New Jersey State Legislature
Office of Legislative Services
Office of the State Auditor

New Jersey Economic Development Authority
Selected Incentive Programs

July 1, 2011 to September 30, 2016

Stephen M. Eells
State Auditor

NEW JERSEY ECONOMIC DEVELOPMENT AUTHORITY
SELECTED INCENTIVE PROGRAMS

Table of Contents
Scope ..........................................................................................................................

1

Objectives ..................................................................................................................

1

Methodology ..............................................................................................................

1

Conclusions ................................................................................................................

2

Findings and Recommendations
GROW New Jersey Assistance Program
Documentation of Reported Costs ...........................................................

3

Business Retention and Relocation Assistance Grant Program
Verification ..............................................................................................

4

Monitoring ...............................................................................................

5

Observations
GROW Tax Credits for the City of Camden Projects
Increasing grant caps disproportionate to jobs created ............................

6

Calculating Net Benefit............................................................................

7

Mismatching time periods........................................................................

8

Tax Credit Amounts.......................................................................................

8

Auditee Response.......................................................................................................

10

NEW JERSEY ECONOMIC DEVELOPMENT AUTHORITY
SELECTED INCENTIVE PROGRAMS

Scope
We have completed an audit of the New Jersey Economic Development Authority (NJEDA),
Selected Incentive Programs for the period July 1, 2011 to September 30, 2016. Our audit
included a review of the Business Employment Incentive Program (BEIP), the Business
Retention and Relocation Assistance Grant Program (BRRAG), and the Grow New Jersey
Assistance Program (GROW). The audit included financial activities accounted for in the
state’s General Fund.
Created by law in 1996, the intent of the BEIP is to provide grants to businesses that create jobs
in New Jersey. Enacted in 2004, the primary purpose of the BRRAG is to provide tax credits to
businesses to encourage economic development, preserve existing jobs, and stimulate capital
investment in New Jersey. The BEIP and BRRAG grants were awarded to businesses for up to
10 years and six years, respectively, and are still active. In accordance with the New Jersey
Economic Opportunity Act of 2013, the NJEDA is no longer accepting new applications for
assistance under the BEIP and BRRAG programs. The NJEDA executed 454 BEIP grants
valued at $1.5 billion and 85 BRRAG tax credit grants valued at $125.1 million. The GROW is
the current job creation and retention incentive program that awards tax credits to businesses
that create or retain jobs in the state and make a qualified capital investment. Pursuant to the
New Jersey Economic Opportunity Act of 2013, the NJEDA has awarded 207 GROW grants
valued at $3.9 billion of which $10.8 million in tax credits have been certified. Tax credits
awarded under the BRRAG and GROW can only be applied against the New Jersey
Corporation Business Tax, Insurance Premiums Tax, and Gross Income Tax for partnerships.

Objectives
The objectives of our audit were to determine whether adequate controls were in place at the
NJEDA to award and administer business incentive program grants in compliance with
statutory requirements and whether the NJEDA was monitoring grant recipients for compliance
with statutory requirements.
This audit was conducted pursuant to the State Auditor’s responsibilities as set forth in Article
VII, Section I, Paragraph 6 of the State Constitution and Title 52 of the New Jersey Statutes.

Methodology
Our audit was conducted in accordance with Government Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan and perform the
audit to obtain sufficient, appropriate evidence to provide a reasonable basis for our findings
and conclusions based on our audit objectives. We believe that the evidence obtained provides a
reasonable basis for our findings and conclusions based on our audit objectives.
In preparation for our testing, we studied legislation, the administrative code, and policies of the
NJEDA. Provisions we considered significant were documented and compliance with those
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requirements was verified by interview, observation, and testing. We also reviewed financial
trends and interviewed NJEDA personnel to obtain an understanding of the programs and the
internal controls.
A nonstatistical sampling approach was used. Our samples were designed to provide
conclusions on our audit objectives, as well as internal controls and compliance. Transactions
were judgmentally selected for testing. We selected seven GROW grants for testing based on
the project location and the grant award amount.

Conclusions
We found that adequate controls were in place to award and administer business incentive
program grants in compliance with statutory requirements with the exception of certain
procedures used in the award determination for Grow New Jersey Assistance Program grants.
We also found that adequate controls were in place to monitor grant recipients for compliance
with statutory requirements with the exception of procedures utilized to verify the status of
grant eligible retained jobs under the Business Retention and Relocation Assistance Grant
Program.
We also made observations concerning enabling legislation for City of Camden projects and the
tax credit amounts awarded under the Business Retention and Relocation Assistance Grant
Program and the Grow New Jersey Assistance Program.
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GROW New Jersey Assistance Program
Documentation of Reported Costs
A business’s cost benefit analysis detailing the difference in cost between staying in New
Jersey and moving out-of-state needs to be adequately reviewed and verified.
Under most circumstances, to be eligible for tax credits under the Grow New Jersey Assistance
Program (GROW), a business must demonstrate to the New Jersey Economic Development
Authority (NJEDA), at the time of the application, that existing full-time jobs are at risk of
leaving the state or of being eliminated, and that the award of tax credits under the program will
be a material factor in the business’s decision to retain the jobs or create new jobs in New
Jersey. To accomplish this, the NJEDA requires an applicant to submit a cost benefit analysis
which details both the costs to continue operations in New Jersey and the lower costs to relocate
to proposed out-of-state sites. A review is then completed by the NJEDA staff to substantiate
the identified costs before the application is submitted to the NJEDA board for approval.
Pursuant to the New Jersey Economic Opportunity Act of 2013 and as of September 30, 2016, a
total of 207 projects have been awarded $3.9 billion under the GROW. We judgmentally
selected seven projects to determine if the cost benefit analysis review completed by the
NJEDA was adequate. Three of the seven sampled projects were located in the City of Camden
and an alternate out-of-state location did not have to be identified, as per statute, for these
projects to qualify as discussed later. For the remaining four projects, the reported annual costs
to operate in New Jersey totaled $138 million while the reported annual costs to operate at outof-state locations totaled $101.2 million. Costs totaling $5.6 million that were reported to be the
same for both the New Jersey and out-of-state locations were removed for test purposes. We
found that adequate documentation was not obtained by the NJEDA to support 11.5 percent of
the annual costs tested which included rent, property taxes, and utilities. Similarly, eight percent
of the upfront costs tested, including building renovations and equipment purchases, associated
with locating the projects in New Jersey or out-of-state were not supported or verified by the
NJEDA. In addition, for three of the four projects tested with costs totaling $8.5 million, 86
percent of the reported annual costs, the majority of which represented out-of-state wages to
operate at out-of-state locations, were not supported.
The cost benefit analysis is a critical factor in determining whether or not to award tax credits
under the GROW. All reported costs associated with locating a proposed project in New Jersey
or out-of-state must be verified to ensure a business is seriously considering relocating out-ofstate to a lower cost alternative.
Recommendation
We recommend that the NJEDA maintain a more complete file of NJEDA’s review of the cost
benefit analysis submitted by an applicant for a proposed project. The award of tax credits
should not be forwarded to the NJEDA board for approval until the proper supporting
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documentation has been obtained for all reported in-state and out-of-state project costs and the
out-of-state option has been proven to be more economical.


Business Retention and Relocation Assistance Grant Program
Verification
Procedures need to be implemented to verify the existence of at-risk jobs prior to grant
approval.
The Business Retention and Relocation Assistance Grant Program (BRRAG) provides a base
tax credit amount of $1,500 per job retained for up to six years. If certain criteria are met, the
amount per job retained can reach $3,000 per year. In most circumstances, a business will
qualify for consideration if it relocates a minimum of 50 full-time jobs from one or more
locations in New Jersey to a new business location in New Jersey. A business may remain at a
current location if it makes a capital investment equal to the value of the tax credits granted. A
business must also demonstrate that the award of tax credits under the program will be a
material factor in the business’s decision to retain the jobs in New Jersey and commit to remain
in New Jersey for the grant term plus an additional five years.
An approved award of tax credits will be adjusted downward if a business does not maintain
100 percent of the incented retained jobs during the grant term and 80 percent of the incented
retained jobs during the additional five-year commitment duration. In order to verify these
requirements, the New Jersey Economic Development Authority (NJEDA) requires the
business annually certify the number of grant-eligible retained jobs that are currently filled
along with the name, address, and hire date of the employees filling the positions as of the
submission date. However, the NJEDA does not perform additional procedures to verify this
information or require a similar certification to be submitted prior to NJEDA board approval.
The award of tax credits at the time of the board’s approval is primarily based on the number of
at-risk jobs specified by the business in the grant application.
Using the approval date and grant award amount as criteria, we judgmentally selected seven of
the 85 businesses that were awarded a BRRAG grant for testing and found that four did provide
a list of employees filling grant-eligible retained jobs as of the board approval date although
they were not required to. For the year in which the grant was approved, we matched the
employees reported to be filling the grant-eligible retained jobs to the Employer Report of
Wages Paid maintained by the New Jersey Department of Labor and Workforce Development
(NJDOLWD) and found that three of the four businesses had numerous employees with no
earnings. According to NJDOLWD records, the average quarterly employment of the three
businesses was between 26 and 38 employees less than reported by the businesses and
incentivized by the NJEDA.
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Monitoring
Procedures that monitor businesses for compliance with grant terms need to be
strengthened.
As previously mentioned, a business must maintain 100 percent of the incented retained jobs
during the grant term or their award will be adjusted downward. Using NJDOLWD records for
the years in which the tax credits were issued, we also found that the average quarterly
employment for four of the seven businesses reviewed was between 4.25 and 15 employees less
than reported by the businesses and incentivized by the NJEDA. The businesses’ awards,
however, were not adjusted.
Our review of another business that received a BRRAG grant in 2009 for retaining 500 fulltime positions disclosed that 52 of the 500 employees reported to be filling the positions as of
December 31, 2009 only had earnings in the fourth quarter of 2009. We could not determine if
the 52 employees were replacements, seasonal hires, or regular new hires employed at the end
of the year just to fulfill the grant conditions since the employee list received for 2009 only
contained the names and titles of 500 individuals. More detailed records that identify each
approved grant eligible position by title and the names and employment dates for all employees
filling such positions should be required for verification purposes. The NJEDA should also
define the time period that each grant eligible position needs to be filled during the year to
qualify.
Although the NJEDA is no longer accepting applications for assistance under the BRRAG
program, executed grants are still ongoing and the Grow New Jersey Assistance Program is
now providing similar tax credits for job retention and creation in New Jersey. As such, the
NJEDA needs to strengthen procedures to verify recipient compliance throughout the entire
grant period and ensure the efficient use of taxpayer dollars.
Recommendation
We recommend the NJEDA implement procedures to verify the existence of reported at-risk
jobs prior to board approval. We further recommend the NJEDA implement procedures to
verify that the incented retained jobs have been maintained throughout the commitment
duration as required. Records maintained by the New Jersey Department of Labor and
Workforce Development could be used for verification purposes. In addition, we recommend
the NJEDA obtain more detailed information for each incented full-time job that was reported
to be at risk of leaving the state. The information, which should be required prior to board
approval and throughout the grant duration, should include a list of grant eligible positions by
title and the names and employment dates for all employees filling such positions during the
year. The NJEDA should also define the time period a qualified full-time position needs to be
filled to qualify for the full annual incentive.
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Observations
GROW Tax Credits for the City of Camden Projects
Increasing grant caps disproportionate to jobs created
The Grow New Jersey Assistance Program (GROW) provides tax credits to businesses of up to
$15,000 annually for each eligible new or retained full-time job depending on location and
designation. However, businesses with projects located in Camden can receive significantly
higher tax credits since the city qualifies under the Municipality Rehabilitation and Economic
Recovery Act (MRERA).
The GROW legislation provides for eligible businesses with projects in Camden to receive
between $20 million and $350 million in tax credits over a grant term of ten years. The amount
of tax credits is dependent on the level of capital investment and the number of full-time jobs
that are new to Camden. Five specific funding tiers are identified. A business that creates
between 35 and 69 full-time jobs new to Camden and makes a capital investment of at least $5
million is capped at $20 million in tax credits over the grant term while a business that creates
250 or more full-time jobs new to Camden and makes a capital investment of at least $30
million is capped at $350 million in tax credits over the grant term. However, the required
increase in jobs and capital investment from tier one, which has the $20 million cap, to tier five,
which has the $350 million cap, does not appear to warrant the corresponding increase in tax
credits. Our review of one business that was awarded a ten-year grant of tax credits totaling
$107 million to relocate 250 full-time employees from a municipality located less than 20 miles
from Camden demonstrates this point. In accordance with the GROW legislation, the total tax
credits awarded to the business over the 10-year term would have been limited to a maximum
of $50 million if they created between 150 and 249 full-time jobs new to Camden. However, by
planning to bring 250 full-time jobs new to Camden, the business’ award of tax credits was
increased by $57 million to $107 million and fell below the maximum allowable award of $350
million. In addition, the award of tax credits would have been limited to a maximum of $37.5
million over the grant term if the business met certain requirements and relocated the 250
employees to any other municipality in New Jersey.
The GROW legislation provides significantly larger tax credit amounts for qualified projects
located in Camden including the potential for a business to receive an additional $300 million in
tax credits over the grant term for increasing the number of new jobs they are creating in
Camden, by one, from 249 to 250 as explained above. The rationale behind a tax credit funding
methodology that allows for such an increase should be questioned and revisited as it may not
be in the best interest of the state.
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Calculating Net Benefit
Using Corporate Business Tax revenue in determining net benefit for proposed intrastate
relocations to Camden may be questionable.
For most businesses, to be eligible for tax credits under the Grow New Jersey Assistance
Program (GROW), a proposed project must yield a net positive benefit to the state of at least
110 percent of the requested tax credit amount. However, for projects located in the City of
Camden (Camden) and pursuant to the Municipality Rehabilitation and Economic Recovery
Act (MRERA), a project’s net benefit to the state only has to equal 100 percent of the requested
tax credit allocation. In addition, a business only has to demonstrate, at the time of the
application, that the award of tax credits under the program is a material factor in the decision
to make a capital investment and relocate to Camden, the only municipality currently qualifying
under MRERA. There is no requirement to claim that the jobs are in danger of leaving the state
or being eliminated.
The economic impact model utilized by the NJEDA to measure a project’s net benefit uses
multipliers from the Regional Input-Output Modeling System database, published by the United
States Department of Commerce, and econometric analysis developed by a contracted vendor.
This model estimates both direct and indirect impacts on both a one-time and ongoing basis.
The state’s Corporation Business Tax (CBT) is part of the ongoing annual taxes used in the net
benefit calculation for all projects excluding non-profit entities.
Of the $3.9 billion that has been awarded under the GROW through October 7, 2016, $1.2
billion is for 20 projects located in Camden. As previously mentioned, we judgmentally
selected seven GROW projects for review including three projects located in Camden. The
EDA estimated the net benefit for one of the sampled Camden projects to be $249,000 over a
35-year period. This company, which relocated part of their operations from a New Jersey
municipality located less than 20 miles away, received an award of $107 million for retaining
250 employees and proposing to make a capital investment of $146.4 million. The estimated
ongoing CBT revenue used in the net benefit calculation totaled $2.7 million annually. If the
CBT revenue, which the state was already receiving anyway, was removed from the net benefit
calculation, the net benefit over 35 years would have been negative $32.6 million according to
the NJEDA’s net benefit model. The NJEDA claimed that the company had jobs at risk because
a federal contract would not have been obtained without the GROW tax credits which allowed
for a lower bid. The NJEDA also claimed that the project will generate additional taxable
income in New Jersey above what is currently produced. Although we agree acceptable under
these circumstances, including CBT revenue in the model used by the NJEDA to measure the
net benefit of other proposed Camden projects might not yield the intended benefits if a New
Jersey based applicant is simply relocating to Camden with no additional CBT revenue
resulting.
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Mismatching time periods
Commitment duration can be satisfied before net benefits are realized.
For most projects, the net benefit to the state is based on the benefits generated during the first
20 years following the project’s completion. However, for projects located in the City of
Camden (Camden) and pursuant to the Municipality Rehabilitation and Economic Recovery
Act (MRERA), the net benefit to the state can be calculated during a period of up to 35 years
following the completion of the project, as determined by the NJEDA.
The commitment duration for all businesses receiving an award under the GROW is 1.5 times
the eligibility period which is limited to a term of not more than 10 years, therefore the
maximum commitment duration for any business receiving an award under the GROW is 15
years. Conversely, as described above, the net benefit for a proposed project is calculated
between a 20 and 35-year period depending on location. This scenario, especially for projects in
Camden, leaves the state vulnerable and potentially incapable of recognizing any net benefit if a
business decides to relocate out-of-state soon after the commitment duration is met.


Tax Credit Amounts
As previously mentioned, the Business Retention and Relocation Assistance Grant Program
(BRRAG) provides up to a $3,000 tax credit per job retained. The BRRAG legislation,
however, does not base the tax credit amount on the wage level of the retained job. As a result,
the tax benefit to a business is the same for both a high paying retained job and a retained job
that pays the minimum wage. Conversely, the benefit to the state can be heavily impacted by
the overall wage level of the incented retained jobs. Our review of two companies who were
both awarded a grant of tax credits under the BRRAG illustrates this point.


Company A was awarded a grant of tax credits totaling $750,000 in 2009 for retaining 500
full-time jobs. Using data obtained from the New Jersey Department of Labor and
Workforce Development, we determined that 367 of the 500 reported employees worked in
all four quarters of 2009 earning an average salary of $24,352. The tax credit awarded on
the 367 positions totaled $550,500. The estimated gross income tax received, however, on
the 367 positions totaled only $151,000 collectively resulting in an unfavorable difference
to the State of $399,500. The single tax rate was used to determine the gross income tax
estimate.



Company B was awarded a grant of tax credits totaling $436,500 in 2012 for retaining 291
employees. A total of 278 of the 291 employees worked in all four quarters of 2012 earning
an average salary of $133,054. The tax credit awarded on the 278 positions totaled
$417,000. However, the total estimated gross income tax received on the 278 positions was
$1.76 million providing a positive direct benefit to the state of $1,343,000.
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As previously mentioned, the NJEDA is no longer accepting applications for assistance under
the BRRAG program. Job preservation and creation is now encouraged through the Grow New
Jersey Assistance Program (GROW). For the most part, the GROW provides a base tax credit
amount of between $500 and $5,000 per year for each qualifying new or retained full-time job
depending on location. If certain criteria are met, the amount per job can reach $15,000 per
year. Similar to the BRRAG, the tax credit amount is not based on the wage level of the
retained job although a bonus can be awarded if the average of all eligible new and retained
full-time jobs exceeds a statutory defined level.
Although an approved project’s total net benefit is measured by many factors other than gross
income tax, the state can substantially increase its benefit by offering a tiered level of tax
incentives under the GROW that are commensurate with the wage level of the new or retained
full-time job and the corresponding income taxes generated. For example, a position being paid
the minimum wage should not be incentivized at the same level as a higher paying job.
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