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Tax Incentive Evaluation
The purpose of the tax incentive evaluation
is to determine if the credit fulfilling its
intended purpose
But

Is that all and how best to do that?
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Types of Tax Incentives
• Tax Credits
o $ for $ reduction in the tax liability
o Applies in the case of individual income tax (personal and non-corporate
business filers), corporate income tax, and insurance premium tax returns
o About 47 tax credits as of 2021 with about 15 added in the past several years
o Examples - job tax credit & investment tax credit, low-income housing credit,
adoption of foster children credit, qualified education expense credit

• Deductions/Exclusions and Exemptions
o
o

Reduction in the base of income/consumption subject to tax
About 100 sales tax exemptions

• Special Rates/Special Treatment
o Different rates for different groups of taxpayers – several in the TAVT provisions
o Different classifications of property for purposes of property tax assessment or
purposes of depreciation

• Adoption of federal provisions
o Section 179 depreciation provisions; conformity to federal low-income housing
credit rules
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Current Analysis Landscape
• Fiscal Notes
o Currently prepared for proposed legislation
o Provides estimates of revenue effects to current level of tax
collections

• Tax Expenditure Report
o Prepared annually
o Provides an inventory of tax incentive provisions and monitors their
revenue effect over time

• Special one-time analysis
o Upon request lawmakers sometimes receive special analyzes on
specific topics
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Different approaches - Different
questions
• Descriptive Analysis

o Includes summary of how a credit works, information on which taxpayers claim the
credit – perhaps by income level or industry or geography, may include some
recommendations for changes

• Literature Review & Case Studies
o Presents information about how the program runs and examples for how it
operates, and on some outcomes
o Bases information on effectiveness on the evaluation and analysis of other areas
where the incentive operates

• Economic Impact Analysis
o Provides information on the value of the economic activity resulting from a tax
incentive, such as employment or change in GDP
o Often performed using IMPLAN or REMI model
o Includes a return-on-investment (ROI) calculation

• Econometric Analysis
o Attempts to differentiate between activity that is a direct result of the credit and
that which would have occurred in the absence of the credit
o Typically relies on econometric modelling to determine a causal relationship
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Some Examples • Descriptive Analysis
o
o
o
o

Indiana Earned Income Tax Credit
Evaluation of Pine Tree Development Zones in Maine
Colorado Tax Expenditure Compilation Report, 2019
Georgia Senate Study Committee

• Literature Review & Case Studies
o Alabama’s CAPCO Credit and Historic Rehabilitation Tax Credit

• Economic Impact Analysis
o Nebraska Advantage Act

• Econometric Analysis
o Historic Preservation Tax Credit in Iowa
o Worth the Cost? An Examination of the Commercial Revitalization &
Commercial Expansion Programs - NYC
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Other questions to consider • Justification
o Why is this subsidy required?
o How long is the subsidy needed?
o How is it provided – credit, deduction, loan, grant?
• Efficiency
o Does the tax incentive create unintended incentives in the economy or
change taxpayer behavior?
o Does it effect some taxpayers more than others or industries more than
others?
o Does the credit create temporary changes in behavior by
taxpayers/firms/employees
• Equity
o How are the benefits of the tax incentive distributed? Across income
groups, different demographic groups or geographically
• Opportunity Costs
o What is the likely impact of what the state would not be spending on
when funding this tax incentive?
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Other questions, cont’d.
• Influence of other incentives/factors
o Does the economic development project involve additional incentives
from local or federal government?
o What is the impact of the state tax structure on investment decisions?
• Credit Structure and Administration
o Is credit designed in a manner that best supports its intended purpose?
o Is the current structure and administration of the credit cost effective
o Consider compliance costs of program – may influence who participates
• Budgetary Risk
o Anticipate future costs of program
o Analyze state liabilities of carry-forwards
o Does increased use of the credit increase budgetary risk to the state
• Local Government Impact
o What is revenue consequence of the policy across all jurisdictions?
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Thank you.
Dr. Laura Wheeler
Associate Director – Center for State and Local Finance
Senior Research Associate – Fiscal Research Center
Andrew Young School of Policy Studies
Georgia State University

404-413-0258
Lwheeler2@gsu.edu
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TRENDING AREAS IN STATE TAX EXPENDITURES

 Sales Taxes: Including more services and digital goods in the sales tax base

 Personal Income Taxes: Earned income tax credits, property tax relief through

income tax code, conformity decisions around CARES ACT/TCJA
 Corporate Income Taxes: Conformity decisions around CARES ACT/TCJA, more

evaluation of business tax incentives

NCSL SALT TASK FORCE BEST PRACTICES FOR TAX EXPENDITURE REPORTS


Be easily accessible and available on-line



Be completed in time for budget and policy decisions



Define or describe the normal tax structure for each tax included in the report and identify deviations, both those that benefit
and those that penalize a class of taxpayers



Include, for each tax expenditure





The date the tax expenditure was enacted and the statutory citation or federal law reference



The tax policy rationale and desired outcome, including, where specified in law and as appropriate for each tax expenditure,
clearly identified metrics for assessing the effectiveness of the expenditure



Information regarding the categories of taxpayers that benefit



An updated estimate of the revenue impact (positive or negative) of the tax expenditure



Categorization of tax expenditures both by tax type and, as appropriate, budget category



A review schedule and/or, as desired or specified in law, an expiration or sunset date

Make clear the methodology and limits of estimates provided in the report.

BEST PRACTICES FOR EVALUATING TAX EXPENDITURES
 Tax expenditures should be an integral part of the state’s budgeting process, subject to a comparable regular

review and approval process as other expenditures. Each tax expenditure should be reviewed regularly, with a
frequency of review taking into account the trade-off between available resources to undertake the review and
the cost of the tax expenditure.
 There should be clarity about who is responsible for this review. Should it be done by a special legislative

committee, a created commission, or some other authority (such as the executive branch)
 Evaluations should be based on measurable goals and draw clear conclusions on the effectiveness of each tax

expenditure.
 The Governor and appropriate legislative committees should review the reports to determine whether tax

expenditures should be continued, modified or eliminated. This should be part of the state’s normal budgeting
process.

BEST PRACTICES FOR EVALUATING TAX EXPENDITURES CONT.
 Rigorous evaluations should determine costs and benefits of each tax expenditure, and allow policymakers to ask

critical questions, including:


Is the purpose, cost and benefit of each tax expenditure clear?



Are there clear metrics to determine the tax expenditure’s effectiveness?



If no readily available data exists to measure a tax expenditure, how should it be evaluated?



To what extent did the tax expenditure affect choices made by taxpayers?



Did the expenditure achieve its purpose?



Who was affected by the tax expenditure?



Did the benefits of the tax expenditure outweigh the effects of the tax increases or spending cuts needed to offset it?

RESOURCES

 Tax Expenditure Budgets and Reports: Best Practices. NCSL SALT Task Force (2017):

https://www.ncsl.org/documents/statefed/NCSL_Tax_Expenditures_Best_Practices.p
df
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Pew helps states…
▪

Design processes to regularly evaluate tax incentives

▪

Produce high-quality evaluations that draw wellsupported conclusions

▪

Consider the evidence as they decide how to create,
reform, or end incentives

pewtrusts.org/taxincentives

With evaluations, states can…
▪

Identify programs that are working well, so that the
state can invest in them with confidence

▪

Make subtle changes to incentives to increase their
return on investment

▪

Repeal or replace ineffective or obsolete incentives

▪

Analyze whether incentives are serving the needs of
beneficiaries

▪

Have a more constructive conversation about
incentives

pewtrusts.org/taxincentives
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Steps to evaluate tax incentives
▪

Make a plan

▪

Measure the impact

▪

Inform policy choices

pewtrusts.org/taxincentives

Decisions when designing a
process for ongoing tax
incentive evaluation
1. Which programs will be evaluated?
2. What schedule should be used?

3. Who should conduct the analysis?
4. How will the evaluators access relevant data?

5. What should the analysis include?
6. How can the results be connected to the policymaking
process?
pewtrusts.org/taxincentives
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What should the analysis
include?
▪

Laws often require evaluations to rigorously measure
the economic impact of incentives

▪

States use different criteria for economic development
incentives and other tax expenditures

▪

Laws usually require conclusions about policy

▪

Some laws use more minimal requirements

pewtrusts.org/taxincentives

How can the results be
connected to the policymaking
process?
▪

Legislative hearings

▪

Sunset dates

▪

Gubernatorial recommendations

pewtrusts.org/taxincentives

Evaluation Success Stories
▪

Alabama Historic Rehabilitation Tax Credit

▪

North Dakota Angel Investment Tax Credit

pewtrusts.org/taxincentives

Sunrise process: Considering
new tax incentives
▪

Does the incentive have a clear and measurable goal?

▪

Is the incentive designed to meet the goal?

▪

How will we know if we are making progress toward the
goal?

pewtrusts.org/taxincentives

Sunrise process: Options
▪

Establish principles for designing tax incentives

▪

Develop procedures to consider proposed incentives in
a deliberative manner

▪

Conduct upfront analysis of proposed incentives to
forecast their effectiveness

pewtrusts.org/taxincentives

New Mexico
▪ HB192 Fiscal Impact statement

Included

pewtrusts.org/taxincentives

Questions?
Alison Wakefield
The Pew Charitable Trusts
AWakefield@pewtrusts.org

pewtrusts.org/taxincentives

