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SUMMARY

RESULTS IN BRIEF

To stimulate business and industrial growth in
certain economically depressed areas in the
State, Chapters 45 and 44, Statutes of 1984,
established enterprise zones through the
Enterprise Zone Act (EZA) and employment and
economic incentive areas through the Employment
and Economic Incentive Act (EEIA). While there
are some differences in approach, both the EZA
and the EEIA attempt to attract investment to
depressed areas through various benefits offered
by the state and 1local governments. These
benefits include tax credits and special
consideration for state loans and contracts for
qualified businesses.

Some aspects of economic activity have shown
improvement 1in the ten enterprise zones and the
three incentive areas that the Department of
Commerce (department) designated by
December 31, 1986. However, it is not yet
possible to draw conclusions on the long-term
success of the enterprise zone and the
employment and economic incentive programs
because they are so new. Furthermore, other
factors, including changes in the general
economy and the efforts of local redevelopment
agencies, may have contributed to these
improvements. Moreover, the data presented in
this report are affected by numerous limitations
that are discussed in the Introduction and in
Appendix A.

Our analysis of the programs has identified the
following specific changes since October 1986
for our samples of businesses in the zones and
for the 33 certified businesses in the incentive
areas:

- Increases in the number of people employed for
the businesses that we sampled 1in all ten
zones and for certified businesses in two of
the three incentive areas. Also, businesses
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in the zones hired 1,151 economically
disadvantaged individuals, and certified
businesses and ones that applied for
certification in all three incentive areas
hired 181 individuals from high density
unemployment areas;

- Changes 1in the public .assistance caseloads
that have been more favorable in most of the
zones and incentive areas than they have been
in the counties in which the zones and
incentive areas are located;

- Increases in assessed values for sample
businesses in most of the zones and for
certified businesses in all three incentive
areas;

- Increases in values Tlisted on commercial
building permits 1in most zones and incentive
areas; and

- Increases in sales tax paid by sample
businesses in seven of nine zones and by
certified businesses in two of three
incentive areas.

Also, we estimate that a net increase of 79
businesses occurred throughout the ten zones,
and a net increase of 18 businesses occurred
throughout the three incentive areas. However,
few businesses Tocated in the zones and the
incentive areas have taken advantage of the
benefits available to them.

RECOMMENDATION

To enhance the effectiveness of the enterprise
zone and employment and economic incentive
programs, the Department of Commerce should
determine  whether any factors are Timiting
businesses’ use of the benefits available
through the two programs. If the department
identifies any barriers that limit businesses’
ability to use these benefits, the department
should then develop and implement corrective
action no Tlater than December 31, 1988, to
stimulate the businesses’ use of these benefits.
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AGENCY COMMENTS

The Department of Commerce does not take
exception to the information that we present in
this report and intends to implement our
recommendation.
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INTRODUCTION

The Enterprise Zone Act and the Employment and Economic
Incentive Act, Chapters 45 and 44 of the Statutes of 1984, were enacted
by the Legislature and approved by the governor on March 20, 1984. The
purpose of the enterprise zone program is to "stimulate business and
industrial growth in the depressed areas of the state" and the purpose
of the employment and economic incentive program is to "encourage and
facilitate job maintenance and business and job development in
distressed and declining areas of cities, counties, and towns in the
state." Both of these programs use a combination of benefits,
including tax credits, to encourage businesses to relocate to or expand

within designated zones and incentive areas.

As originally enacted, these benefits were to remain available
within both programs for a period of 15 years. However, the Tax
Conformity Act (Chapters 1138 and 1139, Statutes of 1987), which
significantly altered California’s income tax Tlaws 1in response to
revised federal income tax laws, shortened to just 5 years the period
during which some of these benefits are available. More recently, the
Legislature has considered Assembly Bill 2785, which, if passed, would

restore the original 15-year provision to both programs.



The Department of Commerce (department) administers the two
programs. The department’s primary responsibilities are to develop
regulations, designate zones and incentive areas, market the programs,
and provide technical assistance to communities and businesses in using
the programs. The department received $318,000, including money for
two full-time positions, for carrying out these responsibilities during
fiscal year 1987-88. The governor’s budget for fiscal year 1988-89
proposes $354,000, including money for two full-time positions, for

continuing the administration of these programs.

Sections 7078 and 7086(b) of the Government Code require the
department to conduct periodic evaluations of the two programs and to
report the results to the Legislature. To date, the department has
issued three vreports on the status of these programs, the first two in
March 1987 and the third in February 1988. The department’s next
reports to the Legislature, evaluations of the two programs, are due by

March 20, 1992.

The ten zones and six incentive areas that the department
designated as of January 8, 1988, vary in size, location, and other
characteristics. Photographs 1 through 6 on pages 49, 50, 74, and 75
show different aspects of the zones and incentive areas. All ten zones
and three incentive areas that we reviewed are administered at the
Tocal 1level by various government agencies that are generally involved
in economic development. The State does not provide any funds to these

local agencies for administering these programs.
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Fifteen of the 16 zones and incentive areas that the
department has designated are also served by redevelopment agencies.
Established in 1963 by Section 33000 et seq. of the state Health and
Safety Code, these agencies encourage economic development in various
ways. Redevelopment agencies use funds from all Tevels of government
for activities such as constructing facilities for new businesses,
improving infrastructure such as roads and sewer systems, and arranging

financial assistance for private businesses.

The two programs offer businesses income tax credits for
hiring economically disadvantaged individuals, sales tax credits,
faster depreciation rates for some types of property, and several other
benefits to encourage economic development. Businesses qualify for the
enterprise zone program’s benefits simply by being Tocated within one

of the areas that the department has designated as a zone.

To qualify for tax benefits under the employment and economic
incentive program, businesses must be 1located within a designated
incentive area and be certified by the department as a qualified
business. The department will only certify those businesses that meet
one of three criteria. Either 50 percent of a business’s workers must
be residents of a high density unemployment area (HDUA) that the
department has designated, or the business must be at least 30 percent
owned and operated by residents of an HDUA, or at Teast 30 percent of
the business’s workers must be residents of an HDUA and the business

must establish a community service program that is approved by a local
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government agency. An HDUA is an area in which the number of
unemployed and impoverished people exceeds specific thresholds

established by the Government Code, Section 7082.

Under the enterprise zone program, businesses that hire
qualified employees can claim a five-year credit, the amount of which
is based on a formula that takes into account the minimum wage for each
qualified employee. This credit can be applied against the businesses’
state income tax Tliability. A qualified employee is someone who is
receiving subsidized employment training or services through any of
several government programs and 1is hired after the zone has been
designated. Under the employment and economic incentive program,
businesses can claim a similar credit per employee for two years, but
employees must be residents of HDUAs and unemployed for at least three

months at the time that they are hired.

Both programs also offer a sales tax credit when businesses
purchase machinery for exclusive use within a zone or incentive area.
This credit allows businesses to apply the sales tax that they pay on
such purchases against their state income tax 1iability. This credit
is limited to purchases of up to $1 million for sole proprietorships
and $20 million for corporations. In addition, under the program,
businesses can take an "accelerated business expense deduction," which
is a tax deduction of wup to $10,000 during the year of purchase for
some types of property rather than a depreciation of the value of the

purchase over a Tlonger period of time. Similarly, the employment and
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economic incentive program offers a deduction of up to $40,000 during
the first year that the property 1is placed into service. Finally,
investors who 1lend money to qualified businesses in either program are
eligible for a tax deduction on the interest income that they earn from

such investments.

Neither program requires businesses to use the full amount of
a tax credit during the year that it is earned. Instead all qualified
businesses are eligible for a "net operating loss carry-over" for the
life of the zone or incentive area in which they are located. This
provision allows businesses to carry all tax credits forward to
succeeding years until they have earned enough profits to make full use

of the tax credits for which they are eligible.

Several state agencies, in administering specific programs,
are required by state law to give priority to businesses that qualify
for enterprise zone or employment and economic incentive area
benefits. These agencies iﬁc]ude the California Industrial Development
Financing Advisory Commission, which authorizes the issuance of bonds
for businesses involved in manufacturing, and the State Department of

Education, which oversees job-training programs.

Finally, the Government Code, Sections 7073(e) and 7085(f),
requires Tlocal managers for zones and incentive areas to arrange for
the provision of local benefits for qualified businesses. While these

local benefits can vary, they generally include assistance in obtaining
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local permits needed to conduct business, Tlow-cost financing for
businesses located in the zones or designated areas, and referrals of

candidates for employment from job-training services.

SCOPE AND METHODOLOGY

Chapter 1428 of the Statutes of 1987 requires the Office of
the Auditor General to submit a report to the Legislature on or before
June 30, 1988, evaluating the effects of the enterprise zone program
and the employment and economic incentive program. In response to this
request, we included within the scope of our audit the nine enterprise
zones and the three incentive areas that the department had designated
by October 1986. We also included a tenth enterprise zone that was
designated in December 1986. We visited each of these thirteen zones
and incentive areas and met with the managers who administer these
programs at the Tlocal Tlevel. We did not include or visit any of the
three incentive areas that the department designated after

December 1986.

We measured changes in economic activity between the time that
the zones and incentive areas were designated and December 1987. We
defined economic activity as changes in the number of employees, the
number of public assistance recipients, the number of businesses
operating, the amount of capital investment, the amount of sales tax
paid, and the number of program benefits used. Whenever possible, we
obtained countywide data for these categories and compared the zones
and incentive areas with the counties in which they are located.
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Using Pacific Bell’s Tlists of business telephone numbers for
each zone, we selected a random sample of between 100 and 300
businesses for each of the ten enterprise zones that we reviewed. In
addition, we asked the department to request that the local managers of
each of the ten zones send us a list of the 20 businesses in their
zones with the highest number of employees. We received only eight
such Tlists as two of the Tlocal managers stated that few, if any,
businesses in their zones employed a significantly higher number of
employees than any other businesses in the zones. Furthermore, during
our visits to the zones, we asked each manager to provide us with a
list of businesses that either moved to the zone or expanded within the
zone because of the program. Then, for all ten zones, we collected
economic data for all of the businesses in the random samples, the
businesses that employed the highest number of employees, and those
businesses that the Tocal zone managers identified that we could verify
through telephone interviews as having either moved to or expanded

within the zones because of the program.

When we selected our random samples, we disqualified, whenever
we could identify them, three types of entities from consideration.
First, we disqualified any nonprofit entities, such as government
agencies and charitable organizations, because such entities cannot use
income tax credits. Second, we eliminated businesses that are parts of
large chains because state data bases generally do not have employment
or sales tax information specific to a single outlet that is a part of

a chain. Third, to ensure that our sample was limited to businesses
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that existed during the full period that we intended to review, we
eliminated any business that we randomly selected from Pacific Bell’s
1986 1ist if it did not also appear on the 1987 1list. In addition, for
each category of economic activity that we reviewed, we could not find
data for all of the businesses in our samples. Consequently, the sizes

of our samples may vary from one category to the next.

For each of the three employment and economic incentive areas,
we requested that the department identify all businesses that were
certified for participation in the employment and economic incentive
program. For each measure of economic activity, we collected all
available data for each of 33 businesses that the department
identified. In addition, wusing the same selection criteria that we
used for the enterprise zones, we collected data for a random sample of
businesses and for the 61 businesses employing the highest number of
employees in the five different Jjurisdictions that comprise the
Los Angeles-Watts incentive area. Finally, during our visits to the
incentive areas, we also asked each local area manager to provide us
with a Tist of businesses that either moved to or expanded within the
incentive areas because of the program. We then reviewed economic data
for those businesses that we could verify through telephone interviews

as having moved to or expanded within the incentive areas because of

the program.



Because of the wide range of numerical data that we obtained
for individual businesses and the small size of some of our samples, we
did not use any of our samples to make statistical projections about
changes in economic activity in the enterprise zones or incentive

areas.

To measure changes in economic activity during the period that
we reviewed, we collected and analyzed information maintained by
various state and 1local governmental agencies and Pacific Bell. We
used an automated data base at the Employment Development Department to
determine the number of people employed. We also used an automated
data base at the State Board of Equalization to measure sales tax
paid. To identify information regarding public assistance recipients,
we obtained data regarding recipients of Aid to Families With Dependent
Children from the Department of Health Services’ automated Medi-Cal
Eligibility Data System and data regarding recipients of general
assistance from the county welfare departments. To determine
businesses’ wuse of income tax credits, we used information from the
Franchise Tax Board. We did not audit any of these automated systems

and, therefore, do not express an opinion on the reliability of them.

To estimate the number of new businesses that opened in
addition to the number that either closed or moved out of the
enterprise zones and incentive areas, we used Pacific Bell’s lists of
business telephone numbers for December 1986 and December 1987. To

obtain data regarding assessed values of businesses, we reviewed
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records at the county assessors’ offices. To ascertain the number of
commercial building permits and the values listed on permits issued to
businesses, we reviewed reports produced by city and county offices
that issue the permits. To determine the extent to which several state
agencies, 1in administering certain programs, have given priority to
businesses associated with the programs, we obtained and reviewed
documents provided by the agencies. Finally, to obtain information on
the extent to which businesses are using locally provided benefits, we
reviewed records provided by local managers of the programs.
Appendices B  through N describe the economic activity that we
documented 1in each enterprise zone and incentive area and include a

section on the use of local benefits.

The information that we vreport on economic activity in the
enterprise zones and incentive areas is limited by several factors, the
specifics of which are described 1in Appendix A, which presents a
detailed description of our methodology and its Timitations. The
reader should consider the information 1in Appendix A before drawing
conclusions concerning either program. In addition, other factors such
as changes in the general economy and the efforts of 7local
redevelopment agencies have influenced to an unknown degree the data
that we obtained for the ten zones and three incentive areas that we
reviewed. While changes in the general economy cannot explain the
differences in economic activity that we found between the zones and
incentive areas and their vrespective counties, the vrelatively few

businesses that we found that had taken advantage of the income tax
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benefits afforded by the programs prevented us from establishing a
direct vrelationship between the two programs and the changes in

economic activity that we documented.

Furthermore, a precise comparison of economic activity between
either zones or incentive areas and the counties in which they are
located is not possible for two reasons. First, we do not know whether
the same types of commercial activity are conducted in the zones and
incentive areas as are conducted in the counties in which the zones and
incentive areas are Tlocated. Second, for each of our categories of
economic activity for our samples of businesses, except for the
category regarding the change in the number of businesses operating in
a zone or incentive area, we did not include those businesses that
either opened or closed within the period of our review. Instead, we
included only those businesses that operated throughout the entire
review period. However, 1in the countywide data that we gathered, we
included in the categories of economic activity not only those
businesses operating throughout the review period but also those
businesses that opened and closed during the review period. This

difference in data again makes a precise comparison impossible.
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CHAPTER I

A REVIEW OF ECONOMIC ACTIVITY
IN THE ENTERPRISE ZONES

During the period that we reviewed, some aspects of economic
activity have improved for the businesses that we sampled in the ten
enterprise zones that the Department of Commerce (department)
designated by December 1986. However, several different factors,
including changes in the general economy and the efforts of
redevelopment agencies, also may have contributed to these changes in
economic activity. Moreover, the data presented in this chapter are
affected by numerous Timitations that are discussed in the Introduction
and in Appendix A. Because of these Timitations, we did not make
statistical projections from our samples of businesses to the zones in
which they are located. Also, because the enterprise zone program is
so new, our vreview period was Tlimited to approximately one year.
Because of this short review period, we could not draw definite
conclusions as to whether the program has contributed to the

improvements.

For the samples of businesses that we reviewed in the ten
zones, the number of people employed has increased. Also, an increase
in public assistance caseloads has not been as great in most of the ten
zones as it has been in the counties in which the zones are located.
In addition, both assessed values and the values represented on

commercial  building permits increased in the zones as did the payment
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of sales tax. In addition, the total number of businesses operating in
the zones has increased slightly. Further, 25 businesses indicated
that they moved to or expanded within these zones because of the
program.  However, relatively few businesses have used any of the state

benefits available through the program.

EMPLOYMENT HAS INCREASED FOR
OUR _SAMPLES OF BUSINESSES

By comparing the average number of people employed in the
three months that comprise the third quarter of 1986 with the same type
of data for the third quarter of 1987, we found that the total number
of people employed increased in our random samples of businesses for
all ten zones. As Table 1 shows, the greatest absolute increase
occurred 1in the VYuba-Sutter zone, where 430 (42.6 percent) additional
people were employed. Further, as Table 1 also shows, the smallest
absolute increase occurred in the Porterville zone, where 8
(19.5 percent) additional people were employed. The greatest
percentage increase, 61.2 percent, occurred in the Eureka zone, where
414 additional people were employed. The smallest percentage increase,
4.7 percent, occurred in the Los Angeles-Central City zone, where an

additional 177 people were employed.
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TABLE 1

CHANGES IN THE NUMBER OF EMPLOYEES FOR SAMPLES OF ENTERPRISE ZONE
BUSINESSES AND THE RESPECTIVE COUNTIES

THIRD QUARTER 1986 COMPARED WITH THIRD QUARTER 1987

Third Quarter Third Quarter Increase Percent
1986 1987 (Decrease) Change

AGUA MANSA ZONE
Random Sample (50) 627 679 52 8.3
Large Businesses (7) 2,340 2,322 (18) -0.8
Riverside and San Bernardino

Counties 789,700 854,367 64,667 8.2
CALEXICO ZONE
Random Sample (47) 470 540 70 14.9
Imperial County 29,850 30,233 383 1.3
EUREKA ZONE
Random Sample (66) 676 1,090 414 61.2
Large Businesses (8) 912 923 11 1.2
Humbo1dt County 44,733 46,533 1,800 4.0
FRESNO ZONE
Random Sample (51) 767 829 62 8.1
Large Businesses (14) 3,333 4,215 882 26.5
Fresno County 277,533 284,833 7,300 2.6
LA-CENTRAL CITY ZONE
Random Sample (68) 3,723 3,900 177 4.7
Large Businesses (10) 2,408 2,713 305 12.7
Los Angeles County 3,823,667 3,993,000 169,333 4.4
LA-PACOIMA ZONE
Random Sample (91) 2,256 2,511 255 11.3
Large Businesses (9) 2,115 2,166 51 2.4
Los Angeles County 3,823,667 3,993,000 169,333 4.4
PORTERVILLE ZONE
Random Sample (2) 41 49 8 19.5
Tulare County 114,367 120,800 6,433 5.6
SAN DIEGO ZONE
Random Sample (41) 1,578 1,711 133 8.4
Large Businesses (16) 1,139 1,672 533 46.8
San Diego County 965,533 1,021,067 55,534 5.8
SAN JOSE ZONE
Random Sample (49) 722 767 45 6.2
Large Businesses (12) 2,469 2,648 179 7.2
Santa Clara County 755,767 769,633 13,866 1.8
YUBA-SUTTER ZONE
Random Sample (56) 1,010 1,440 430 42.6
Large Businesses (7) 506 557 51 10.1
Yuba and Sutter Counties 40,900 42,292 1,392 3.4

(The number of businesses in each sample is shown in parentheses.)
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Furthermore, as Chart 1 illustrates, greater percentage
increases occurred in the number of people employed by sample
businesses in all ten of the zones than occurred in the counties in

which these zones are located.

During the same period, employment also increased in seven of
our eight samples of those businesses that employed the most people in
the zones. As Table 1 shows, the greatest absolute increase occurred
in the Fresno zone, where Tlarge businesses hired an additional 882
workers or 26.5 percent more employees than were employed at the start
of the review period. The greatest percentage increase, 46.8 percent,
occurred in the San Diego zone, where an additional 533 people were
employed. In contrast, the number of people employed decreased in our
sample of large businesses 1in the Agua Mansa zone while the total
number of people employed increased in the counties in which this zone
is located. Further, as Chart 1 shows, in five of the eight zones, a
greater percentage increase occurred in total employment for large
businesses than occurred in the counties in which the zones are

Tocated.
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Finally, 1,151 economically disadvantaged persons were hired
by businesses within nine of the ten zones as of December 1987.1
Since tax credits can be claimed by businesses that hire employees who
are considered economically disadvantaged, we reviewed hiring vouchers
employers wused to claim these credits. These vouchers are issued by
several government programs that provide subsidized employment training
or services to economically disadvantaged individuals. No vouchers
were issued in the Calexico zone. As Table 2 shows, the greatest

number of vouchers (288) was issued in the San Diego zone.

lye have defined "economically disadvantaged persons"” as those
persons receiving subsidized employment, training, or services under
the Job Training Partnership Act and those persons registered in the
Greater Avenues for Independence, Work Incentive Demonstration, or
Employment Preparation programs.
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TABLE 2

THE NUMBER OF HIRING VOUCHERS ISSUED IN ENTERPRISE ZONES
OCTOBER 1986 THROUGH DECEMBER 1987

Number of

Zone Vouchers

Agua Mansa 15
Calexico 0
Eureka 108
Fresno 186
LA-Central City 131
LA-Pacoima 45
Porterville 36
San Diego 288

San Jose 201*
Yuba Sutter 141
Total 1,151

* The hiring vouchers for the San Jose zone were
issued from April 1, 1987, to December 31, 1987.

CHANGES IN PUBLIC ASSISTANCE CASELOADS
HAVE BEEN MORE FAVORABLE IN THE
ENTERPRISE 7ZONES THAN IN THE COUNTIES

The Aid to Families With Dependent Children (AFDC) and general
assistance programs provide financial assistance to California
residents and their families who do not earn sufficient income to
support  themselves. Increases in economic activity, especially
increases in the number of people employed, could have an impact on the
public assistance caseloads in the zones if public assistance
recipients are among the new hires. However, other factors, such as
increases or decreases in population, can also influence changes in the
pubTic assistance caseload.
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As Table 3 illustrates, from December 1986 through
December 1987, the number of AFDC recipients decreased in only three of
the zones that we reviewed: Agua Mansa, Los Angeles-Pacoima, and

Los Angeles-Central City.

TABLE 3

CHANGES IN THE NUMBER OF AFDC RECIPIENTS
IN THE ENTERPRISE ZONES AND THEIR RESPECTIVE COUNTIES
DECEMBER 1986 THROUGH DECEMBER 1987

December December Increase Percent
1986 1987 (Decrease) Change

AGUA MANSA ZONE 15,901 15,856 (45) -0.3
Riverside and

San Bernardino Counties 154,111 161,083 6,972 4.5
CALEXICO ZONE 2,643 2,696 53 2.0
Imperial County 10,783 11,601 818 7.6
EUREKA ZONE 54 69 15 27.8
Humboldt County 10,940 11,150 210 1.9
FRESNO ZONE 31,966 33,468 1,502 4.7
Fresno County 80,489 86,278 5,789 7.2
LA-CENTRAL CITY ZONE 33,442 30,836 (2,606) -7.8
Los Angeles County 586,965 560,361 (26,604) -4.5
LA-PACOIMA ZONE 11,378 10,504 (874) -7.7
Los Angeles County 586,965 560,361 (26,604) -4.5
PORTERVILLE ZONE 7,745 7,974 229 3.0
Tulare County 37,701 38,184 483 1.3
SAN DIEGO ZONE 16,249 16,714 465 2.9
San Diego County 107,442 116,374 8,932 8.3
SAN JOSE ZONE 18,894 19,216 322 1.7
Santa Clara County 60,122 60,314 192 0.3
YUBA-SUTTER ZONE 11,665 12,393 728 6.2
Yuba and Sutter Counties 13,554 14,319 765 5.6
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However, as Chart 2 shows, the rate of growth for the AFDC
caseload in six of the ten zones was less than it was in the counties
in which these zones are Tlocated. For example, while the number of
recipients 1in San Diego County increased by 8.3 percent or 8,932
additional people, the number of AFDC recipients in the San Diego zone

increased by only 2.9 percent or 465 additional people.
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The greatest disparity in rates of change in favor of a zone
occurred in the Calexico zone, where the number of AFDC recipients
increased by 2.0 percent, or 53 additional people, while the total
number of AFDC recipients 1in Imperial County, where Calexico is
located, increased by 7.6 percent or 818 additional people. The
greatest disparity in favor of a county occurred in the Eureka zone,
where the number of AFDC recipients increased by 27.8 percent, or 15
additional people, while the total number of AFDC recipients in
Humboldt County, where Eureka is located, increased by 1.9 percent or

210 additional people.

As shown in Table 4, the number of individuals receiving

general assistance decreased in four of the zones from October 1986

through December 1987.
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CHANGES IN THE NUMBER OF GENERAL ASSISTANCE RECIPIENTS
IN THE ENTERPRISE ZONES AND THEIR RESPECTIVE COUNTIES
OCTOBER 1986 THROUGH DECEMBER 1987

AGUA MANSA ZONE
Riverside and

San Bernardino Counties

CALEXICO ZONE
Imperial County

EUREKA ZONE
Humboldt County

FRESNO ZONE
Fresno County

LA-CENTRAL CITY ZONE**
Los Angeles County**

LA-PACOIMA ZONE**
Los Angeles County**

PORTERVILLE ZONE
Tulare County

SAN DIEGO ZONE***
San Diego County

SAN JOSE ZONE****
Santa Clara County**#**

YUBA-SUTTER ZONE
Yuba and Sutter Counties

* Eureka and Calexico data for 1986 are for September only.

** Los Angeles data are

January 1988 only.

TABLE 4

October December Increase Percent
1986 1987 (Decrease) Change
37 115 78 210.8
745 611 (134) -18.0

0* 0 0 0
6* 9 3 50.0
199* 170 (29) -14.6
286* 248 (38) -13.3
1,164 1,198 34 2.9
2,298 2,470 172 7.5
5,650 5,481 (169) -3.0
39,419 39,963 544 1.4
394 499 105 26.6
39,419 39,963 544 1.4
64 47 (17) -26.6
578 511 (67) -11.6
1,335 1,633 298 22.3
3,026 4,756 1,730 57.2
904 761 (143) -15.8
2,310 2,055 (255) -11.0
51 60 9 17.6
62 79 17 27.4

for the period from October 1987

through

**%* San Diego zone data are as of July 7, 1986, and November 2, 1987;
however, San Diego County data

December 1987.

**%%* San Jose data are as of January 1, 1987, and January 1, 1988.
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Table 4 also shows that, for the zones for which we could
obtain complete data, the greatest absolute decrease occurred in the
Los Angeles-Central City zone, where 169 fewer individuals received
general assistance, a decrease of 3.0 percent. The greatest percentage
decrease, 26.6 percent, occurred in the Porterville zone, where 17
fewer people received general assistance. Moreover, as Chart 3 shows,
eight of the ten zones experienced more favorable rates of change in
their caseloads than the counties in which the zones are located. Only
the Agua Mansa and the Los Angeles-Pacoima zones experienced a greater

percentage increase than the counties in which they are located.
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THE NUMBER OF BUSINESSES OPERATING IN
THE ENTERPRISE ZONES HAS INCREASED SLIGHTLY

Between December 1986 and December 1987, we estimate that the
number of businesses opening was slightly greater than the number of
businesses closing or leaving in six of the ten zones that we
reviewed. Collectively, the total number of businesses in all ten
zones 1increased from 13,022 at the start of our review period to 13,101
at the end of the review period, a net increase of 0.6 percent or 79
businesses. In calculating the net increase of 79 additional
businesses, we took into account 2,140 businesses that either moved
away from the zones or went out of business and 2,219 businesses that
opened between December 1986 and December 1987 and were still operating

as of December 1987.

As Table 5 depicts, the greatest absolute increase occurred in
the San Jose zone, where the number of businesses increased by 56 or
1.4 percent. The greatest percentage increases, 2.5 percent, occurred
in both the Agua Mansa and Calexico zones, where the net number of

businesses increased by 25 and 7, respectively.
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TABLE 5
THE NUMBER OF BUSINESSES THAT OPENED AND CLOSED

IN THE ENTERPRISE ZONES
FOR DECEMBER 1986 AND DECEMBER 1987

Total Businesses

December December Business New Increase Percent

Zone 1986 1987 Closures Businesses (Decrease) Change
Agua Mansa 989 1,014 168 193 25 . 2.5
Calexico 276 283 50 57 7 2.5
Eureka 1,065 1,078 111 124 13 1.2
Fresno 2,181 2,145 335 299 (36) -1.7
LA-Central City 2,075 2,072 386 383 (3) -0.1
LA-Pacoima 238 239 46 47 1 0.4
Porterville 6 6 0 0 0 0.0
San Diego 1,163 1,181 188 206 18 1.5
San Jose 4,104 4,160 757 813 56 1.4
Yuba Sutter 925 __923 99 97 (2) -0.2
Total 13,022 13,101 2,140 2,219 » 79 0.6

As Table 5 also shows, the net number of businesses operating
in three of the ten zones decreased slightly between December 1986 and
December 1987. The greatest decline, both in absolute numbers as well
as percentages, occurred in the Fresno zone, where the number of

businesses decreased by 36 or 1.7 percent.
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ASSESSED VALUES FOR SAMPLE BUSINESSES
AND VALUES LISTED ON COMMERCIAL
BUILDING PERMITS HAVE INCREASED
IN MOST OF THE ENTERPRISE ZONES

To determine whether capital investment had increased in our
samples, we 1looked at assessed values for taxable property and the
values Tlisted on commercial building permits for construction and
renovation. For all businesses lTocated within their counties, county
assessors’ offices determine the value of all taxable property and
record the values on their secured or unsecured assessment rolls. The
secured roll contains all property that the county could secure with a
lien against the real estate if the owners failed to pay the property
taxes. The unsecured roll contains all property that the county could
not secure with a 1lien on the real estate, consisting largely of

business property owned by tenants.

Assessed values can increase for several different reasons,
including construction and renovation on a property and changes in
ownership. Also, assessed values can decrease from year to year for
several different reasons. For example, the value of fixtures can be
depreciated by the county assessor in accordance with schedules used
for tax purposes. In addition, property owners can sometimes have the
assessed value of their property lowered by appealing assessors’
decisions. Generally, when assessors determine that an assessed value

has increased or decreased, they record the new value on the
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supplemental assessment roll. For the businesses that we reviewed, we
obtained and combined data from all three of these rolls Tocated at the

county assessors’ offices.

As shown in Table 6, assessed values increased in eight of the
ten zones for our random sample of businesses that operated from
October 1986 through December 1987. Table 6 also shows that the
greatest absolute increase occurred in the San Jose zone where assessed
values increased by approximately $30.1 million or 9 percent. The
greatest  percentage increase, 17.5 percent, occurred in the
Los Angeles-Pacoima zone, where assessed values climbed by
approximately $9.9 million. Assessed values decreased in both the
Calexico and Yuba-Sutter zones, as Table 6 illustrates. For the random
samples in all ten zones, only $134,000 of the increases in assessed
values can be attributed to construction and renovation while a
significant amount of the remainder of the increases is attributable to

changes in ownership.

Since the adoption in 1978 of Article XIIIA of the
Constitution of the State of California, annual increases in assessed
values are Tlimited to a maximum of two percentage points each year.
Greater increases, reflecting the true value of property, are recorded
by assessors when a change in ownership or construction or renovation
occurs. Therefore, one cannot assume that the increases in assessed

values for our samples can be attributed to the 15-month period of our

review.
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TABLE 6

CHANGES IN ASSESSED VALUES FOR
SAMPLES OF ENTERPRISE ZONE BUSINESSES
OCTOBER 1986 THROUGH DECEMBER 1987

Total Assessed Value of Secured and Unsecured Accounts

October December Increase Percent

Zone 1986 1987 (Decrease) Change
AGUA MANSA ZONE
Random Sample (163) $ 45,116,117 $ 47,467,244 $ 2,351,127 5.2
Large Businesses (15) 202,596,429 196,749,926 (5,846,503) -2.9
CALEXICO ZONE
Random Sample (117) 27,141,888 26,722,007 (419,881) -1.5
EUREKA ZONE
Random Sample (175) 28,378,985 30,299,299 1,920,314 6.8
Large Businesses (20) 192,120,421 196,899, 465 4,779,044 2.5
FRESNO ZONE
Random Sample (151) 67,359,269 69,818,256 2,458,987 3.7
Large Businesses (31) 132,375,419 143,690,914 11,315,485 8.5
LA-CENTRAL CITY ZONE
Random Sample (156) 94,595,171 104,038,674 9,443,503 10.0
Large Businesses (20) 47,378,493 49,728,742 2,350,249 5.0
LA-PACOIMA ZONE
Random Sample (160) 56,349,796 66,222,743 9,872,947 17.5
Large Businesses (16) 47,982,521 46,324,789 (1,657,732) -3.5
PORTERVILLE ZONE
Random Sample (6) 13,204,911 14,924,426 1,718,515 13.0
SAN DIEGO ZONE
Random Sample (147) 56,255,328 56,355,396 100,068 0.2
Large Businesses (21) 306,183,581 300,355,225 (5,828,356) -1.9
SAN JOSE ZONE
Random Sample (140) 333,366,784 363,466,794 30,100,010 9.0
Large Businesses (23) 90,737,965 95,596,479 4,858,514 5.4
YUBA-SUTTER ZONE
Random Sample (155) 43,070,123 42,439,472 (630,651) -1.5
Large Businesses (17) 50,027,976 67,086,794 17,058,818 34.1

(The number of businesses in each sample is shown in parentheses.)
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As Table 6 also shows, assessed values increased in five of
eight zones for our samples of large businesses. Both the greatest
absolute increase 1in addition to the greatest percentage increase
occurred 1in the Yuba-Sutter zone, where assessed values increased by
approximately $17.1 million or 34.1 percent. Finally, as depicted in
Table 6, assessed values decreased in three of our samples of large
businesses. Both the greatest absolute decrease, approximately
$5.8 million, and the greatest percentage decrease, a decline of
2.9 percent, occurred in the Agua Mansa zone. For all eight samples of
large businesses, approximately only $1.7 million of the increase in

assessed values can be attributed to construction and renovation.

We could not obtain comparable countywide data for assessed
values, and therefore, we do not make any comparisons in this section

between the zones and the counties in which they are located.

People who wish to build new structures or renovate existing
structures in California generally must obtain permits from Tocal
government agencies, including city or county offices of public works
or building safety. When builders obtain permits from cities and
counties to build or refurbish structures, they generally Tist on the
permit the estimated value of the project. Therefore, an increase in
the number of commercial building permits and the values listed on the
permits can indicate an increase in economic activity. Conversely, a
decrease 1in the number of building permits and the values listed on the

permits can indicate a decrease in economic activity.
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As Table 7 illustrates, the estimated values Tlisted on
building permits increased in six of the nine zones for which data were
available for calendar years 1986 and 1987. The greatest absolute
increase 1in addition to the greatest percentage increase occurred in
the San Diego zone where these estimated values increased by

approximately $152.8 million or approximately 1,870 percent.

TABLE 7

CHANGES IN THE DOLLAR VALUES LISTED ON COMMERCIAL
BUILDING PERMITS ISSUED WITHIN ENTERPRISE ZONES
CALENDAR YEARS 1986 AND 1987

Increase Percent
Zone 1986 1987 (Decrease) Change

Agua Mansa $ 15,287,991* §$ 36,429,035 -- --
Calexico 1,438,176 692,858 §  (745,318) -51.8
Eureka 11,857,476 19,711,439 7,853,963 66.2
Fresno 14,077,619 14,974,071 896,452 6.4
LA-Central City 15,463,984 29,637,044 14,173,060 91.7
LA-Pacoima 7,888,581 16,712,901 8,824,320 111.9
Porterville 57,450 177,500 120,050 209.0
San Diego 8,171,366 160,935,950 152,764,584 1,869.5
San Jose 120,057,271 71,333,734 (48,723,537) -40.6
Yuba Sutter 11,753,094 3,733,215 (8,019,879) -68.2

* Agua Mansa 1986 data are for the last six months of 1986 only.
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As Table 7 also shows, the estimated values listed on building
permits decreased in three of the nine zones for which complete data
were available. The greatest absolute decrease, approximately
$48.7 million, occurred 1in the San Jose zone, where the values listed
on building permits fell by 40.6 percent; however, the San Jose zone
still had an estimated value of approximately $71.3 million in permits
for 1987, the second highest total of all ten zones. The greatest
percentage decrease, 68.2 percent, occurred in the Yuba-Sutter zone,
where the values 1listed on permits decreased by approximately
$8 million but still amounted to approximately $3.7 million in 1987.

Finally, Table 8 summarizes changes in the number of building permits

issued in each zone.
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TABLE 8

CHANGES IN THE NUMBER OF COMMERCIAL BUILDING PERMITS
ISSUED WITHIN ENTERPRISE ZONES
CALENDAR YEARS 1986 AND 1987

Increase Percent
Zone 1986 1987 (Decrease) Change
Agua Mansa 180* 280 -- --
Calexico 26 46 20 76.9
Eureka 602 643 41 6.8
Fresno 506 521 15 3.0
LA-Central City 150 162 12 8.0
LA-Pacoima 71 71 0 0.0
Porterville 4 4 0 0.0
San Diego 83 46 (37) -44.6
San Jose 285 278 (7) -2.5
Yuba Sutter 116 93 (23) -19.8

* Agua Mansa 1986 data are for the last six months of 1986 only.
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SALES TAX PAID HAS INCREASED
FOR SAMPLES OF BUSINESSES

With certain exceptions, including sales of food and medicine,
state law calls for retail sales in California to be subject to a sales
tax at the rate of 6 percent.2 Therefore, the amount of sales tax
paid by businesses located in the zones can be used as a measure of
retail sales activity. Further, increases or decreases in retail sales
activity from one year to another can indicate changes in economic

activity.

As Table 9 illustrates, in seven of our nine random samples of
businesses, more sales tax was paid in 1987 than in 1986. The greatest
absolute increase, approximately $45,000 or 5.1 percent, occurred in
the Fresno zone. The greatest percentage increase, 15.1 percent,
occurred in the San Diego zone, where businesses paid approximately
$23,000 more in sales tax. As Table 9 also shows, businesses in random
samples for the Agua Mansa zone and the San Jose zone paid less sales
tax in 1987 than they paid in 1986. The greater of these two decreases
occurred in the San Jose zone, where sales tax payments fell by

approximately $377,000 or 32.1 percent.

2LocaH_y approved sales tax measures can add to the 6 percent in
sales tax collected by the State Board of Equalization. Only three
zones had sales tax rates that exceeded 6 percent. In these cases, the
sales tax rate was either 6.5 or 7 percent. Of these three zones, only
Fresno experienced an increase during the period that we reviewed.
Fresno  County changed its sales tax rate to 6.5 percent on
July 1, 1987. We do not adjust for this change in our data during the
period that we reviewed.
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AGUA MANSA ZONE
Random Sample (36)
Large Businesses (5)
Riverside and

San Bernardino Counties

CALEXICO ZONE
Random Sample (21)
Imperial County

EUREKA ZONE

Random Sample (38)
Large Businesses (5)
Humbo1dt County

FRESNO ZONE

Random Sample (30)
Large Businesses (9)
Fresno County

LA-CENTRAL CITY ZONE
Random Sample (28)
Large Businesses*
Los Angeles County

LA-PACOIMA ZONE

Random Sample (36)
Large Businesses*
Los Angeles County

SAN DIEGO ZONE
Random Sample (22)
Large Businesses*
San Diego County

SAN JOSE ZONE
Random Sample (22)
Large Businesses*
Santa Clara County

YUBA-SUTTER ZONE
Random Sample (40)
Large Businesses*

Yuba and Sutter Counties

TABLE 9

DOLLAR CHANGES IN SALES TAX PAID BY
BUSINESSES FROM SAMPLES WITHIN THE ENTERPRISE ZONES

AND BUSINESSES WITHIN THE RESPECTIVE COUNTIES

OCTOBER 1985 THROUGH SEPTEMBER 1987

October 1985
Through

September 1986

$ 418,668
304,675

794,165,000

350,632
34,995,000

484,212
1,030,595
43,280,000

877,060
380,252
244,709,000

515,317
148,981
4,109,703,000

574,118
33,331
4,109,703,000

153,795
154,348
965,721,000

1,175,479
385,809
964,305,000

534,243
138,342
36,961,000

October 1986
Through

September 1987

$

405,677
365,679

889,688,000

356,384
36,502,000

500,124
1,022,456
45,957,000

921,792
410,728
261,680,000

529,525
139,781
4,354,610,000

588,407
55,686
4,354,610,000

176,949
163,621
1,053,874,000

798,278
508,629
1,019,565,000

544,617
151,213
37,961,000

(The number of businesses in each sample is shown in parentheses.)

Note:

*

Fewer than five businesses are in each of these groups.

Complete sales tax data for Porterville businesses are not available.

Increase

(Decrease)

$ (12,991)
61,004

95,523,000

5,752
1,507,000

15,912
(8,139)
2,677,000

44,732
30,476
16,971,000

14,208
(9,200)
244,907,000

14,289
22,355
244,907,000

23,154
9,273
88,253,000

(377,201)
122,820
55,260,000

10,374
12,871
1,000,000

Percent
Change

-3.
20.

12.

of these businesses remain confidential, we do not present the specific number of businesses.
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However, in eight of nine zones, Tless favorable rates of
change occurred 1in the amount of sales tax paid by businesses that we
sampled than occurred in the counties 1in which these zones are
located. As Chart 4 illustrates, the greatest disparity in favor of a
zone occurred in the San Diego zone, which experienced a 15.1 percent
increase, 6 percent more than San Diego County. The greatest disparity
in favor of a county occurred in Santa Clara, in which the San Jose
zone is located. Santa Clara County experienced a 5.7 percent increase

while the San Jose zone experienced a decrease of 32.1 percent.
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We also found that six of our eight groups of those large
businesses in the zones paid more sales tax in 1987 than they paid in
1986. Table 9 shows that the greatest absolute increase, approximately
$123,000 or 31.8 percent, occurred in the San Jose zone. The greatest
percentage increase, 67.1 percent, occurred in the Los Angeles-Pacoima
zone, where 1large businesses paid approximately $22,355 more in sales
tax in 1987 than they paid in 1986. Decreases for large businesses

occurred in both the Eureka and Los Angeles-Central City zones.

FEW BUSINESSES HAVE USED
THE BENEFITS AVAILABLE THROUGH
THE ENTERPRISE ZONE PROGRAM

As of December 1987, few businesses located in enterprise
zones had wused any of the benefits available to them, including tax
credits. The lack of use by businesses of the benefits available
through the enterprise zone program may indicate that some businesses
are not aware of the program, that the program has not been in effect
long enough for businesses to fully capitalize on the benefits, or that
some businesses filed their tax returns claiming these benefits after

December 1987.

In all ten zones, only 45 of the 13,101 businesses used any of
the tax benefits available through the program. Forty-two of the 45
businesses used either the hiring credits or sales tax credits. The
tax credits that the 42 businesses claimed will result in a total

expenditure for the State of approximately $368,000 in foregone taxes.
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However, the Franchise Tax Board estimated that only 38 percent of the
tax returns that it expects to process during 1988 were available for
our review by the time that we had completed our fieldwork; therefore,
it is possible that, during 1987, additional businesses used tax

benefits available through the enterprise zone program.

None of the businesses Tlocated in the Calexico zone used
either the hiring credits or the sales tax credits. As Chart 5
illustrates, businesses Tocated in the Eureka zone claimed the most
credits, worth approximately $118,000, and nearly one-third of the
total amount claimed in all tén zones. For all ten zones, $355,710
(97 percent) of the tax credits used were sales tax credits and only

$12,641 (3 percent) of the tax credits used were hiring credits.
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For eight zones, only 23 businesses (including 20 businesses
that claimed either the hiring credits or the sales tax credits)
claimed a total of approximately only $108,000 in accelerated business
expense deductions.3 Furthermore, none of the businesses located in
the Calexico or Porterville zones claimed this deduction. Chart 6

illustrates businesses’ use of this tax benefit.

3An  accelerated business expense deduction 1is an annual tax
deduction of up to $10,000 during the year of purchase for some types

of property rather than a depreciation of the value of the purchase
over a longer period of time.
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Similarly, few businesses have used any of the other statewide
benefits available through the enterprise zone program. The
department’s Office of Local Development received requests for loans
from only 17 businesses Tlocated in zones and made only five loans
totaling approximately $1.05 million by December 1987. In its
February 1988 report to the Legislature, the department states that
these Tloans provided assistance for development projects worth more
than  $9 million. The department has provided us with some

documentation to support this statement.

In no instance did any business located in an enterprise zone
use any of the other benefits provided for in the Enterprise Zone Act
during the period that we reviewed. For example, the president of the
State Assistance Fund for Energy, California Business and Industrial
Development Corporation has acknowledged that state Tlaw appears to
require his organization to give priority to businesses located in
zones; however, his organization has never received any requests for
loan funds from such businesses. Also, the executive director of the
California Industrial Development Financing Advisory Commission has
stated that the commission has not approved any applications from

businesses located in enterprise zones.

Training programs that are for unemployed individuals and that
are administered by the Employment Development Department and the State
Department of Education are also required to give priority to

individuals who vreside in zones. In November 1986, the Employment
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DeveTopment Department issued a directive to field staff informing them
that a business that hires individuals who participate in the Job
Training Partnership Act can claim these hirings as tax credits if the
business is Tlocated in a zone. In addition, 1in March 1987, the
department entered into an interagency agreement with the Chancellor’s
Office of California’s Community Colleges to cooperate in developing
services and programs related to job training. However, the California
Community Colleges could not document the amount of job training that

has been provided for residents of zones.

Further, because of technical inconsistencies in the
Government Code, the Department of General Services has not yet given
priority to businesses located in zones when awarding contracts for
goods and services needed by state agencies. As of May 1, 1988, the
LegisTature - was considering legislation (Assembly Bill 2785) that would

amend the Government Code and rectify this situation.

Moreover, when it awards grants, the Office of Criminal
Justice Planning is required to give priority to organizations that
will target their services for zones. While the Office of Criminal
Justice Planning has given "preference points" to organizations located
in zones, it had not awarded any grants to such organizations by the

end of our review period. However, since the end of our review, the
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Office of Criminal Justice Planning has awarded at least three grants

for a total of $180,000 to organizations located in three zones.?

Finally, businesses’ wuse of local benefits that are specific
to each zone have varied. These benefits are listed for each zone in
appendices B through K. While local zone managers have stated that
businesses have used many of these benefits, only some of these
instances of use could be documented. We could not document the use of

any local benefits in the Agua Mansa, Calexico, or Porterville zones.

SOME BUSINESSES HAVE MOVED TO OR
EXPANDED WITHIN ZONES BECAUSE OF THE PROGRAM

During our visits to each of the ten enterprise zones, we
requested the names of businesses that either moved to or expanded
within the zones because of the benefits that are available through the
program. A total of 57 businesses in all ten zones were identified.
We then conducted telephone interviews with the managers of 50 of the
businesses to confirm that their businesses had moved to or expanded
within a zone because of the program. (We were unable to contact the
remaining 7 of the 57 business managers.) Of the 50 business managers,

25 indicated that their businesses’ decisions to either move to or

%0ne of these grants was awarded to an organization that also
serves an economic incentive area. We have included this $40,000 grant
in our discussion of both programs.

-47-



expand within a zone were influenced by the benefits that are available
through the program. Table 10 summarizes the economic activity of

these 25 businesses for eight of the ten zones.

TABLE 10

SUMMARY OF ECONOMIC ACTIVITY FOR 25 BUSINESSES
THAT WERE INFLUENCED BY PROGRAM BENEFITS
TO EITHER MOVE TO OR EXPAND WITHIN
EIGHT OF THE TEN ENTERPRISE ZONES

Third Quarter 1986 October 1986 Calendar Year 1986
Through Through Through
Third Quarter 1987 December 1987 Calendar Year 1987

Increased Increased
Number of Assessed Sales Tax
Zone* New Employees Values Paid

Agua Mansa $ 27,769
Eureka 129 $ 683,179 783,595
Fresno 2 1,572,300
LA-Central City 16 411
LA-Pacoima
San Diego 2
San-Jose 7 207,559 7,439
Yuba Sutter 43 27,859

* The number of businesses in each zone for each category of economic
activity is no greater than six.
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The following photographs show different aspects of the enterprise zones.

=

Photo 1: Construction in the San Jose Enterprise Zone

Photo 2: Advertisement of Available Office Space Within the San Jose Enterprise
Zone
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Photo 3: Los Angeles-Central City Zone With Downtown Skyline in Background

Photo 4: Construction in the Agua Mansa Enterprise Zone
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CHAPTER I1

A REVIEW OF ECONOMIC ACTIVITY IN THE
EMPLOYMENT AND ECONOMIC INCENTIVE AREAS

During our review period, some aspects of economic activity
have improved for the 33 certified businesses 1in Bakersfield,
Sacramento, and Los Angeles-Watts, the three employment and economic
incentive areas that the Department of Commerce (department) designated
in October 1986. However, several different factors, including changes
in the general economy and the efforts of redevelopment agencies, may
have also contributed to these changes in economic activity. Moreover,
the data 1in this chapter are affected by numerous Timitations that are
discussed 1in the Introduction and Appendix A. Because of these
limitations, we did not make statistical projections from the certified
businesses to the incentive areas in which they are Tocated.
Furthermore, because the employment and economic incentive program is
so new, our vreview period was limited to approximately one year.
Because of this short review period, we could not draw conclusions as

to whether the program has contributed to the improvements.

For the certified businesses in two of the three incentive
areas, the number of people employed has increased, and changes in the
public assistance caseload have been more favorable in some of the
incentive areas than they have been in the counties in which the
incentive areas are located. In addition, the total number of
businesses operating in the incentive areas has increased slightly, and
both assessed values and values represented on commercial building
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permits in the incentive areas have also increased. Further, sales tax
paid has also increased in two of the incentive areas. However,
relatively few businesses have used any of the state benefits available
through the program, and only two businesses indicated that they moved

to or expanded within these incentive areas because of the program.

EMPLOYMENT HAS INCREASED FOR CERTIFIED
BUSINESSES IN TWO OF THREE INCENTIVE AREAS

By comparing the average number of people employed in the
three months that comprise the third quarter of 1986 with the same type
of data for the third quarter of 1987, we found that the number of
people employed by certified businesses increased in two of the three
incentive areas that we vreviewed. As Table 11 shows, the greatest
absolute increase in addition to the greatest percentage increase
occurred in the Sacramento incentive area, where 55 (13.4 percent)

additional people were employed.
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TABLE 11

CHANGES IN NUMBER OF EMPLOYEES
FOR SAMPLES OF INCENTIVE AREA BUSINESSES
AND THE RESPECTIVE COUNTIES
THIRD QUARTER 1986 COMPARED WITH THIRD QUARTER 1987

Third Third
Quarter Quarter Increase Percent
1986 1987 (Decrease) Change

BAKERSFIELD INCENTIVE AREA
Certified Businesses (5) 66 73 7 10.6
Kern County 210,200 206,700 (3,500) -1.7
LA-WATTS INCENTIVE AREA
Random Sample (58) 919 912 (7) -0.8
Large Businesses (37) 2,750 2,595 (155) -5.6
Certified Businesses (6) 179 160 (19) -10.6
Los Angeles County 3,823,667 3,993,000 169,333 4.4
SACRAMENTO INCENTIVE AREA
Certified Businesses (15) 411 466 55 13.4
Sacramento County 436,133 459,733 23,600 5.4

(The number of businesses in each sample is shown in parentheses.)

Furthermore, as Chart 7 shows, the groups of certified
businesses in both the Bakersfield and Sacramento incentive areas
experienced greater increases in employment than the counties in which

the incentive areas are located.
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During the same period, 19 fewer people worked for certified
businesses in the Los Angeles-Watts incentive area, a decrease of
10.6 percent. In addition, 155 fewer people were employed at the end
of our review period for those businesses that employ the most people
in the Los Angeles-Watts incentive area. This decrease represents a
decline of 5.6 percent. Further, total employment decreased by 0.8
percent in our random sample of businesses in the Los Angeles-Watts
incentive area since these businesses employed 7 fewer people in the

third quarter of 1987 than they did one year earlier.

Finally, we reviewed the applications for certification that
41 businesses Tlocated 1in the three incentive areas submitted to the
department.  These applications indicate that these businesses employ a
total of 388 individuals from high density unemployment areas (HDUAs)
in all three incentive areas.> O0f these employees, 181 were hired
after the three incentive areas were designated on October 15, 1986.

Table 12 summarizes this information.

SAn HDUA is an area in which the number of unemployed and
impoverished people exceeds specific thresholds established by the
Government Code, Section 7082.
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TABLE 12

THE NUMBER OF INDIVIDUALS FROM HDUAs
WHOM BUSINESSES EMPLOYED BOTH BEFORE AND AFTER
DESIGNATION OF THE INCENTIVE AREAS

Employed Employed
Number of Before After Total
Incentive Area Businesses Designation Designation Employed
BAKERSFIELD
Certified
Businesses 8 15 23 38
Applications Denied 1 0 2 2
LA-WATTS
Certified
Businesses 16 122 125 247
Applications Denied 2 15 10 25
SACRAMENTO
Certified
Businesses 9 21
Applications Denied 5 45 _0 _45
Total 41 207 181 388

Note: A1l applications for certification were submitted to the

department between October 15, 1986, and December 31, 1987.

applications from which we took our figures generally 1i

for certification are denied can reapply for certification.
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30 percent of its workers from an HDUA and generally Tlists only
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CHANGES IN PUBLIC ASSISTANCE CASELOADS
HAVE GENERALLY BEEN MORE FAVORABLE IN THE
INCENTIVE AREAS THAN IN THE RESPECTIVE COUNTIES

Generally, either fewer people were added to or more people
were removed from public assistance caseloads 1in the HDUAs for the
three 1incentive areas than were added to the caseloads for the counties
as a whole. As Table 13 illustrates, from December 1986 through
December 1987, only one of the three HDUAs showed a decrease in the
number of vrecipients of Aid to Families With Dependent Children
(AFDC). Specifically, the number of AFDC recipients in the HDUA for
the Los Angeles-Watts incentive area decreased by 5.7 percent, or 7,594
people; however, the number of AFDC recipients in Los Angeles County
decreased by only 4.5 percent, or 26,604 people. Further, as Chart 8
shows, for the other two HDUAs, the rate of growth for the AFDC
caseload was less than it was in the counties in which these incentive
areas are located. For example, while the number of AFDC recipients in
the HDUA for the Bakersfield incentive area increased by 10.2 percent,
or 1,773 additional people, the number of AFDC recipients in Kern
County, in which Bakersfield is located, increased by 10.9 percent, or

3,865 additional people.
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Table 13 summarizes the absolute changes in the number of AFDC

recipients in the HDUAs for the three incentive areas and the counties

in which these incentive areas are located.

TABLE 13

CHANGES IN THE NUMBER OF AFDC RECIPIENTS IN
HDUAs AND THE RESPECTIVE COUNTIES
DECEMBER 1986 THROUGH DECEMBER 1987

December December
1986 1987

BAKERSFIELD HDUA 17,437 19,210
Kern County 35,463 39,328
LA-WATTS HDUA 132,966 125,372
Los Angeles County 586,965 560,361
SACRAMENTO HDUA 40,159 40,694
Sacramento County 94,550 96,478

Increase

(Decrease)

1,773
3,865

(7,594)
(26,604)

535
1,928

Percent
Change

10.2
10.9

o
o e
ol

N =
o w

As Table 14 illustrates, fewer individuals received general

assistance in both the HDUAs of the Bakersfield and Los Angeles-Watts

incentive areas at the end of our review period than received general

assistance at the start.
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TABLE 14

CHANGES IN THE NUMBER OF GENERAL ASSISTANCE
RECIPIENTS IN THE HDUAs AND
THE RESPECTIVE COUNTIES
OCTOBER 1986 THROUGH DECEMBER 1987

October December Increase Percent

1986 1987 (Decrease) Change
BAKERSFIELD HDUA 261 162 (99) -37.9
Kern County 494 286 (208) -42.1
LA-WATTS HDUA* 11,594 11,469 (125) -1.1
Los Angeles County 39,419 39,963 544 1.4
SACRAMENTO HDUA** 2,352 3,220 868 36.9
Sacramento County 3,699 4,752 1,053 28.5

* Los Angeles-Watts data are for October 1987 and January 1988.

** Sacramento data are for October 1986 and January 1988.-

Moreover, as Chart 9 depicts, the HDUA for the
Los Angeles-Watts incentive area experienced a more favorable rate of
change in its general assistance caseloads than Los Angeles County. In
contrast, the HDUA for the Sacramento incentive area experienced a
greater rate of increase in its general assistance caseload than
Sacramento County. Finally, while the HDUA for the Bakersfield
incentive area experienced a decrease in its general assistance

caseload, this decrease was smaller than the decrease in Kern County.
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THE NUMBER OF BUSINESSES OPERATING
IN THE THREE INCENTIVE AREAS INCREASED SLIGHTLY

To determine the number of businesses operating in the three
incentive areas, we estimated the total number of businesses operating
within the incentive area boundaries, including businesses that are not
certified. Between December 1986 and December 1987, the number of
businesses opening in the three incentive areas was slightly greater
than the number of businesses closing or Tleaving. For all three
incentive areas, the total number of businesses increased from 2,277 at
the start of our review period to 2,295 at the end of the review
period, a net increase of 0.8 percent or 18 additional businesses. In
calculating the net increase of 18 businesses, we took into account 340
businesses that either moved away from the incentive areas or went out
of business and 358 businesses that opened during the period that we

reviewed.

As Table 15 shows, including businesses that were not
certified, the number of businesses operating in the Sacramento and
Bakersfield incentive areas decreased slightly during the period that
we reviewed. Only the Los Angeles-Watts incentive area experienced a

net increase in the number of businesses operating.
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TABLE 15

THE NUMBER OF BUSINESSES THAT OPENED AND CLOSED
IN INCENTIVE AREAS
BETWEEN DECEMBER 1986 AND DECEMBER 1987

December December Business New Increase Percent

Incentive Area 1986 1987 Closures Businesses (Decrease) Change
Bakersfield 592 584 78 70 (8) -1.4
LA-Watts 1,421 1,450 202 231 29 2.0
Sacramento __ 264 __261 _60 _57 3) -1.1
Total 2,277 2,295 340 358 18 0.8

CAPITAL INVESTMENT HAS INCREASED
IN ALL THREE INCENTIVE AREAS

Both the assessed values and building permits data that we
obtained for the three incentive areas indicate that capital investment
has increased in these areas between October 1986 and December 1987.
Table 16 summarizes the absolute changes in assessed values for
certified businesses in the three incentive areas. The greatest
absolute increase in assessed values occurred in the Sacramento
incentive area, where assessed values increased by approximately
$192,000, or 4.0 percent, for nine certified businesses. Six certified
businesses in the Bakersfield incentive area experienced the greatest
percentage gain in assessed values, with a 4.8 percent increase, or

approximately $121,000, in assessed values.
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TABLE 16

CHANGES IN ASSESSED VALUES FOR CERTIFIED BUSINESSES
AND SAMPLES OF BUSINESSES IN INCENTIVE AREAS
OCTOBER 1986 THROUGH DECEMBER 1987

October December Increase Percent
Incentive Area 1986 1987 (Decrease) Change
BAKERSFIELD
Certified Businesses
(6) $ 2,527,757 $ 2,648,710 $ 120,953 4.8
LA-WATTS
Random Sample (152) 21,511,009 22,377,156 866,147 4.0
Large Businesses
(52) 32,543,258 35,101,632 2,558,374 7.9
Certified Businesses
(15) 3,444,080 3,504,280 60,200 1.7
SACRAMENTO
Certified Businesses
(9) 4,815,575 5,007,532 191,957 4.0

(The number of businesses in each sample is shown in parentheses).

For the certified businesses in all three incentive areas,
none of the increases 1in assessed values can be attributed to
construction and renovation. However, some of the increases are

attributable to changes in ownership.

Since the adoption of Article XIIIA of the Constitution of the
State of California in 1978, annual increases in assessed values are
limited to a maximum of two percentage points each year. Greater

increases, reflecting the true value of property, are recorded by
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assessors when a change in ownership or construction or renovation
occurs. Therefore, one cannot assume that the increases in assessed
values for certified and sample businesses can be attributed to the

15-month period of our review.

We could not obtain comparable countywide data for assessed
values, and therefore, we do not make any comparisons in this section

between the incentive areas and the counties in which they are located.

An dincrease in the number of commercial building permits and
the values 1listed on the permits can indicate an increase in economic
activity. Conversely, a decrease in the number of building permits and
the values 1listed on the permits can indicate a decrease in economic
activity. As tables 17 and 18 illustrate, the Sacramento incentive
area and the Los Angeles-Watts incentive area experienced increases in
both the number of building permits issued and also the total values
listed on the permits. We were unable to obtain comparable information
for the Bakersfield incentive area because complete data concerning

building permits for 1986 are no longer available.
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TABLE 17

INCREASES IN THE DOLLAR VALUES LISTED ON COMMERCIAL
BUILDING PERMITS ISSUED WITHIN INCENTIVE AREAS

Incentive Area
Bakersfield
LA-Watts
Sacramento
* Bakersfield
Bakersfield

and percent

** Bakersfield
Bakersfield

Incentive Area

Bakersfield

LA-Watts

Sacramento

* Bakersfield
Bakersfield

and percent

** Bakersfield
Bakersfield

CALENDAR YEARS 1986 AND 1987

Percent
1986 1987 Increase Change
$ 1,646,286* $ 6,930,972%* -- --
1,653,853 3,067,935 $1,414,082 85.5
12,404,716 14,754,227 2,349,511 18.9

1986 data are for permits issued within the city of
only: Bakersfield data are excluded from our increase
change columns.

1987 data are for permits dissued within the city of
and Kern County.

TABLE 18

INCREASES IN THE NUMBER OF BUILDING PERMITS
ISSUED WITHIN INCENTIVE AREAS
CALENDAR YEARS 1986 AND 1987

Percent
1986 1987 Increase Change
88* 67** -- --
38 39 1 5.3
95 104 9 9.5

1986 data are for permits issued within the city of
only: Bakersfield data are excluded from our increase
change columns.

1987 data are for permits issued within both the city of
and Kern County.
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We also obtained assessed values for both a random sample of
businesses and a sample of the businesses that employ the most people
in the Los Angeles-Watts incentive area. The assessed values for our
random sample increased by $866,000 or 4.0 percent. The assessed
values for our sample of large businesses increased by $2.56 million or
7.9 percent. None of the increases in assessed values for either of

these samples can be attributed to construction and renovation.

SALES TAX PAYMENTS HAVE
INCREASED IN TWO OF THREE AREAS

We could find sales tax data for only 8 of the 33 certified
businesses in the three incentive areas.® Table 19 compares the
amount of sales tax these businesses paid from October 1985 through
September 1986 with the period from October 1986 through September 1987
and shows that certified businesses in Bakersfield paid $9,456 or
10.3 percent more in sales tax. Certified businesses in the Sacramento
incentive area paid $846 or 18.7 percent more in sales tax. However,
certified businesses in the Los Angeles-Watts incentive area paid

$1,017 or 4.3 percent less in sales tax.

6Locaﬂy approved sales tax measures can add to the 6 percent in
sales tax collected by the State Board of Equalization. Only one
incentive area, Los Angeles-Watts, with a sales tax rate of
6.5 percent, had a sales tax rate that exceeded 6 percent. This

increase, adopted 1in 1982, was in effect during the entire period of
our review.
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TABLE 19

DOLLAR CHANGES IN SALES TAX PAID
BY EIGHT CERTIFIED BUSINESSES IN INCENTIVE AREAS
AND BUSINESSES WITHIN THE RESPECTIVE COUNTIES
OCTOBER 1985 THROUGH SEPTEMBER 1987

October 1985
Through
September 1986

BAKERSFIELD INCENTIVE AREA

Certified Businesses* $ 91,718
Kern County 225,278,000
SACRAMENTO INCENTIVE AREA

Certified Businesses* 4,527
Sacramento County 449,465,000
LA-WATTS INCENTIVE AREA

Certified Businesses* 23,714

Los Angeles County 4,109,703, 000

* Fewer than five businesses are in each of these groups.

October 1986

Through Increase Percent
September 1987 (Decrease) Change
$ 101,174 $ 9,456 10.3

218,817,000 (6,461,000) -2.9

5,373 846 18.7
478,402,000 28,937,000 6.4
22,697 (1,017) -4.3
4,354,610,000 244,907,000 6.0

Therefore, to ensure that the identities of

these businesses remain confidential, we do not present the specific number of businesses.

As Chart 10

Bakersfield and Sacramento

change occurred in the

incentive

illustrates, for the certified businesses in the

areas, a more favorable rate of

amount of sales tax paid than occurred in the

counties in which these incentive areas are located.
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We also obtained sales tax data for both a random sample of
businesses and a sample of those businesses that employ the most people
in the Los Angeles-Watts incentive area. Businesses in the random
sample paid $121,000 or 23.2 percent more in sales tax in 1987 than
they paid in 1986. The sample of large businesses, however, paid

$386,000 or 10.6 percent less sales tax in 1987 than they paid in 1986.

FEW BUSINESSES HAVE USED THE
BENEFITS AVAILABLE THROUGH THE
EMPLOYMENT AND ECONOMIC INCENTIVE PROGRAM

As of December 1987, few businesses located in the incentive
areas had used any of the benefits available to them, including tax
credits. The lack of use by businesses of the benefits available
through the employment and economic incentive program may indicate
that some businesses are not aware of the program or that the program
has not been in effect long enough for businesses to fully capitalize

on the benefits.

None of the 33 certified businesses used any of the tax
credits or deductions available through the program. However, the
Franchise Tax Board estimated that only 38 percent of the tax returns
that it expects to process during 1988 were available for our review by
the completion of our fieldwork; therefore, it is possible that some
businesses claimed tax credits available through the program during

1987.
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Similarly, few businesses used any of the other statewide
benefits available through the program. By December 1987, the
department’s Office of Local Development had received only one request
for a loan from a business Tlocated in an incentive area. The
department Tloaned this business $70,000. In its February 1988 report
to the Legislature, the department stated that this loan provided
assistance for a project worth $140,000. The department has provided

us with some documentation to support this statement.

In no instance did any business located in an incentive area
use any of the other benefits provided for in the Employment and
Economic Incentive Act. For example, the president of the State
Assistance Fund for Energy, California Business and Industrial
Development Corporation has acknowledged that state Taw appears to
require his organization to give high priority to businesses located in
incentive areas; however, his organization has never vreceived any
requests for Tloan funds from such businesses. Also, the executive
director of the California Industrial Development Financing Advisory
Commission has stated that the commission has not approved any

applications for assistance from businesses located in incentive areas.

Training programs that are for unemployed individuals and that
are administered by the Employment Development Department and the State
Department of Education are also required to give priority to
individuals who reside in HDUAs. In November 1986, the Employment

Development Department issued a directive to field staff informing them
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that certified businesses that hire unemployed individuals who are
residents of HDUAs can claim these hirings as tax credits. In
addition, in March 1987, the department entered into an interagency
agreement with the Chancellor’s Office of California’s Community
Colleges to cooperate in developing services and programs related to
job training. However, the dean of Employment Training at the
California Community Colleges indicated that it is too early to provide
any information on the amount of job training that has been provided

for residents of incentive areas.

Further, according to the staff counsel for the Department of
General Services, because of technical inconsistencies in the
Government Code, the Department of General Services has not yet given
priority to certified businesses 1located in incentive areas when
awarding contracts for goods and services needed by state agencies. As
of May 1, 1988, the Legislature was considering legislation (Assembly
Bi11 2785) that would amend the Government Code and rectify this

situation.

Moreover, when it awards grants, the Office of Criminal
Justice Planning 1is also required to give priority to applicant
organizations that will target their services for incentive areas.
While the Office of Criminal Justice Planning has given preference
points to organizations Tlocated in these incentive areas, it had not

awarded any grants to such organizations during the period that we
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reviewed. However, the Office of Criminal Justice Planning has awarded
at least two grants for a total of $139,000 to organizations located in

two incentive areas since the end of our review.7

Finally, businesses’ use of local benefits that are particular
to each incentive area have varied. These benefits are listed for each
incentive area in appendices L through N. While local area managers
have stated that businesses have used many of these benefits, we could

document only some of their claims.

SOME BUSINESSES HAVE MOVED TO OR EXPANDED
WITHIN INCENTIVE AREAS BECAUSE OF THE PROGRAM

During our visits to the three incentive areas that we
reviewed, we requested the names of businesses that either moved to or
expanded within the incentive area because of the benefits that are
available through the program. Seven such businesses were identified
for the Los Angeles-Watts incentive area. We then conducted telephone
interviews with the managers of the seven businesses to confirm that
their businesses had moved to or expanded within the incentive area
because of the program. Only two of these business managers indicated
that their businesses’ decisions to either move to or expand within an

incentive area were influenced by the benefits that are available

Tone of these grants was awarded to an organization that also
serves an enterprise zone. We have included this $40,000 grant in our
discussion of both programs.

-73<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>