RETURN ON INVESTMENT OVERVIEW
AND ITEP CASE STUDY

LOUISIANA
ECONOMIC
DEVELOPMENT APRIL 2018




OVERVIEW

= Fiscal decisions can be evaluated using various models that help predict overall impact
based on projected investment and revenue values.

= |tis important to differentiate between the Return on Investment (ROI) model, which uses
a percentage to denote impact, while the Cost-Benefit model strictly evaluates the gains
per dollar spent.

= The Hunt Forest Products project announced in LaSalle Parish is a real-world example
demonstrating the Cost-Benefit analysis that can be used to determine the fiscal impact of
ITEP-eligible projects.
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RETURN ON INVESTMENT AND COST-BENEFIT ANALYSES ARE
METHODS TO MEASURE THE POTENTIAL FISCAL IMPACT OF A

PROJECT

Return on investment (ROI) and cost-benefit are two ways to measure the attractiveness of an investment and
whether the investment will demonstrate a positive fiscal impact. They are almost identical calculations; ROI
shows a percent change based on returns, and cost-benefit shows a gain (or loss) for every dollar spent.

Return on Investment (ROI)

Cost-Benefit Analysis

Definition Return on investment is a performance measure
used to evaluate the efficiency of an investment
or compare the efficiency of a number of different
investments

Cost-benefit analysis is a systematic process for
calculating and comparing the benefits and costs,
at present, that help to determine whether a
course of action is positively or negatively feasible

Formula (Gains from investment — cost of investment) /
Cost of investment

(Gains from investment) / Cost of investment

Total gains = $1,200

$1,200/$1,000 = $1.2

Inputs Investment (cost) = $1,000
Example Formula ($1,200 - $1,000) / $1,000 = 0.2
Result 0.2 or 20% return on initial
investment

$1.20 benefit for every $1 spent

When considering the potential return, it is important to consider all potential costs and

gains associated with the project.
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A COST-BENEFIT ANALYSIS SHOULD INCLUDE ALL LOCAL
REVENUE SOURCES AS A RESULT OF THE PROJECT, NOT JUST
PROPERTY TAXES

|  Cost-Benefitwith ITEP |

N s

COST

All benefits used in the
assessment of ITEP-
eligible projects are only

at the local level. Positive
impacts to the state are

not considered.

Revenue from exempted
$ property tax

To fully evaluate the cost-benefit of a project, all of the costs and benefits must be considered.
For ITEP, some make the mistake of only including property taxes paid as a benefit, but the

graphic above illustrates there are many other benefits to local governments that must be
considered.
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HUNT FOREST PRODUCTS WAS A PROJECT ANNOUNCED IN
LASALLE PARISH THAT WILL SERVE AS A CASE STUDY FOR
COST-BENEFIT ANALYSIS OF ITEP PROJECTS

Hunt Forest Products will produce
significant economic impact

110 direct jobs
307 indirect jobs
150 construction jobs

$4,940,000 in payroll

$115,000,000 in capex
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HUNT FOREST PRODUCTS WILL GENERATE ABOUT $47MM
DOLLARS IN REVENUE FOR LASALLE PARISH OVER THE

NEXT 30 YEARS

The Hunt Forest Products project was announced in late February and is expected to receive ITEP. They
announced plans to build a state-of-the-art lumber mill in Urania, a LaSalle Parish community.

Company Investment

Annual Payroll $4,940,000

CAPEX $115,000,000

Local Revenue Foregone

Property taxes years 1-8* $16,443,949

*at a rate of 100% for the first five years and 80% for the renewal
period of three years

Revenue generated over 30 years

Taxes generated over 30 $43,656,859
years**

**amount of taxes reflects local sales taxes and property tax
collections during and after ITEP years. Revenue does not include
any inventory taxes that locals would receive from the project

Cost-Benefit Analysis == —_—
$$$

COST

$43,656,859 _ $2.65
$16,443,949 — $1.00

Based on the cost-benefit analysis of the Hunt
Forest Products project, for every $1.00 of local

revenue foregone, the community will gain
approximately $2.65.
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IT CANNOT BE ASSUMED THAT PROJECT ACTIVITY WOULD
REMAIN THE SAME IF ITEP BENEFITS ARE REMOVED OR
DRASTICALLY REDUCED

= Some organizations believe that the opportunity cost of ITEP is not being taken into account,
and that if locals deny ITEP contracts, there will be more money for schools, local
government, etc.

= This belief assumes that without the ITEP program, just as many projects would
continue to relocate and expand in the State. Or in other words, the State can eliminate
or drastically reduce the ‘investment’ (foregone revenue in the case of ITEP) but still
reap the same revenue.

= A similar example would be if Apple eliminated all R&D and marketing for their
IPhones, thereby reducing their ‘investment’. It is hard to believe that their revenues
would stay the same as a result of this action. The same is true of ITEP. We can not
assume that locals will receive the same amount of revenue if they drastically reduce
or eliminate ITEP investment.

= |n fact, without ITEP, Louisiana’s tax burden for capital-intensive manufacturing would be
ranked approximately 44t in the Tax Foundation’s ‘Location Matters’ report. This would
mean that manufacturers would bear a very heavy tax burden in Louisiana, making
them less likely to make investments in the State.

= The true “opportunity cost” of ITEP is risking all the benefits locals could gain that would not
exist without the projects.
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STATE AND LOCAL OFFICIALS MUST TAKE INTO ACCOUNT
THE RISK ASSOCIATED WITH DRASTICALLY REDUCING ITEP

Foregone ITEP revenue vs. estimated overall revenue for the Hunt Forest Products project

It is important to consider how much long-term revenue can be collected from a
manufacturing project. In most cases, it is not worth risking the long-term revenue gains
in an attempt to forego less revenue losses in the short-term.
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CONTACT

Don Pierson
Secretary
Louisiana Economic Development

225-342-3000

OpportunityLouisiana.com

@LEDLouisiana
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