizing a
Propensity Score Matching Model (Suzanne O'Keefe, 2003)
o To estimate the value of enterprise zone designation, this second
O'Keefe study looked at growth in employment, growth in wages and
growth in the number of firms. The study matched enterprise zone
census tracts to census tracts without enterprise zones using census
data and a propensity score matching model.
The complex propensity score matching model estimates the
probability of a census tract becoming part of an enterprise zone using
observed characteristics. Each enterprise zone census tract is
compared to a census tract without enterprise zone designation,
located in the same county, with the closest propensity score.
o

Employment has grown faster in enterprise zones than outside of
enterprise zones.

o Average monthly annual earnings in enterprise zones rose at a slower
rate than earnings in matched non-enterprise zone area but the margin
is not statically significant.
o The total number of firms grew less within enterprise zones than in the
matched non-enterprise zone areas. The study suggests that
enterprise zones are attracting large firms rather than small
businesses.
* Published in the Journal of Urban Economics 55 (2004)131-150.
•

Cost-Benefit Analysis of California's Enterprise Zone Program (June 5,

2003)

o The Applied Economics study examined the extent to which enterprise
zones generate enough additional state revenues to offset the costs of
the business incentives. The study reviewed whether new taxes paid
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by firms located in enterprise zones covers the costs to the state of the
program.
o

Cost of personal and corporate zone tax credits in 2002 was $173
million while the 2002 personal income tax, sales tax and corporate
income tax attributable to enterprise zones is estimated at $249 million.

0 The cumulative net benefits for the years available-1992-2002-is
estimated at $1.7 billion.
*This report was prepared for the California Association of Enterprise
Zones (CAEZ) by Applied Development Economics.
.

An Overview of California's Enterprise Zone Hiring Credit (Legislative
Analyst's Office, December 2003)
0

Enterprise zone credits tend to have an impact on business location
within a region if a firm has already decided to locate within a particular
geographic region. Results indicate that enterprise zone credits may
result in the shifting of jobs within a region, as opposed to increasing
the number of jobs within that region.

0

Because enterprise zone incentives effect the distribution of activity
within a region versus increasing the amount of activity in a region,
zone incentives are most effective when they are narrowly focused.

0

Hiring credits do appear to have a positive impact on the demand for
labor.

0"To the extent that the Legislature wished to expand the economic
base of the state as a whole, the use of EZ incentives would not
appear to be particularly effective means by which to achieve this
goal."
o

Enterprise zone "incentives are unlikely to result in significant net
positive economic impacts absent additional targeted public
investment."
* This report was prepared for the Assembly Committee on Revenue
and Taxation.
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The Honorable Denise Ducheny
California State Senate
State Capitol
Sacramento, CA 95814
Re: Support of SB 1008-Enterprise Zone Extension
Dear Senator Ducheny:
On behalf of the City of Sacramento, Florin-Perkins, NorthgatelNorwood, and the
Sacramento Army Depot Enterprise Zones; the Mather and McCellan LAMBRA; I
would like to express my support for SB 1008 (Ducheny/Machado).
The Sacramento Enterprise Zone/LAMBRA has greatly contributed to the
revitalization of our community. For example:
1.} As of 2003, the total value of construction in all three zones was over $629
million with almost 7,000 new business permits being issued since the
designation of all three zones.
2.} Between 2001 and 2005, the total number of vouchered employees was
approximately 2,600 with an average hourly wage rate of $1064. 566 of the
2,600 vouchered employees applied under the low income category.
3.} Between 2003 and 2004 property tax revenue for all three zones rose
approximately $1.95 million, an increase of 11 %.
Extending the life of the Enterprise Zone Program will enable the Sacramento
Enterprise Zone1LAMBRA Coordinator and others throughout the state to
continue their work to create jobs, encourage investment in disadvantaged areas,
and build local economies.
I want to thank you for your consideration of this bill. If you have any questions,
please contact Jim Hare at (916) 440-1313.

Sincerely,

LAUREN HAMMOND, Chair
City of Sacramento Law and Legislation Committee
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