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I offer the following comments on Kevin Dorn's 7/21 response to the Brattleboro Reformer's 7/19 editorial on Husky and VEPC

For those who don't know me, I am a policy analyst (17 years experience in Vermont) and was the principal author of the State Auditor's first review of the VEPC program in 2000 (as well as the author of the Job Gap Study, among others). 

Secretary Dorn made a number of statements that warrant further consideration. 

The Secretary stated that "the tax credits are performance based and no company can actually earn the credits unless they add jobs or expand in some manner."

As you may know, the State Auditor's 2004 audit of VEPC - which included the only detailed review of the tax & employment records of VEPC recipients - found that a number of companies took millions in credits while reducing employment. A subsequent examination of additional VEPC recipients found even more evidence of this bizarre outcome (see Tom Kavet's March 25, 2005 memo to Senator Vince Illuzzi, who requested the information).

Note that most of the companies that took the tax credits while cutting jobs were approved before 2000. VEPC asserts that it had no explicit authority to require specific performance of these companies (even though the program was touted as performance based from the beginning). In fact, VEPC had ample opportunity, implicit authority, and a fiduciary obligation to do just that.

As evidence that the tax credit program is working, the Secretary stated that the "at 3.1 percent our unemployment rate is the second lowest in the country and nearly 2 full points below the national average."

This may sound impressive but in fact Vermont's unemployment rate has been lower than the national rate for over 25 years (DET and BLS). Thus, it is disingenuous to suggest that VEPC is somehow responsible for our current unemployment rate. 

The Secretary also stated that Husky had achieved about 40% of what was originally promised so that about $6 million of the $10.6 million award was not used. This implies that Husky benefited from over $4 million in tax credits. He went on to say that "The jobs that have been created, the new payroll generated, and the capital investments made by Husky have garnered far more new revenue for the State of Vermont than we have forgone in income taxes from the company."

I'm not aware of any supporting evidence for this statement. To my knowledge, no one has calculated the supposed return on investment for the $4 million in foregone revenues from the Husky tax credits. Indeed, VEPC has never run the cost-benefit model after the fact to determine if the original estimates were correct (all of which assume the activity would not have occurred without the credits).

In that regard, the Secretary stated that "Without these incentives, NONE of the Husky growth would have occurred in Vermont." 

There is some disagreement about this. Husky announced its plans, sought initial Act 250 approval, and actually expended money before the statute authorizing VEPC had even been adopted.

The Secretary also stated that Husky's 350 jobs "pay almost three times the average Vermont wage."

This seems most unlikely. The 2004 VT private sector avg. annual wage was $32,724 (DET). Is the Secretary suggesting that Husky's 350 jobs pay $98,172?

Finally, the Secretary stated that "I have found most people armed with the facts agree that a tax incentive program is a very useful economic development tool." 

I'm not sure who the Secretary talks to but the academic literature is decidedly mixed on this issue, and many reputable researchers have very serious doubts about the efficacy of such tax incentives. Not surprisingly, representatives of the companies that benefit from this largess are vocal supporters, but numerous objective observers and analysts are not persuaded.

Note that the original justification for VEPC - that state corporate taxes are a significant cost and an important factor in expansion & location decisions - has been challenged by no less than a nationally recognized business location expert. An executive with Deloitte & Touche / Fantus Consulting reviewed five years of company files to determine the relative importance of each cost factor for location decisions. He found that taxes were a "low priority and [had] minimum cost impact." [New England Economic Review, Federal Reserve Bank of Boston, March/April 1997] 
 
In Vermont, we've now had three audits that found serious problems with VEPC. The Brattleboro Reformer's editorial was absolutely right to suggest that we devote our limited resources to other strategies such workforce education & training and quality of life.
Doug Hoffer
