
 
 
 
 

2005 Report 
 

of the 
 

Incentive Review Committee 
 

Submitted to: 
 

Governor Brad Henry 
President Pro Tempore of the Senate Mike Morgan 
Speaker of the House of Representatives Todd Hiett 

 
 
 
 
 
 

March 10, 2006 
 



 
 
 
 

March 10, 2006 
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Oklahoma State Senate 
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Dear Sirs: 
 
The Incentive Review Committee has taken the charge delegated to the committee by Senate Bill 
1516 enacted during the 2004 legislative session to select a specific tax type each year and 
conduct a thorough analysis of specific tax preferences within that tax.  The committee elected to 
study the income tax in this, its first year of operations.  The specific tax preference within the 
income tax code the committee decided to focus on this year was the Investment/New Jobs Tax 
Credit.  As this was the first year of committee operations, the committee devoted a significant 
amount of time and energy on the development of processes for conducting the analysis required 
by Senate Bill 1516.  These efforts necessitated the decision to study only one incentive this 
year.  The following report outlines the findings of the study. 
 
Respectfully Submitted, 
 
 
 
James R. Wilbanks, Ph.D., Chair 
William Lohrey, Vice-Chair 
Douglas Branch 
Bruce Crum 
Robert Dauffenbach, Ph.D. 
Michael Laird 
Robert Poe 
Amy Polonchek 
Larkin Warner, Ph.D. 
 



I. Introduction 

In the summer of 2003, Governor Brad Henry convened the Economic Development Generating 
Excellence (EDGE) Commission to examine issues facing Oklahoma across the economic and 
political landscape and recommend a plan of action to address those issues.  The project was 
guided by a Steering Committee and had 23 teams studying different areas of concern.  One of 
these 23 teams studied Oklahoma’s system of generating taxes to fund government services. 

One of the recommendations of the team that was adopted into the formal EDGE Action Plan 
was as follows: 

“Putting in place a system to quantify the costs and benefits of existing incentives 
and tax credits.  The state should systematically quantify the costs and benefits of 
all current and proposed business incentives and tax credits to determine whether 
they effectively encourage the type of business behavior they seek to stimulate.” 

As a result of this recommendation, the Oklahoma State Legislature enacted Senate Bill 1516 
(SB1516) in the 2004 legislative session.  SB1516 created the Incentive Review Committee 
(IRC) and charged it with conducting a review of existing tax incentives in Oklahoma. 

According to SB1516, “The Legislature hereby finds that a system to quantify the costs and 
benefits of existing tax incentives is necessary to determine the achievement of desired 
objectives in fiscal policy.  This system must include a regular and comprehensive review of 
provisions of state tax incentives.”  To this end, the bill directs the IRC to annually select a 
particular section of State tax code, and within that code to choose which incentives it will 
review in the given year.  The review is required to include the following information. 

1. An identification of the purpose of the tax incentive; 
2. A determination of whether the potential revenue impact on the state can be quantified 

and if so, an estimate of the potential revenue impact on the state; 
3. A determination of whether the economic gain to the state can be quantified and if so, an 

estimate of the economic gain measured in jobs, wages, investments, or other economic 
criteria; 

4. An estimate of the effect on the distribution of the tax burden; 
5. An estimate of the number of taxpayers receiving the benefit; 
6. A determination of the growth potential of the industry eligible to claim the incentive; 
7. A determination of the effectiveness in achieving the desired objective; 
8. A determination of whether the tax incentive is the most fiscally effective means of 

achieving its stated purpose; 
9. An analysis of the costs and burdens of administration; 
10. An analysis of the competitive position of Oklahoma relative to other states with similar 

incentives; 
11. A determination of the effectiveness of evoking a change in taxpayer behavior; and 
12. A public hearing, at which persons receiving the incentives reviewed, or other interested 

parties, may testify. 

 1



The IRC held its first meeting on December 2, 2004.  Due to the amount of work facing the 
committee, an aggressive schedule was adopted where the committee would meet each month.  
At this initial meeting the Committee decided that it would study incentives within the income 
tax code during 2005.   

Over the course of several ensuing meetings, the IRC examined the list of all tax incentives 
within the income tax code and narrowed its focus.  While these efforts were underway, the 
committee was also working on a series of start-up issues.  Due to these important organizational 
and process development concerns, the IRC decided formally at the July meeting to review only 
one incentive in its inaugural review.  The incentive selected for review is the Investment/New 
Jobs Tax Credit. 

The Investment/New Jobs Tax Credit (ITC) is described in Oklahoma Statutes Title 68, section 
2357.4.  This subsection A of this section reads as follows: 

“A. Except as otherwise provided in subsection F of Section 3658 of this title, for 
taxable years beginning after December 31, 1987, there shall be allowed a credit 
against the tax imposed by Section 2355 of this title for:  

1. Investment in qualified depreciable property placed in service during those 
years for use in a manufacturing operation, as defined in Section 1352 of this title, 
which has received a manufacturer exemption permit pursuant to the provisions of 
Section 1359.2 of this title or a qualified aircraft maintenance or manufacturing 
facility as defined in paragraph 14 of Section 1357 of this title in this state; or  

2. A net increase in the number of full-time-equivalent employees engaged in 
manufacturing, processing or aircraft maintenance in this state including 
employees engaged in support services.” 

The tax imposed by Section 2355 of Title 68 is the income tax on individuals or corporations.  
Subsection G specifies how the amount of the credit is calculated: 

“G. The credit allowed by subsection A of this section shall be the greater amount 
of either:  

1. One percent (1%) of the cost of the qualified property in the year the property 
is placed in service; or  

2. Five Hundred Dollars ($500.00) for each new employee. No credit shall be 
allowed in any taxable year for a net increase in the number of full-time-
equivalent employees if such increase is a result of an investment in qualified 
depreciable property for which an income tax credit has been allowed as 
authorized by this section.” 

Also Subsection E of the section details other restrictions on businesses claiming the ITC. 
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“E. The credit provided for in subsection A of this section, if based upon 
investment in qualified depreciable property, shall not be allowed unless the 
investment in qualified depreciable property is at least Fifty Thousand Dollars 
($50,000.00). The credit provided for in subsection A or B of this section shall not 
be allowed if the applicable investment is the direct cause of a decrease in the 
number of full-time-equivalent employees. Qualified property shall be limited to 
machinery, fixtures, equipment, buildings or substantial improvements thereto, 
placed in service in this state during the taxable year. The taxable years for which 
the credit may be allowed if based upon investment in qualified depreciable 
property shall be measured from the year in which the qualified property is placed 
in service. If the credit provided for in subsection A or B of this section is 
calculated on the basis of the cost of the qualified property, the credit shall be 
allowed in each of the four (4) subsequent years. If the qualified property on 
which a credit has previously been allowed is acquired from a related party, the 
date such property is placed in service by the transferor shall be considered to be 
the date such property is placed in service by the transferee, for purposes of 
determining the aggregate number of years for which credit may be allowed.” 

In order to stimulate investment in certain economically disadvantaged areas, Title 62, section 
690.4 allows geographic regions that have been designated as “Enterprise Zones” to double the 
Investment/New Jobs Tax Credit.  Therefore, this allows the tax credit to be computed as 2% of 
the cost of qualified property or $1,000 for each new employee to be claimed as a tax credit.  
Paragraph 1 of Subsection A reads: 

A. The following benefits and incentives shall be available to qualified enterprises: 

1. Two times the amount of investment tax credits as provided in subsection A of Section 
2357.4 of Title 68 of the Oklahoma Statutes. For purposes of this act and for purposes of 
computing the tax credit amount pursuant to subsection A of Section 2357.4 of Title 68 
of the Oklahoma Statutes, if an enterprise selects to claim the credit based upon the 
qualified cost of depreciable property, the credit amount shall be two percent (2%) of 
such qualified cost. If an enterprise selects to claim the credit based upon the number of 
new full-time-equivalent positions, the credit shall amount shall be One Thousand 
($1,000.00) for each new full-time-equivalent employee; 

This report contains the findings and recommendations of the committee regarding this 
incentive.  Section II of this report discusses what the IRC considers to be principles of sound tax 
incentives.  Section III discusses descriptive information about the firms receiving the 
Investment/New Jobs Tax Credit and Section IV presents the review findings.  Section V 
concludes with the formal recommendations of the IRC. 
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II. Principles of Sound Tax Incentives 

II.A. Defining Principles of Sound Tax Incentive Systems 

A review of the literature on economic development incentives provides a basis for identifying 
various principles that are widely agreed to.  These principles can be used to guide the 
specification of a new program.  They can also be used as a means for evaluating an existing 
program.  Below we list 10 principles that the committee deems as important.  A brief evaluation 
of the Investment/Jobs Credit Incentive Program in the State of Oklahoma is also provided. 

Principle 1.  The benefits from the incentive system should not exceed the costs. 

Too often, we consider only the benefits, not the costs.  Too often, we view the effect of 
incentives in a partial equilibrium sense, not general.  For example, a highly successful incentive 
program might raise the cost of doing business for firms not receiving the incentive, 
necessitating a reduction in employment.  States with balanced budget requirements must 
recognize that less revenue from one source creates greater burdens on existing firms and 
citizens.  Similarly, when estimating the benefits and costs of an incentive program, the time 
value of money should be considered.  That is, if the benefits of an incentive all occur many 
years in the future, the current benefit is significantly lessened and this impact must be accounted 
for in estimates of both costs and benefits. 

Principle 2.  An individual incentive program should fit well within the broad strategic 
framework of state economic objectives. 

Individual programs should fulfill at least one key role in a broad portfolio of policy initiatives 
that focuses on business attraction, business retention, new business start-up, high technology, 
land use, and training to improve productivity.  That broad strategic framework needs to well-
encompass local economic development perspectives, initiatives, and professionals. 

Principle 3.  The objectives of the program should be clearly identified. 

Incentive programs have as their purposes (a) expansion of business activity that exports outside 
the regional economy, (b) substitution for imports to the regional economy, (c) increased 
productivity, (d) improved resource utilization, i.e., reduction of unemployment and 
underemployment.  How a program will yield specific results needs to be clearly spelled out. 

Principle 4.  Incentive programs are to be targeted to firms where the program will clearly 
make a difference. 

Firms are not equal in their ability to contribute to the economic well-being of a region, as is 
evident by substantial variation in industry output, income, and employment multipliers.  This is 
a basic fact of economic expansion that needs to be heeded.  Targeting may also be necessary to 
compete with incentives offered by other jurisdictions.  The epitome of targeting is a “deal-
closing” fund which is used to provide the marginal difference to a business making the location 
decision.  “Deal-closing” funds are commonly used to incentivize job creation or retention by 
defraying costs for infrastructure, employee training or tax incentives. 
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Carefully administered targeting programs can reduce the overall cost to a state of its incentive 
programs.  Targeting can avoid turning economic development incentives into generalized 
business “entitlements” which cost the state money but which do not change the behavior of 
business firms and thus do not promote economic development.   

Principle 5.  Incentive programs should be neutral with respect to the types of industries 
that qualify for the program. 

Service industries are dominating growth in US businesses.  If a firm’s application meets the 
tests of export expansion, import substitution, or other enhancements to resource utilization, it 
should not matter what industry the firm is identified with. 

Principle 6.  Incentive programs should have built-in evaluation mechanisms. 

Without the capability to evaluate the benefits and costs of a program, there is little or no 
rationale for undertaking the program in the first place.  Evaluation programs and generation of 
the appropriate data sources for evaluation need to be specified before the program is 
undertaken.  The evaluation process needs to be followed closely according to plan. 

Principle 7.  Incentive programs should have sunset provisions and other features that 
enhance accountability. 

Sunset provisions focus attention on the evaluation process and outcomes, and, thus, should be 
components of these programs.  Industry is probably more mobile now than it has ever been, 
historically.  Economic development initiatives should not fall into the trap of attempting to 
attract footloose industries and other copy-cat initiatives. 

Principle 8.  Incentive systems should be based on rules versus discretion. 

Basing decisions on who gets incentives on a set of well-defined guidelines of eligibility is key 
to the ultimate potential for favorable evaluation. 

II.B. Evaluating the Investment Tax Credit Relative to the Principles 

Principle 1.  The benefits from the incentive system should not exceed the costs. 

Relative to this principle, it is likely fair to say that the Investment/New Jobs Credit program has 
proven worthy.  The estimated new jobs created by this program are of sufficient size that this 
program likely generates revenues to the State of Oklahoma in excess of tax expenditure.  The 
program is targeted to manufacturing.  This sector tends to have much higher income, output, 
and employment multipliers than many other sectors.  Large manufacturing plants typically have 
larger jobs-multiplier impacts than most service-producing firms.  The impacts vary by 
manufacturing type, but in general it is true that the impact multipliers of manufacturing 
establishments are among some of the highest available.   

A deeper assessment of this program relative to general equilibrium criteria, such as the fact that 
states which have balanced budget amendments have to seek additional revenue in order to 
“make-up” for any tax incentives, has not been conducted.  Such a general equilibrium approach 
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is somewhat novel.  There are probably few states that evaluate their programs in such a robust 
manner.  Nevertheless, the point of the principle is well taken and it would behoove evaluators in 
the future to implement this broader context. 

Principle 2.  An individual incentive program should fit well within the broad strategic 
framework of state economic objectives. 

The State of Oklahoma does not have a comprehensive strategic statement of state economic 
incentive policy.  However, specifically targeted strategic frameworks currently exist in such 
programs as Economic Development Generating Excellence (EDGE), the Oklahoma Department 
of Commerce (ODOC) and the Oklahoma Center for the Advancement of Science and 
Technology (OCAST).   

EDGE (www.okedge.org) is a comprehensive plan that identified key initiatives that would 
significantly improve Oklahoma's economy and quality of life.  It identified goals in three broad 
areas:  Research and Education, Health and Quality of Life, and Keeping and Creating Jobs. 

The overarching goal for ODOC (www.okcommerce.gov) is to significantly increase jobs and 
investment in Oklahoma.  State recruitment targets have been identified and currently include 
three areas that fit this incentive: manufacturing, aerospace and energy.  The Quality Jobs 
Program favors industries that export outside the state and that have large multiplier impacts.  

The mission of OCAST (www.ocast.state.ok.us) is to foster innovation in existing and 
developing businesses.  OCAST advances its mission in four specific ways: supporting basic and 
applied research; facilitating technology transfer between research laboratories and business; 
providing seed-capital for new innovative firms and their products; and fostering enhanced 
competitiveness in the national and international markets by small and medium-sized 
manufacturing firms in Oklahoma by stimulating productivity and modernization of such firms. 

While the State does not have a comprehensive strategic statement of economic incentive policy, 
such a statement is manifest in the programs and policies the state has adopted.  By examining 
the strategic objectives of the three programs listed above, as well as other state incentives, it 
becomes clear that the State’s overall objective in economic incentive policy is to encourage the 
growth, expansion, retention and relocation of businesses that have positive benefits to the state. 

The Investment/Jobs Credit program is targeted to manufacturing firms, which tend to have 
larger employment and income multipliers and export outside the state.  Thus, the ITC is in 
accord with strategic objectives to provide incentives to business that provides positive net 
benefits to the state and in relation to manifest strategic objectives, this program should be 
viewed favorably.  Still, it would be useful for state officials to develop a written comprehensive 
strategic framework of state economic incentive policy. 

Principle 3.  The objectives of the program should be clearly identified. 

While the objectives of this program could be more clearly detailed, it is nonetheless the case 
that the program implicitly and correctly regards manufacturing jobs as beneficial to the state.  
Manufacturing jobs, by their very nature, are export oriented.  That is, the output from these jobs 
is sold nationally and internationally.  These jobs provide a base level of employment for the 
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existence of indirect jobs in supplier industries and induced jobs in service sectors through higher 
local expenditures.  Without an export base, a region cannot survive economically.  Implicitly we 
have in this program a statement of the intent of the program.  And, that intent is clear and 
important, even if not specifically pronounced.  Therefore, this program would receive a 
favorable rating on this principle. 

Principle 4.  Incentive programs are to be targeted to firms where the program will clearly 
make a difference. 

On this count, too, the Investment/Jobs Credit program should receive favorable marks.  Again, 
new manufacturing jobs contribute to the economic base of a region.  Manufacturers also have to 
advance productivity in order to remain internationally competitive.  In providing incentives for 
capital investment, this program may well encourage firms to engage in new technologies that 
advance productivity.  Even if the new technologies result in lower levels of job requirements, 
the state may certainly benefit from the continuing existence of the firm, as opposed to the firm’s 
demise to international competition.  Sometimes incentive programs have to come into existence 
simply because other states have adopted a competing program.  It makes sense to target certain 
industries, and this program is certainly targeted to manufacturing. 

Principle 5.  Incentive programs should be neutral with respect to the types of industries 
that qualify for the program. 

This program is not neutral in that it is directed at manufacturing; thus, on this count, the 
program could be found to be somewhat deficient.  It would be better to have a program that 
connects the incentive to firms that have products that sell, predominately, outside the region.   

Principle 6.  Incentive programs are to have built-in evaluation mechanisms. 

The program is lacking considerably in mechanisms for evaluation.  The committee, to say the 
least, has been troubled by the lack of available data for evaluation.  Little forethought has been 
given to evaluation and it is fair to say that providing a basis for evaluation is a distinct direction 
in the literature.  Indeed, the literature is replete with examples of how states are establishing 
evaluation criteria in tandem with the creation of new incentive systems.  On this count, then, the 
program is seen as deficient. 

Principle 7.  Incentive programs should have sunset provisions and other features that 
enhance accountability. 

This program lacks sunset provisions or anyother features that would enhance accountability.  A 
principal advantage of sunset provisions is that they focus attention on the benefits and costs of a 
program.  Economic circumstances may have greatly changed since the program was initially 
established. 

Principle 8.  Incentive systems are to be based on rules versus discretion. 

On this account, this program should receive high marks.  The rules governing receipt of the 
incentive are clearly specified. 
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III. Description of Investment Tax Credit Recipients 

III.A.  What sort of business is eligible for the Oklahoma Investment Tax 
Credit?    

The incentive is available to manufacturing establishments only.  The term “manufacturing” 
means what it says and has not been broadened to include activities not commonly regarded as 
manufacturing. There is one exception that allows aircraft maintenance facilities to apply for the 
incentive. 

A firm may receive the credit against its Oklahoma income tax, be it corporate or individual, as a 
result of investing in depreciable property, or as a result of increase the number of its full-time 
equivalent employees.   

A five-year credit is available equal to 1 percent of the investment per year for an investment 
equal to at least $50,000.  For an investment of $40 million or greater, or if the project is located 
in an Enterprise Zone, the credit is set at 2 percent per year.   

The credit cannot be applied to investments in which capital is substituted for labor.  The statute 
states “The credit . . . shall not be allowed if the applicable investment is the direct cause of a 
decrease in the number of full-time equivalent employees.” 

If not used in a given year, credits may be carried forward during the five-year period of 
eligibility, and then may be carried forward for up to fifteen more years.  

III.B.  What are the general economic characteristics of a business investment 
project which would be likely to benefit from the ITC? 

This discussion is framed by the statutory constraints presented above and by the possibility of 
using the Quality Jobs Program as an alternative incentive.  This describes, a priori, what is 
logically expected to appeal to an ITC recipient.   

• The firm has a reasonable expectation that it will face a state income tax liability that will 
make the credit pay, i.e. the full value of the credit is likely to be utilized. 

• The project is capital-intensive rather than labor-intensive. There are no, or very few, jobs 
created as a result of the investment. The payroll for new jobs is less than the $2.5 million 
per year required of the Oklahoma Quality Jobs Program. 

• Although the project may be capital intensive, it cannot lead to a reduction in 
employment. Number of full time equivalent workers must remain constant or increase.  
Thus the incentive cannot apply to a firm that is achieving higher value added per worker 
by investing in labor-saving technology unless the firm is able to increase output and 
sales by enough to avoid cutting jobs. 

 

 8



III.C.  What are the characteristics of the firms actually taking advantage of 
the Oklahoma Investment Tax Credit incentive? 

Data developed by the Oklahoma Tax Commission (OTC) permit the development of a set of 
basic propositions or metrics concerning the establishments that have used the Investment Tax 
Credit.  The availability of data limits application to the first quarter of 2000 and the first quarter 
of 2005.   A selection of propositions indicates the past scope of applications of the incentive. 

• Of the 4,638 manufacturing firms filing with the OTC in the first quarter of 2005, 163, or 
3.5 percent were filing to receive the ITC. 

• For larger manufacturing firms with 100 or more employees, a much larger share (19.3 
percent) were utilizing the ITC in the first quarter of 2005. 

• As a share of total employment of manufacturing firms filing with OTC, it is clear that 
the ITC incentive is relevant to a significant share of jobs.  In the first quarter of 2000, 
29.2 percent of all reported manufacturing employment was with firms using the ITC; the 
share in the first quarter of 2005 was 27.4 percent. 

• The share of employment in manufacturing firms with 100 or more employmees using 
the ITC was an even greater 38.8 percent in the first quarter of 2005. 

• Jobs with firms taking advantage of the ITC incentive paid significantly more than 
average manufacturing jobs.  In the first quarter of 2005, the average payroll per worker 
in ITC firms was $51,772 compared with a $41,504 average for all firms filing. 

• In the environment of declining manufacturing jobs (discussed below) the firms using the 
ITC performed better than the overall group of manufacturing filers. Between the first 
quarters of 2000 and 2005, the ITC firms experienced a 24.9 percent decline in 
employment, while the entire group of filers experienced a 38.7 percent decline. 

• The bulk of the manufacturing firms using the ITC are located in the state’s Metropolitan 
Statistical Areas (MSAs).  In the first quarter of 2005, 78.5 percent of the 163 ITC filers 
were in the MSAs.  At the same time, 71.7 percent of all manufacturing firms were in the 
MSAs.  Firms in the MSAs appeared slightly more likely to use the incentive than 
manufacturing firms in general.   

• Two-thirds of the jobs with filers claiming the ITC were in the state’s Metropolitan 
Statistical Areas in the first quarter of 2005. 

• High-tech manufacturing is defined as industries in which the share of employment in 
research and development is at least twice the national average. In the first quarter of 
2005, 44.2 percent of the firms in the high-tech category were using the ITC.  This 
suggests that the ITC is particularly well-adapted to high-tech manufacturing.    
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III.D.  What is the environment for manufacturing that will affect how likely 
the ITC is to be used by Oklahoma manufacturers in the future? 

Unfortunately, the Oklahoma Investment Tax Credit is applicable to a sector of the economy that 
is facing stress and relative decline. Recent developments in this sector indicate a reduced 
likelihood that this incentive will be utilized at the same rate as in the past.  These developments 
emphasize this by reporting relative weakness in Oklahoma manufacturing.  

Between 1997 and 2004, the U.S. economy lost three million manufacturing jobs—a decline of 
17.7 percent.  During that same period Oklahoma lost 27,000 manufacturing jobs—a nearly 
identical drop of 16.7 percent.   

Even though manufacturing employment fell substantially at the national level during 1997-
2004, gross domestic product (value added) from the manufacturing sector grew 16.7 percent.  In 
Oklahoma, however, during the same period there was no change at all in manufacturing gross 
state product.  This indicates that manufacturing output per worker in Oklahoma is not keeping 
pace with national increases.  Such a finding demonstrates the need for Oklahoma to focus 
efforts on increased worker productivity. 
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IV. Findings from Review of Investment Tax Credit 

This section will present the results of the analysis by the committee of the ITC.  The material is 
presented in a very straightforward manner with each of the points of information statutorily 
required of the analysis listed and the IRC findings to follow.  The points have been rearranged 
in this report to present the information in a coherent manner with the question number from 
State Statute listed at the end of each point. 

1. An identification of the purpose of the tax incentive. (Question 1) 

The purpose of the Investment Tax Credit is to encourage manufacturing businesses to locate, or 
expand current operation, in Oklahoma. 

2. An estimate of the number of taxpayers receiving the benefit. (Question 5) 

According to the Oklahoma Tax Commission (OTC), 231 corporate income tax filers in tax year 
2000 claimed the ITC.  This is a small figure when compared to the total number of corporate 
income tax filers in tax year 2000 which was 37,036. 

3. A determination of whether the economic gain to the state can be quantified and if 
so, an estimate of the economic gain measured in jobs, wages, investments, or other 
economic criteria. (Question 3) 

The committee spent a significant amount of time and effort on this question.  To answer this 
question, the Department of Commerce and OTC worked together to bring a large amount of 
data to assist the committee.   

Table 1 below details the growth in employment of firms receiving the ITC and several other 
comparison groups.  This comparison would seem to indicate the ITC is not having the desired 
effect on employment.  Employment in the manufacturing sector as a whole declined by 20.2% 
from the first quarter of 2000 to the fourth quarter of 2004, while over the same period 
companies that claimed the ITC in 2000 experienced a decline in employment of -24.7%. 

 
Table 1.  Employment Growth Rates 

 
 

Group
Percent Growth 

2000:Q1 – 2004:Q4
Percent Growth 

2000:Q1 – 2005:Q1   

 
Oklahoma Total Manufacturing 

 

 
-20.2% 

 
-19.7% 

Oklahoma Quality Jobs Filers 
 

-20.8% -37.3% 

Oklahoma ITC Filers 
 

-24.7% -24.8% 

Source: Current Employment Statistics, Oklahoma Department of Commerce 
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However, it is important to remember is that the most recent year of corporate income tax filing 
that is available to the IRC for analysis is from the 2000 tax year.  There is no further tax 
information on ITC filers for tax years after 2000 so only the economic performance of tax year 
2000 ITC claimants in the subsequent 4 years can be reviewed.  What cannot be reviewed is the 
future tax status of 2000 ITC claimants as well as the performance of those firms that claim the 
ITC in years after tax year 2000.   

Meanwhile, the comparison of the total manufacturing sector only examines the entire sector at 
the beginning and end of the period.  This analysis allows for new entrant firms to the sector 
while the ITC filers does not consider new firms that may claim the ITC after 2000.  
Accordingly, the IRC decided to compare the growth of ITC filers to that of manufacturing firms 
that were in existence in the first quarter of 2000 only.  This ‘cohort’ analysis presents a fairer 
analysis since both groups examine the performance of a defined set of firms at the beginning of 
the period and compares their performance over a subsequent period.  Table 2 presents this 
comparison. 

 
Table 2.  Employment Growth Rates 

 
 

Group
Percent Growth 

2000:Q1 – 2004:Q4
Percent Growth 

2000:Q1 – 2005:Q1   

 
Oklahoma ITC Filers 

 

 
-24.7% 

 
-24.8% 

Oklahoma Manufacturing Cohort 
 

-36.6% -37.8% 

Source: Current Employment Statistics, Oklahoma Department of Commerce 

This comparison indicates that ITC filers in tax year 2000 have performed significantly better in 
retaining jobs in Oklahoma than non-ITC filers.  If the ITC filers had experienced growth rates 
similar to the non-ITC filers in the cohort, the ITC filers would have lost an additional 6,826 jobs 
over the 4 year period.  Comparatively, ITC filers lost 12,841 over the period from the beginning 
of 2000 to the end of 2004.  Table 3 below details this comparison for employment, payroll, and 
average wages from the first quarter of 2000 to the fourth quarter of 2004.  The longer 
comparison is not possible for payroll and average wage since this information has yet to be 
released.  

The method of calculating the level differences in Table 3 are the same as used in the previous 
paragraph.  Specifically, the formula is as follows: 

Difference = (ITC Percent Change– Cohort Percent Change)*ITC Level at Start of Period 

This analysis shows that in addition to the 6,826 jobs the ITC appears to have helped retain in 
Oklahoma, the ITC also helped to retain payroll for workers of $309.3 million.  The growth in 
the average wage over the period was less for ITC filers than for the cohort group.  However, this 
point is mitigated by comparing the level of the average wages of the groups at the end of the 
period.  ITC filers ended the period with an average wage that was nearly 25%, almost $10,000, 
higher than the wage for the comparison group. 
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While these impacts are sizable, they do not convey the full story.  Money injected into an 
economy is rarely spent only once.  Economists address this concept with the concept of a 
multiplier, a measure that indicates the number of times an impact will cycle through an 
economy during a period.  Economic models can estimate the size of the multiplier effect and the 
IRC asked the Department of Commerce to form such estimates for the impact of the ITC on the 
Oklahoma economy.   

 
Table 3.  Estimated Impact of ITC on Economic Measures 

 
 Cohort Growth ITC Growth Percentage ITC Impact 

Measure 2000:Q1-2004:Q4 2000:Q1-2004:Q4 Difference Estimate     

 
Employment 

 

 
-37.97% 

 
-24.76% 

 
13.21% 

 
6,826 

Payroll 
 

-24.45% -10.73% 13.72% $309.3 M 

Average Wage 
 

21.79% 18.64% -3.15% ($1,375) 

Average Wage  
(at end of period) 

 

$41,892 $51,772 23.58% $9,880 

Source: Current Employment Statistics, Oklahoma Department of Commerce 

The Department of Commerce uses a well known economic model for such purposes known as 
the IMPLAN model.  This model utilizes a large amount of data concerning the specific 
economy, the state of Oklahoma in this case, to estimate the linkages within the economy and 
how a stimulus will affect the rest of the region via these linkages. 

 
Table 4.  IMPLAN Estimated Impacts from ITC Stimulus 

 
Measure Direct Impact Induced Impact Indirect Impact    Total Impact 

 
Employment 6,301 6,744 6,966 20,011 

 
Payroll $483.9 M $261.0 M $183.5 M $928.4 M 

 
Output $2,609.0 M $834.5 M $570. M $4,104.0 M 

 
Source: IMPLAN Model, Oklahoma Department of Commerce 

The model is especially useful for estimating the economic impact on a region of a significant 
new investment such as a new firm locating in the area of a sizable public works project.  In this 
case the model is used to estimate the impact on the Oklahoma economy of the ITC.  The 
estimate of employment retained due to the ITC from Table 3 is input into the model as the 
economic stimulus.  Table 4 below presents the estimated impacts from this stimulus.  
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According to the IMPLAN model, the ITC helping to retain 6,826 jobs in Oklahoma resulted in a 
total of just over 20,000 additional jobs over what would exist without the ITC.  Associated with 
these jobs is a total payroll of $928 million.  Also, the total value of goods and services produced 
in Oklahoma is estimated to be $4.1 billion dollars higher as a result of the ITC. 

4. A determination of whether the potential revenue impact on the state can be 
quantified and if so, an estimate of the potential revenue impact on the state. 
(Question 2) 

The revenue impact to the state can be quantified.  According to Tax Commission records $45.5 
million of ITC credits were claimed on corporate tax returns for tax year 2000.  Of this amount, 
the OTC estimates that between $17 million and $19 million actually offset positive tax 
liabilities of corporations. 

This estimate of forgone revenue, however, does not consider the positive effects of the ITC 
detailed in the previous discussion.  Keeping jobs and associated payroll in Oklahoma will also 
lead to increase in state tax revenue.  These increased revenues will offset a portion of the direct 
tax expenditure from the credit. 

 
Table 5.  Estimated Net Tax Impacts of ITC 

 
Tax Item Impact with Simple Effect Impact with Multiplier Effect 

 
ITC Tax Expenditure ($18,000,000) ($18,000,000) 

 
Household Tax – Income $17,000,000 
Household Tax – Sales $3,300,000 $25,800,000 

Business Taxes $0 $13,000,000 
Indirect Business Taxes                 $0   $73,600,000  

Sub-Total Increased Taxes $20,300,000 $112,300,000 
 

Net Tax Change from ITC 
 

$2,300,000 $94,300,000 

Source: Current Employment Statistics, IMPLAN Model, Oklahoma Department of Commerce 

Table 5 details the estimate of net tax changes associated with the ITC based on the estimated 
economic impacts in tables 3 and 4.  The estimate of additional income tax when considering 
only the simple effect of the ITC (Table 3) is found by multiplying the additional payroll from 
the ITC times an effective tax rate of 5.5%, the figure used by OTC to estimate fiscal impacts.  
The corresponding sales tax estimate is derived as one-quarter of the sum of added payroll minus 
income tax, multiplied by the state sales tax rate of 4.5%.  The assumption is that one quarter of 
the disposable income from the added payroll is spent on sales taxable goods and services.  The 
estimates in the third column of Table 5 are based on the economic impacts estimated by the 
IMPLAN model.  In fact, IMPLAN estimates the effect of a stimulus on taxes for state and local 
government, which are the figures present here. 
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These estimates indicate that the ITC results in an increase in state tax collections of at least $1.3 
million.  The increase in state and local combined taxes as a result of the ITC may be as high as 
$93 million. 

5. An analysis of the costs and burdens of administration. (Question 9) 

The costs and burdens of administration of the ITC are estimated by OTC to be minimal. 

6. An estimate of the effect on the distribution of the tax burden. (Question 4) 

The ITC reduces the tax liability of income tax filers that have a positive tax liability.  This is the 
only absolute effect on distribution of the tax burden.  Since the credit does decrease tax liability 
of claimants, it does reduce their share of the overall tax burden in a relative sense.  
Correspondingly, the credit increases the relative tax burden of non-claimants. 

7. A determination of the effectiveness of evoking a change in taxpayer behavior. 
(Question 11) 

At the public hearing on the ITC, the IRC heard testimony from Bob Struble, with Grant 
Thornton, LLP.  Mr. Struble specializes in assisting firms with location and expansion decisions 
and the associated tax matters.  According to the testimony of Mr. Struble, in approximately 20% 
to 25% of the cases that he has personally dealt with, the availability of the ITC made a 
difference and resulted in the firm choosing to locate or expand in Oklahoma.  This was the only 
evidence the committee was able to obtain on the effectiveness of the ITC in evoking a change in 
taxpayer behavior and as the IRC could determine no reason for Mr. Struble to misrepresent the 
truth in this matter, an effectiveness rate of 25% was accepted as reasonable by the committee. 

8. A determination of the effectiveness in achieving the desired objective. (Question 7) 

Based on the effectiveness estimate provided above, the information presented in tables 3 and 4 
above should be adjusted, and these adjustments are presented in Table 6 below.   

 
Table 6.  Estimated Impacts of ITC Adjusted for Effectiveness 

 
 Simple Estimate Multiplier Estimate 

 
Employment 

 
1,706 5,003 

Payroll 
 

$77.3 M $232.1 M 

Average Wage 
 

$45,320 $46,395 

Output 
 

 $1,003.5 M 

Source: Current Employment Statistics, IMPLAN Model, Oklahoma Department of Commerce 
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The effectiveness of the ITC in accomplishing the objective of encouraging manufacturing firms 
to locate or expand in Oklahoma can be evaluated numerous ways.  The question in this section 
deals with the absolute comparison.  Here the question is a simple one: “Did the ITC increase 
employment in manufacturing in Oklahoma?”  To this question, the information presented in 
Table 6 provides an unqualified answer in the affirmative.  Even after allowing for the fact that 
only 1 out of 4 ITC claimants have their decisions influenced by the ITC, the credit still helped 
Oklahoma retain at least 1,700 jobs in the state with an associated payroll of at least $77 million. 

9. A determination of whether the tax incentive is the most fiscally effective means of 
achieving its stated purpose. (Question 8) 

As in the preceding section, the tax impacts should be adjusted to reflect the effectiveness and 
this is presented in Table 7 below.  These estimates are based on the information provided in 
Table 5 above. 

 
Table 7.  Estimated Net Tax Impacts of ITC Adjusted for Effectiveness 

 
Tax Item Impact of Simple Effect Impact of IMPLAN Effect 

 
ITC Tax Expenditure ($18,000,000) ($18,000,000) 

 
Household Tax – Income $4,300,000 
Household Tax – Sales $800,000 $6,400,000 

Business Taxes $0 $3,300,000 
Indirect Business Taxes               $0 $18,400,000  

Sub-Total Increased Taxes $5,100,000 $28,100,000 
 

Net Tax Change from ITC 
 

($12,900,000) $10,100,000 

Source: Current Employment Statistics, IMPLAN Model, Oklahoma Department of Commerce 

This table indicates that the ITC has a net impact on tax collections of between a $13 million 
decrease in collections and a $10 million increase in collections.  It is certainly reasonable to 
expect that the true impact is above the lower number as this figure ignores the multiplier effect.  
This argument, combined with the range of estimates in Table 7 would seem to support the 
supposition that the ITC has a zero net tax impact for the State of Oklahoma. 

The ITC as a tax expenditure has no net impact on tax collections yet it helps the state retain 
between 1,700 and 5,000 jobs.  Also, the credit aids the state by keeping between $77 million 
and $232 million in payroll in the state and up to $1 billion in additional total output.  To gain all 
of this economic activity while giving up nothing in tax revenues is a winning proposition for 
Oklahoma.  Clearly, the ITC is a fiscally effective means of attracting and retaining 
manufacturing jobs in the state. 
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10. An analysis of the competitive position of Oklahoma relative to other states with 
similar incentives. (Question 10) 

Based on the testimony of Bob Struble, few other states offer a tax credit based on investment in 
capital equipment.  The Department of Commerce has conducted some research into other states 
that offer industrial incentives and found some states neighboring Oklahoma that do in fact offer 
investment based incentives.  Specifically, Arkansas, Kansas and New Mexico offer such 
incentives according to the Oklahoma Department of Commerce.  All three of these states offer 
an income tax preference for investment in new capital or equipment. 

Arkansas’ ArkPlus incentive is an income tax credit based upon the investment in new capital 
equipment, however, it is a discretionary incentive limited to highly competitive projects.  The 
incentive limits the qualifying companies based upon the NAICS classification and also requires 
out-of-state sales for certain industries.  The ArkPlus incentive allows 10% of new investment to 
be claimed as an income tax credit, however, it is limited to 50% of the income tax liability for 
any given year.   

Kansas’ income tax credit program allows more qualifying industries, and is calculated both on a 
per employee basis and an investment basis.  The income tax credit is calculated as $1,500 for 
every new employee ($2,500/new employee in non-metropolitan areas), plus $1,000 for every 
$100,000 in qualified capital investment.  Since Kansas allows the tax credit to be computed on 
both new jobs and new investment, this is differentiated from Oklahoma’s Investment/New Job 
Tax Credit program which allows the credit to be calculated based upon either new investment or 
new jobs created.   

New Mexico’s Investment Tax Credit incentive allows manufacturers to take 5% of the value of 
new machinery & equipment purchased, imported into the state and put to use in a 
manufacturing facility.  The state requires new employment to be created in addition to the new 
equipment purchased in order to receive the tax credit. 

More importantly, while a large number of states offer incentives based on jobs, it appears that 
relatively few offer investment based incentives.  As the remainder of this report will suggest, 
this is one area where being different from the crowd is a good thing. 

11. A public hearing, at which persons receiving the incentives reviewed, or other 
interested parties, may testify. (Question 12) 

A public hearing was held by the IRC on October 28, 2005 to provide interested partied an 
opportunity to testify.  The committee worked with the OTC to send invitations to testify to more 
than 50 firms currently claiming the ITC.  None of these firms chose to attend the meeting.  
However, as indicated above, testimony was presented by Bob Struble, with Grant Thornton, 
LLP and a former employee of the Oklahoma Tax Commission.  Mr. Struble specializes in 
assisting firms with location and expansion decisions and the associated tax matters and has 
worked with numerous clients that have claimed the ITC. 

Mr. Struble provided a great deal of information about firms that claim the ITC.  According to 
him, most firms that claim the ITC use the investment provisions and the credit is more likely to 
be used by an existing Oklahoma firm that is seeking to re-tool or reinvest in capital or 
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equipment.  Mr. Struble provided numerous suggestions about improving the ITC, some of 
which are included in the committee’s recommendations. 

Testimony was also provided by Ms. Monica Barczak, Policy Analyst with Community Action 
Project of Tulsa County, an advocacy group for low and moderate income constituents.  She 
expressed general concern about accountabilities with tax incentives, although the ITC was not 
as bothersome as transferable credits.  Ms. Barczak also made a number of recommendations for 
future tax incentives, some of which are included in the committee’s recommendations. 

12. A determination of the growth potential of the industry eligible to claim the 
incentive. (Question 6) 

The ITC is restricted to the manufacturing industry.  Table 8 below shows how employment in 
Oklahoma, the United States, and ITC claimants performed over the comparison period.  This 
comparison demonstrates a well known phenomenon in the United States.  Manufacturing 
employment has been declining over the past several decades and there is no apparent reason to 
expect this trend to reverse itself.  However, the news is not all bad.  Total manufacturing output 
has remained relatively constant over these same decades as a result of significant increases in 
worker productivity and wages. 

 
Table 8.  Employment Growth Rates 

 
 

Group
Percent Growth 

2000:Q1 – 2004:Q4
Percent Growth 

2000:Q1 – 2005:Q1   

 
Oklahoma Total Manufacturing 

 

 
-20.2% 

 
-19.7% 

United States Total Manufacturing 
 

-16.5% -17.4% 

Oklahoma ITC Filers 
 

-24.7% -24.8% 

Source: Current Employment Statistics, IMPLAN Model, Oklahoma Department of Commerce 

While providing incentives that are based on creating new jobs is politically attractive, the long 
run forces in the United States economy are making such incentives obsolete.  The ITC is an 
excellent alternative to the employment based incentives in that it provides tax preferences for 
capital investment, which in turn leads to higher worker productivity and wages.  As Oklahoma 
suffers from a structural income deficit, with per capita personal income between 80% - 85% of 
the United States, encouraging firms to invest in capital and create higher paying jobs should be 
of primary importance. 
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V. Committee Recommendations Regarding Investment Tax 
Credit 

Based on the preceding review of the Investment Tax Credit, the Incentive Review Committee 
has formulated a number of recommendations for consideration by State policymakers.  These 
recommendations are categorized in the following discussion as ITC recommendations and 
General recommendations. 

V.A. Investment Tax Credit Recommendations 

The committee finds that the Investment Tax Credit has performed well in its objective of 
encouraging investment and employment growth of manufacturing firms considering location in 
Oklahoma or manufacturing firms in Oklahoma considering expanding.  The analysis of the 
preceding section leaves little doubt that the ITC is an excellent program for the state. 

However, there are areas for improvement within the ITC.  These areas are highlighted in 
Section II of this report where the ITC was found lacking in three of the principles of sound tax 
incentives and form the basis for the following committee recommendations: 

Recommendation 1. Eligibility for the Investment Tax Credit should be expanded to 
include export-based firms outside of the manufacturing sector. 

The ITC is anything but neutral with respect to the industries that qualify since it is available 
only to manufacturing firms.  While the committee recommends that firms outside of the 
manufacturing sector be eligible for the ITC, it does so with some qualifications.  The ITC 
should be restructured so that firms that export a majority of their output qualify for the incentive 
as it is these businesses that improve the economy of the region by bringing new dollars into the 
State.  A business that sells only to in-state customers does not add to the economic base since it 
merely churns existing dollars in the economy, and as such the committee recommends that such 
firms be ineligible for the ITC. 

Specific NAICS codes that might be considered include Research and Development in the 
Physical, Engineering, and Life Sciences (NAICS 541710), Medical Laboratories (NAICS 
621511) with out-of-state sales, and large Distribution Centers (NAICS 42 or 493) with 
significant out-of-state sales.   

Recommendation 2. ITC should focus on investment without the qualification that job 
loss not result from the investment. 

As the examination of the national trends in Section IV of this report indicates, the 
manufacturing industry is experiencing a structural change that is a long-run phenomenon and 
unlikely to reverse itself.  This trend can be summarized as declining employment with constant 
output.  It is foolish to think that a state tax incentive can reverse this trend which is caused by 
global factors.  The long run health of the United States manufacturing industry lies in increasing 
capital to labor ratios and higher wages for fewer workers. 
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The ITC requires employers claiming the credit to not replace workers with investment in order 
to remain eligible for the credit.  The ITC seeks to encourage firms to invest, but then restricts 
them from decreasing employment.  This is counterintuitive.  The objective of the ITC is to 
encourage investment on the part of businesses, which will lead to higher a capital to labor ratio 
and, most importantly, higher wages for workers.  The necessary trade-off is that firms will need 
fewer workers.  This is a trade-off that businesses must make in the face of global competition 
and other pressures and we must recognize this.  Requiring no job loss forces firms to keep a 
lower capital to labor ratio, and lower wages than would otherwise result.  With an 
unemployment rate below 5%, Oklahoma’s business incentives should focus on wage growth 
instead of employment growth. 

Recommendation 3. ITC should have more than just an initial qualification test, 
ongoing monitoring should take place. 

The committee is deeply concerned about the apparent lack of monitoring of firms claiming the 
ITC.  The Tax Commission indicated to the committee that the only way a firm claiming the ITC 
had the eligibility for the credit verified was during an audit of its income taxes.  The committee 
firmly believes that a regular monitoring process should be developed and adopted by the Tax 
Commission. 

Recommendation 4. ITC should be re-evaluated every 5 years. 

The investment tax credit should be reviewed on a regular basis, preferably by the Legislature.  
This is best accomplished by the addition of a sunset provision to the statute for the ITC.  If 
policymakers are unwilling to add a sunset, the IRC should review the ITC again in 5 years. 

V.B. General Recommendations 

The work of the committee in it inaugural year highlighted an issue that the committee feels is 
important for the future of Oklahoma’s business incentive policy.  This issue results in the 
committee’s final recommendation. 

Recommendation 5. The Oklahoma Tax Commission and other agencies collecting 
taxes where incentives are available should be required to collect information about the 
firms utilizing the incentive. 

The Oklahoma Tax Commission was invaluable to the work of the committee, but the committee 
was repeatedly frustrated by the lack of available data concerning the ITC.  The committee 
recognizes that analysis of tax incentives is a relatively low priority for the Tax Commission as 
its primary mission is the collection of tax revenue for the State of Oklahoma.  However, 
policymakers and the committee are hindered in their ability to evaluate the effectiveness of 
incentives when basic information is unavailable.  To this end, the Tax Commission should 
receive additional appropriated funds specifically directed toward the collection of this critical 
information. 

 


