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Dear Colleagues,

The Vermont Employment Growth Incentive (VEGI) program is intended to
provide an incentive for economic activity that would not occur but for the
incentive and which is above and beyond what would normally occur (e.g.,
background growth). Per statute, accounting for background growth and
excluding it from the incentive calculation is required. Currently, the Vermont
Economic Progress Council’s incentive award calculation utilizes industry
average growth rates to measure and account for background growth.

The appropriate discount factor to represent background growth has long been
debated. We decided to conduct an audit because of this debate, and concerns
that the State could be providing an incentive for economic activity that would
have occurred anyway if the industry average growth rates tend to be
significantly lower than a company’s actual average growth rate.

Our work with an economist found significant differences between the industry
average growth rates used to represent background growth and companies’
average growth rates for several of the 21 incentives reviewed. The data we
present in this report can be used to inform discussion about the best growth
rate to use to avoid providing an incentive for economic activity that would
normally occur.

[ would like to thank VEPC and the Vermont Department of Taxes staff for their
cooperation and professionalism throughout the audit.

This report is available on the state auditor’s website,
http://auditor.vermont.gov/.

Sincerely,

Tt

TIM ASHE
Deputy State Auditor
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Introduction

The purpose of the Vermont Employment Growth Incentive (VEGI) program is to provide an
incentive for economic activity (i.e., job and payroll creation and capital investment) that
would not occur except for the incentive (the “but for”), is above and beyond what would
normally occur, and which is adjusted (discounted) to ensure that public funds are not used
to pay for activity that might have occurred anyway. Per statute, the projected value of
background growth in payroll must be excluded from the incentive approved by the
Vermont Economic Progress Council (VEPC), the agency responsible for evaluating
applications and determining incentive awards.

In 2016, the legislatively established VEGI Technical Working Group (2016 TWG) indicated
whether a public subsidy is necessary or critical “cannot be verified” but noted VEGI uses
several mechanisms to discount for the growth that might have occurred without public
incentives. These mechanisms are designed to maximize the State’s fiscal gain and to help
limit public exposure to fiscal loss from the program. One such mechanism is to account for
background growth and exclude it from the incentive calculation.

Currently, VEPC utilizes an applicant’s industry average growth rate to represent
background growth when calculating incentive awards. These growth rates are based on
Vermont Department of Labor long-term wage and salary growth data from 1990 to 2007.
However, the appropriate discount factor to represent background growth has long been
debated.

According to VEPC, in 1998 several different methodologies for calculating background
growth were debated by economists, legislators and others involved in the creation of the
Economic Advancement Tax Incentive (EATI) program, the precursor to VEGI. A review of
EATI conducted by the State Auditor’s Office (SAO) in 2000 criticized the use of industry
average background growth and suggested VEPC reconsider this methodology.

A State Auditor’s Office (SAO) 2008 VEGI audit noted in two cases reviewed that the use of
an industry average growth rate provided higher incentive awards than would have been
the case had the company’s own growth rate been utilized. At the time, SAO suggested the
Joint Fiscal Committee (JFC), which has statutory authority for approving the cost-benefit
model used to calculate the value of the incentive award, review this area and use a
company’s historical rate of growth, if it’s higher than the industry average. In 2009, VEPC
provided information to the JFC about the use and impact of background growth rates in the
VEGI incentive calculation. Consequently, the JFC voted to request that relevant legislative
committees reexamine the VEGI program.
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More recently, the 2016 TWG, charged with reporting to the JFC and other legislative
committees, was unable to reach a consensus recommendation about whether the program
could integrate the use of business-specific background growth rates.

We decided to conduct this audit because of this debate and concerns that if the industry
average growth rates tend to be significantly lower than a company’s actual average growth
rate, the State could be providing an incentive for economic activity that would have
occurred anyway. Thus, our audit objective was to estimate the extent to which the use of
actual applicant growth rates (rather than industry averages) could influence VEPC’s
determination of the payroll/job growth to incent and the size of the resulting VEGI
incentive for select companies.
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Background

Through calendar year 2024, VEPC had considered about $118 million in
VEGI awards for 148 applications, some of which were denied, and others
cancelled for reasons such as a final application wasn'’t filed or performance
requirements weren’t met or maintained. Of the total considered, 74 awards
totaling $67.4 million are either active (i.e., able to earn and receive
incentives), or the applicants completed the program, earning all or some of
their incentive award.

Subsequent to approval of an incentive award by VEPC, companies must file
an annual VEGI claim indicating that annual performance requirements have
been met. If performance requirements are met, the annual incentive is
earned and will be paid out in five annual installments if the performance
requirements are maintained. Annual performance requirements include
maintenance of base full-time payroll, and that the new qualifying payroll
requirement is met. The Vermont Department of Taxes (VDT) reviews the
data submitted in the annual VEGI claim.! According to VEPC’s annual VEGI
report for 2025, almost $41.5 million in incentives have been paid through
2023.

Statute requires that VEPC determine the fiscal benefits and costs to the state
of an applicant’s proposed economic activity. VEPC uses a Cost-Benefit Model
to project the net fiscal benefit to the State from the expected economic
activity. Specifically, net fiscal benefit is estimated using an economic model
that considers effects arising from new jobs, payroll, and capital investment
(for plant and equipment) on state revenues (e.g., personal income tax,
corporate tax, property tax, etc.) and related state costs (e.g., services, school
costs, etc.).

The Cost-Benefit Model also accounts for background growth and excludes it
from the incentive calculation based on industry average growth rates. These
rates are calculated based on average growth rate for wages and salary
measured over fifteen years for the 2-digit or 3- digit industries represented
in the North American Industry Classification System (NAICS) with the choice
determined by the availability of representative data.z According to the VEGI

New qualifying employment means the job is new in Vermont and is full-time. Other requirements for qualification include an hourly wage
that is more than 140 percent or 160 percent of the Vermont minimum wage (depending on the labor market area in which the project will
occur) for the year in which the project starts. Further, these employees must be eligible for at least three of eight benefits from a menu of
benefits that includes various insurances (health and dental), childcare, and paid vacation time.

When industries have too few firms to maintain anonymity at a given industrial classification level, U.S. and state statistical agencies
suppress publication of figures and report at the next highest classification level to prevent disclosure of individual firm data. NAICS
classifications are most detailed at a 6-digit level of specificity. See

https://www.census.gov/naics/reference files tools/2022 NAICS Manual.pdf for the classification for each industry.
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Industry Background Growth Rate Chart, rates range from 0 percent to 6.9
percent (capped at 1.5 times the average private sector growth rate).

Details of the Cost-Benefit Model, including industry background growth
rates, are approved by the JFC.

Objective 1: For 21 Awards, Use of Company
Specific Background Growth Rates Would Have
Resulted in Reduced Incentives Totaling an
Estimated $8.4 Million

For 21 awards, selected for review based on availability of employment data,
we estimate that the total incentives awarded would have decreased by about
$8.4 million if company specific average growth rate is used as the
background growth rate (company specific BGR) in the incentive calculation,
rather than the industry averages (industry BGR) used by VEPC.3 Further, the
average incentive award would be reduced by about one-third, falling from
$853,684 to $592,583 and several businesses would not have received an
incentive.* These estimated reductions are because the industry BGR used in
VEPC'’s incentive calculation is lower than the company specific BGR for
eleven of the twenty-one awards in our sample and substituting the higher
company specific BGR has the effect of decreasing the incentive award. For
these instances, where the company specific BGR is higher than the industry
BGR, it’s possible the State paid for growth that would have occurred without
the public incentives. In contrast, for the ten other awards, where the
industry BGR exceeds the company specific BGR, the incentive amounts
calculated using industry BGRs are 75 percent of what they would have been
if they were calculated using the company specific BGRs. In other words, had
the company specific BGR been used to determine the incentive amount for
these companies, on average awards would have been approximately
$213,000 higher.

Impact on Incentive Awards

Of the 21 awards we reviewed, more than half (52.4 percent) had industry
BGRs that were lower than company specific BGRs, as shown in Exhibit 1. The

Company specific BGR was calculated based on employment data in companies’ VDT income tax withholding accounts and includes a
minimum of nine years of data prior to the incentive award period.

Some of the awards in our sample included a labor market area (LMA) enhancement which is a discretionary adjustment VEPC may make to
increase an incentive amount under certain circumstances. Because this is a discretionary adjustment, the calculation of the effect of using
company specific BGR in place of industry BGR compares the incentive calculated prior to any enhancement approved by VEPC.
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remainder had industry BGRs that were greater than the corresponding
company specific BGR.

Exhibit 1: Comparison of Average Background Growth Rates and Average
Incentives: Industry and Company Specifica

Awards Average BGR % Average $ IncentiveP Aggregate Incentivesb
Company Company Industry Company
BGR Buckets Number % Industry Specific Industry BGR Specific BGR BGR Specific BGR
Industry BGR < 11| 52.4% 2.6% 21.2% | $1,048,427 $158,925¢ | $11,532,695 $953,548
Company BGR
Industry BGR > 10 | 47.6% 3.2% -1.4% $639,468 $852,778 | $6,394,675 | $8,527,781
Company BGR
Total 21| 100% 2.9% 10.4% $853,684 $592,583¢ | $17,927,370 | $9,481,329

a Based on analysis by Kavet, Rockler & Associates using VEGI application data from VEPC and income tax withholding data
from the Vermont Department of Taxes.

b Incentive award amounts are in nominal dollars (i.e., the actual value of the money at the time of the award without
adjustment for inflation) and are based on the incentive amounts determined by the Cost-Benefit Model prior to any
adjustment for discretionary award enhancement.

¢ Five of the eleven incentive awards dropped to $0 and are not included in this calculation.

d Five of the twenty-one incentive awards dropped to $0 and are not included in this calculation.

As shown in Exhibit 1, when using company specific BGR, which was higher
for 11 of the sample awards, the average incentive award is estimated to
decrease about $261,000 (= $853,684 - $592,583) and five awards were
reduced to $0. As a rule, for any given project, the higher the BGR, the lower
the incentives paid out by the State. The converse is true, as well, so that the
lower the BGR, the higher the incentives paid by the State.

Because VEPC used industry BGRs that were lower than company BGRs in
about one-half of the awards we reviewed, if these companies’ historical
growth rates are representative of the growth that would have occurred
without the incentive award, the State is paying for job growth these
companies may have achieved anyway.

Differences in Growth Rates

We utilized nine to sixteen years of payroll employment data from the VDT to
calculate company specific average historic growth rates for the 21 incentive
awards (28 percent of active and completed incentive awards through
December 2024). Using these growth rates to represent background growth
(i.e., company specific BGR), we noted significant differences between
industry BGR and company specific BGR for several incentive awards. Six
awards were to companies whose company specific BGR was 15 percent or
more, and three of these awards were to companies who averaged more than
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40 percent job growth, when the industry BGR for these six were all less than
five percent. In contrast, ten awards were to companies whose company
specific BGR was negative or below 3.0 percent when the industry BGR
ranged from 0 percent to 6.9 percent.

The graph in Exhibit 2 shows the 21 incentive awards and the extent to
which, for these awards, a company’s historic average growth rate was higher
or lower than the industry average growth rate used in the incentive
calculation.

Exhibit 2: Difference Between Company and Industry Average Growth Rates?2

60.0%

50.0%

40.0%

Some companies’ historic average growth

0,
30.0% significantly exceeds the |ndustry average.
20.0%
Some companies experienced less growth
10.0% 5
°  than the industry average.
. W
S 1L

-10.0%

-20.0%

a  For purposes of the incentive calculation, the VEGI program caps the industry average growth rates at 6.9
percent and sets the growth rate at 0 percent if industry growth is negative. The company average growth
used to calculate differences in Exhibit 2 have not been similarly adjusted. If the company average growth rate
was negative, the economist used 0 percent in the incentive calculation.

Based on the data in Exhibit 2, for the 21 awards we reviewed, industry BGR
is generally not representative of company average growth rates and thus
may not be a useful or accurate guide to future job growth as a basis for
incentive-setting. Unfortunately, there is no standard definition or method
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for measuring background growth. There are no examples or discussions in
economic literature concerning controlling for background rates when
designing economic development programs, and so there is little to draw on
regarding a tested approach.

Conclusions

Accounting for background growth and excluding it from the incentive
calculation is meant to maximize the State’s fiscal gain and to help limit
public exposure to fiscal loss from the program and is required by statute.
However, our work uncovered significant differences between the industry
average growth rates used to represent background growth and companies’
average growth rates for several of the incentive awards in our sample. These
differences suggest that industry average growth rates may not be the best
barometer for background growth rates. While the appropriate discount
factor for representing background growth has long been debated, the data
we present in this report can be used to inform discussion about the best
growth rate to use to avoid providing an incentive for economic activity that
would have occurred anyway.

Recommendations

We make the recommendation in Exhibit 3 to the Vermont Economic
Progress Council and the Joint Fiscal Committee.

Exhibit 3: Recommendation and Related Issue

Report

Recommendation Issue
Pages
1. Inlight of the data presented, consider We found significant differences between the industry
replacing the current methodology with average growth rate used in the incentive calculation and
one using company specific average company specific average growth rates for several of the
growth rates. 21 awards we reviewed, indicating industry average

4-6 |growth is generally not representative of company
average growth rates. In total, this resulted in estimated
aggregate incentive awards $8.4 million higher than
would have been awarded using company specific
average growth rates.
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Management's Comments and Our Evaluation

On April 29, 2026, the VEPC Chair and Executive Director provided written
comments on a draft of this report. These comments are reprinted in
Appendix III. Our evaluation of the comments is contained in Appendix IV.
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Scope and Methodology

To address our audit objective, we reviewed Vermont Title 32, Chapter 105,
Vermont Employment Growth Incentive Program and the results of the 2006
and 2016 VEGI Technical Working Groups in relation to the background
growth rate. We also reviewed VEPC’s VEGI program guides including those
which address the background growth calculation, cost benefit modeling,
and LMA Enhancement. We obtained explanations from the VEPC Executive
Director regarding whether VEPC has documented procedures for the
application review process and some aspects of the preparation and review
of the Cost-Benefit Model and the incentive calculation.

We hired an economist to quantify the difference, if any, in the amount of a
VEGI incentive award using a business-specific background growth rate
rather than the industry average growth rate used by VEPC.

To calculate company specific growth rates, the economist first investigated
using the employment and payroll data in the National Establishment Time
Series (NETS) database, a private-sector source of business microdata such
as employment, industry, and location that is produced by Wells &
Associates based on data collected by Dunn & Bradstreet. However, the
economist assessed the reliability of the NETS data and concluded the data
was not sufficiently reliable for purposes of estimating company specific
background growth rates.

As an alternate source, the economist recommended using employee count
and wage data in businesses withholding tax accounts at VDT to calculate
company specific growth rates. Employee count in the VDT data included
full-time and part-time employees. Businesses’ historic data from 2015 to
present resides in VDT’s current tax system. Prior to December 2015,
businesses’ historic data is in a legacy tax system for which current VDT
personnel have limited familiarity. The legacy tax system data is available
beginning in the 3rd quarter of 1998.

According to the economist, nine years represents the average U.S. business
cycle from peak-to-peak or trough-to-trough based on the four full cycles the
United States’ economy has experienced since 1990 and is enough history to
avoid the possibility of cyclical bias. Considering availability of sufficient
data history (i.e., at least nine years) and the results of the economist’s and
SAQ’s review of the reliability of the VDT data, SAO concluded there was
sufficient and reliable employment data to calculate business-specific
growth rates over periods ranging from nine to sixteen years of data history
immediately preceding the first year of the VEGI award incentive period for
twenty-one awards.5 About 80 percent of total VEGI awards are in four

5 According to the economist, there were 37 awards to businesses that had at least nine years of data history in the NETS database. SAO
requested that VDT provide historic employment and wage data for these businesses.
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industries (NAICS codes 31, 32, 33, and 54) and about 80 percent of the 21
awards reviewed for the audit are in these same four industries.

The economist and SAO reviewed the reliability of the VDT data by
identifying duplicate records, scanning the data for unusual increases or
decreases that appear inconsistent with the remainder of the business
activity in the VDT data, and comparing employment data from VDT to the
employment data in the businesses’ VEGI application materials which varied
from one to four years prior to the award period. In some cases, data
anomalies appeared to be pervasive, so the business was excluded from
further analysis. In others, SAO and the economist concluded that it was
sufficiently reliable to use.

Using the VDT data, the economist calculated the average annual change in
employment (e.g., the company specific growth rate). To estimate the
impact, if any, on the incentive award amount, the economist replaced the
industry average growth rate with the company specific growth rate in the
VEGI incentive calculation in effect at the time of the award and re-
calculated the incentive award amount. The result was compared to the
incentive amount awarded by VEPC and the difference, if any, was
calculated. Our results only apply to the 21 awards reviewed and cannot be
generalized or extrapolated to the universe of all VEGI incentive awards.

We performed procedures to confirm the final results provided by the economist by
1) comparing the employment data in the economist’s calculation of the average
annual change in employment to the employment data provided by VDT to ensure
completeness of the data, 2) reviewing the formulas used by the economist to
calculate the average annual change in employment, and 3) reviewing the
specialist’s incentive calculation methodology to confirm that there was no
anomalous data or inconsistent use of formulas.

We did not assess internal controls as we determined that internal controls
were not significant to our audit objective.

We conducted this performance audit in accordance with generally accepted
government auditing standards. 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
objective. We believe that the evidence obtained provides a reasonable basis
for our findings and conclusions based on our audit objective.
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BGR
EATI
JFC
LMA
NAICS
NETS
SAO
TWG
VDT
VEGI
VEPC
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Background Growth Rate

Economic Advancement Tax Incentive
Joint Fiscal Committee

Labor Market Area

North American Industry Classification System
National Establishment Time Series
State Auditor’s Office

Technical Working Group

Vermont Department of Taxes

Vermont Employment Growth Incentive
Vermont Economic Progress Council




Appendix Il
Management’s Comments

The following is a reprint of management’s response to a draft of this report.
Our evaluation of these comments is contained in Appendix IV.

7~ VERMONT

Agency of Commerce and Community Development

Vermont Economic Progress Council

National Life Building — Davis Building, 6" Floor |phone]  802-828-3211
One National Life Drive [fax] 802-828-3383
Montpelier, VT 05620-0501

aced.vermont.gov

April 29, 2026

Douglas R. Hoffer
Vermont State Auditor

132 State Street
Montpelier, VT 05633-5101

RE: “Report of the Vermont State Auditor: Vermont Economic Progress Council: Vermont
Employment Growth Incentive”

Dear Mr. Holfer:

The Vermont iconomic Progress Council (VIIPC) appreciates the opportunity to provide
management comments on Draft Report No. 26-05 regarding the Vermont Economic Growth
Incentive (VEGI) Program. VEPC takes audit oversight seriously and is committed to the
transparent, rigorous., and legally compliant administration of the VEGI program.

At the outset, VEPC agrees that how the program accounts for “background growth™ is an
importiant and longsianding policy question. However, it is important to distinguish what this
report does and doces not demonstrate. This report does not identify errors in program
administration, statutory compliance. or internal controls. Rather, it models how incentive
Comment 1 outcomes would differ under an alternative assumption, specifically the use of company-
specific historical growth rates instead of industry averages.

That type of analysis can be useful in informing policy conversations. However, this report does
not establish that the alternative assumption is more accurate or appropriate, and the results are
based on a limited, non-representative sample. As such, the [indings in this report should be
understood as a scnsitivity analysis, not conclusive evidence that the State overpaid incentives
or that the current methodology is flawed.

Comment 2

VEPC provides the following comments basced on the draft report reviewed:

1. The report’s headline finding, an “Estimated $8.4 Million Aggregate Reduction™ in
incentives, is derived from a subset of 21 awards that this report itself states cannot be applied
broadly to the full VEGI portfolio. This distinction is critical. Presenting a [igure that cannot be
applicd to the full program as a headline finding creates a misleading impression of program-
Comment 4 wide impact. The sample was not the result of a designed methodology but was determined by
data availability and data reliability constraints. The sample excludes a meaningful segment of’
VEGI participants.

Comment 3
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2. The analysis shows that substituting company-specific growth rates would reduce incentives
Comment 5 in some cases and inerease incentives for others. In fact, nearly half of the awards reviewed
would have resulted in higher, not lower incentives. This shows that the findings do not
constitute evidence of systematic overpayment; rather, that outcomes vary depending on the
assumptions used or methodologies applied based on the data availability.

3. The report assumes that a company’s historical growth rate is a better proxy for “background
growth” than industry averages. However, the report does not establish that this predicts

Comment 6 background growth more accurately. The report acknowledges that there is no standard method
for determining background growth. Prior analysis, including the 2016 Technical Working

Comment 7 Group report illustrates the difticulty and subjectivity inherent in this concept. It is important to
note that a company’s past growth may not reflect future performance, particularly for those

Comment 8 undergoing expansion, transition, or new lines of business which is not considered in this

report’s analysis.

4. The current background growth methodology was not designed to predict individual
company performance. As prior studies and analyses have noted, the background growth rate
methodology functions as a standard, sector-based adjustment, intended to promote consistency,
maintain administrative feasibility, and strengthen overall program-level fiscal outcomes.
Evaluating the methodology as a company-specific forecasting tool applied a standard the
Comment 9 current model was not designed to meet. The 2016 Working Group Report specifically found
that the 2006 group that designed the current background growth rates had not intended to
measure actual industry or company background growth during the period of award receipt.’ and
that the rates were intended as 'sector-specific differentials' designed to 'maximize the net State
fiscal gain from the incentive program as a whole,' and not to precisely predict individual
company growth.

Comment 10

Comment 11 5. The report does not assess the feasibility of implementing company-specific growth rates.
Prior analysis from the technical working group report has found that such an approach would
increase administrative complexity and cost, require subjective judgments, and be difficult or
impossible to apply to certain applicants, including start-ups and companies launching new lines
of business. Any consideration of methodological change ought to address future operational
impacts.

Comment 12

6. VEPC also notes concerns with the report™s methodology and presentation, including the
absence of a clearly defined sampling methodology, the potential bias introduced by excluding
companies without sufficient historical data, the lack of discussion of alternative approaches
specifically identified in the 2016 technical working group report, and the need for fuller
disclosure regarding analytical assumptions and limitations.

Comment 13

7. VEPC raised questions before and during the audit engagement regarding the independence
and role of the external economic specialist. While VEPC doces not seck to delay the report, it

respectfully requests that sufficient disclosure be provided to allow readers to fully assess the

analytical foundation of the findings.

Comment 14

)
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8. The report recommends that the VEPC and the Joint Fiscal Committee consider replacing the
current background growth methodology with one using company-specific average growth
rates. VEPC notes the VEGT Cost-Benefit Model, including the background growth rate
methodology, is subject to approval by the Joint Fiscal Committee. Any change to the
background growth rate methodology would require JEC review and approval, and potentially
legislative consideration. VEPC recommends that any further evaluation of background growth
methodology and related policy proposals be directed through the JFC and include a review of
multiple methodological options (including forecast-based approaches), assessment of
administrative feasibility and resource implications, and consideration of impacts across the full
range of applicant types.

In conclusion, the VEGI program has operated for nearly two decades with verified,
performance-based incentives and has meaningfully contributed to economic activity across
Vermont. This report renews discussion on a recognized policy question regarding

Comment 15 methodology, and its findings should be interpreted with caution. Considering the limitations
described above, the report does not demonstrate that the VEGI program is overpaying
incentives, nor does it establish that the alternative approach is more accurate or appropriate.

Respectfully submitted,

hM

John Russell, 111 Jessica Hartleben, Esq.
Council Chair Executive Director
Vermont Economic Progress Council Vermont Economic Progress Council

(%]
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Appendix IV
SAO Evaluation of Management’s Comments

In accordance with generally accepted government auditing standards, the
following tables contain our evaluation of management’s comments.

Comment #

Management's Response

SAO Evaluation

1

This report does not identify errors in
program administration, statutory
compliance, or internal controls.

We make no comment on the quality of VEPC’s program
administration, statutory compliance, or internal controls
because those were outside the scope of our audit.

However, this report does not establish
that the alternative assumption is more
accurate or appropriate, and the results
are based on a limited, non-
representative sample. As such, the
findings in this report should be
understood as a sensitivity analysis, not
conclusive evidence that the State
overpaid incentives or that the current
methodology is flawed.

State law requires VEPC to exclude projected background
growth from incentive awards. If companies’ historical growth
rates are representative of the growth that would have
occurred without the incentive award, and these growth rates
are higher than those used in VEPC’s incentive calculation, the
State is paying for job growth companies may have achieved
anyway (i.e., background growth). The data we present in this
report can be used to inform discussion about the best growth
rate to use to avoid providing an incentive for economic activity
that would have occurred anyway. We expect State officials to
objectively evaluate this information and give due
consideration to whether changes to current practice are
warranted.

For the 21 awards we reviewed, we noted meaningful
differences between industry BGR and company specific BGR
for a number of the incentive awards. In three instances, the
differences exceed 40 percent. Thus, for the awards we
reviewed, industry BGR is generally not representative of
company average growth rates and may not be a useful or
accurate guide to future job growth as a basis for incentive-
setting.

We disagree that our selection of 21 awards is “limited.” These
awards constitute 28 percent of the 74 active and completed
incentive awards through December 2024, and 30 percent of
total incentive amounts awarded that are active, complete, or
concluded. We disclosed that our results only apply to the 21
awards reviewed and cannot be generalized or extrapolated to
the universe of all VEGI incentive awards. We also noted,
however, that about 80 percent of total VEGI awards are in four
industries (NAICS codes 31, 32, 33, and 54) and about 80
percent of the 21 awards reviewed for the audit are in these
same four industries.

Presenting a figure that cannot be
applied to the full program as a
headline finding creates a misleading

impression of program-wide impact.

Our report title is not misleading. It answers our audit objective
and explicitly states that the aggregate effect is for 21 awards.
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The sample was not the result of a
designed methodology but was
determined by data availability and
data reliability constraints. The sample
excludes a meaningful segment of VEGI
participants.

The sample was the result of a methodology, which is explained
in Appendix I.

VEPC does not specify the “meaningful segment” it believes is
excluded. However, as we noted in our response to comment
#2, the 21 awards we reviewed constitute 28 percent of the 74
active and completed incentive awards through December
2024, and 30 percent of incentive amounts awarded.

5 This shows that the findings do not We agree that outcomes (i.e., the effect of using an alternate
constitute evidence of systematic background growth rate) varied but not because of
overpayment; rather, that outcomes assumptions or data availability constraints. Rather, they
vary depending on the assumptions used|varied because for some of the 21 awards reviewed, company
or methodologies applied based on the |specific average growth rate was higher than industry average
data availability. used in the incentive calculation and for other awards, the

company specific average growth rate was lower.

Specifically, for the 11 awards reviewed where the company
specific growth rate was higher than the industry average
growth rate, the extent of the gap between industry average
growth rate and company specific growth rate means that the
awards would have been $10.6 million lower if company
specific growth rates had been used in the incentive
calculation. Five were reduced to $0. In contrast, for the other
10 awards reviewed, the reverse situation was true; company
specific average growth rate was lower than the industry
average growth rate. The gaps between growth rates were not
as great and the difference in award amounts, $2.1 million
higher, was less.

6 The report assumes that a company’s  |Our work uncovered significant differences between the
historical growth rate is a better proxy |industry average growth rates used to represent background
(for “background growth” than industry |growth and companies’ average growth rates for several of the
averages. However, the report does not |incentive awards in our sample. The data we present in this
establish that this predicts background |report can be used to inform discussion about the best growth
growth more accurately. rate to use to avoid providing an incentive for economic activity

that would have occurred anyway which is required by statute.

7 Prior analysis, including the 2016 According to our 2026 correspondence with a member of the

Technical Working Group report
illustrates the difficulty and subjectivity
inherent in this concept.

2016 TWG, “some aspects of these perspectives/
recommendations might be different if re-evaluated today,
based on additional program experience and, most importantly,
high quality data availability via readily accessible
computerized Tax Department information that did not exist in
2016.”
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It is important to note that a company’s
past growth may not reflect future
performance, particularly for those
undergoing expansion, transition, or
new lines of business which is not
considered in this report’s analysis.

We agree that past performance doesn’t guarantee future
results. This applies to both a company and an entire industry.
However, ignoring an applicant’s historical growth entirely
overlooks valuable evidence of what may be a more realistic
barometer of background growth.

9 Evaluating the methodology as a We performed this audit because of the risk associated with the
company-specific forecasting tool current model - that the industry average growth rates by their
applied a standard the current model  |nature (e.g., they are reflective of the experience of an industry)
was not designed to meet. do not serve as an adequate proxy for removing companies’

background growth from the incentive award.

10 The 2016 Working Group Report The original design is now 20 years old, and the point is to
specifically found that the 2006 group |consider whether there is a better methodology that will
that designed the current background |comply with the statutory requirement that background
growth rates 'had not intended to growth be excluded from the incentive awarded. Perfectly
measure actual industry or company projecting background growth may be impossible. However,
background growth during the period of]|this audit informs the selection of a methodology that
award receipt,’ and that the rates were |minimizes the risk of using public funds for growth that would
intended as 'sector-specific differentials’ |have occurred anyway.
designed to 'maximize the net State
fiscal gain from the incentive program
as a whole," and not to precisely predict
individual company growth.

11 The report does not assess the feasibility [We are clear in the report that we used payroll data from the
of implementing company-specific Department of Taxes. Some of the data provided was from a
growth rates. legacy tax system which was more challenging for the

Department to access. However, businesses’ historic payroll
withholding data from 2015 to present resides in VDT’s current
tax system payroll data.
Further, from 2019 to 2024, VEPC considered 26 applications.
On average, this is 4 applications per year. From 2022 to 2024,
VEPC considered 9 applications: an average of 3 per year.

12 Prior analysis from the technical The 2016 TWG did not conclude that it would be difficult or

working group report has found that
such an approach would increase
administrative complexity and cost,
require subjective judgments, and be
difficult or impossible to apply to
certain applicants, including start-ups
and companies launching new lines of
business.

impossible to apply business-specific growth rates to certain
applicants such as start-ups or companies launching new lines
of business. The 2016 TWG did express reservations about
accurately estimating business-specific growth rates. However,
as a member of the 2016 TWG recently noted, “some aspects of
these perspectives/ recommendations might be different if re-
evaluated today, based on additional program experience and,
most importantly, high quality data availability via readily
accessible computerized Tax Department information that did
not exist in 2016.”
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VEPC also notes concerns with the
report’s methodology and presentation,
including the absence of a clearly
defined sampling methodology, the
potential bias introduced by excluding
companies without sufficient historical
data, the lack of discussion of
alternative approaches specifically
identified in the 2016 technical working
group report, and the need for fuller
disclosure regarding analytical
assumptions and limitations.

We specified that the awards selected for review were limited
to those with sufficient employment data history prior to the
first year of the VEGI award incentive period (i.e., at least nine
years) and of these, the ones for which we concluded that the
VDT employment data was reliable for our purposes. We also
described the procedures used to review the reliability of the
VDT data. The sole assumption impacting the determination of
the impact on the incentive award is described in the findings
section; some of the awards in our sample included a labor
market area (LMA) enhancement, which is a discretionary
adjustment that VEPC can make to increase an incentive
amount under certain circumstances.® Because this is a
discretionary adjustment, the calculation of the effect of using
company specific BGR in place of industry BGR compares the
incentive calculated prior to any enhancement approved by
VEPC. Lastly, we disclosed that our results only apply to the 21
awards we reviewed and cannot be generalized or extrapolated
to the universe of all VEGI awards. Given our clear description
of the method used to select awards and the limitations we
disclose, it's not clear why VEPC is concerned with bias.

The 2016 TWG did not reach a unanimous recommendation
relative to the use of business specific growth rates. Further,
our audit did not entail assessing the results of the 2016 TWG.
Rather, our audit objective was focused on estimating the
impact, if any, on the VEGI incentive awards had company
specific average growth rates been used instead of industry
background growth rates.

14

VEPC raised questions before and
during the audit engagement regarding
the independence and role of the
external economic specialist. While
VEPC does not seek to delay the report,
it respectfully requests that sufficient
disclosure be provided to allow readers
to fully assess the analytical foundation
of the findings.

VEPC'’s concerns about independence of the economist are
misguided. As we explained to VEPC, consideration of
independence is required by GAGAS, and is a routine
component of our audits. SAO’s Chief Auditor assessed the
independence of the economist hired by SAO to conduct the
background growth rate analysis and determined there was no
threat to independence. SAQO’s Director of IT and Performance
Audits concurred with the Chief Auditor’s assessment.

VEPC’s contention that our disclosures lack transparency are
mistaken. See our evaluation in response to comment #13.

6

LMA enhancements decrease the net fiscal benefit to the State.
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This report renews discussion on a
recognized policy question regarding
methodology, and its findings should be
interpreted with caution. Considering
the limitations described above, the
report does not demonstrate that the
VEGI program is overpaying incentives,
nor does it establish that the alternative
approach is more accurate or
appropriate.

See our evaluation in response to comment #2 and #4.

May 11, 2026

Rpt. No. 26-05




	Background
	Objective 1: For 21 Awards, Use of Company Specific Background Growth Rates Would Have Resulted in Reduced Incentives Totaling an Estimated $8.4 Million
	Conclusions
	Recommendations
	Management’s Comments and Our Evaluation

