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Background

• Numerous studies warn tax 
incentives are often 
unnecessary or ineffective……

• Yet, the use of tax incentives 
remains widespread - even 
escalating



Background

Should Communities Even Use Tax Incentives?

Yes, but…
• Communities should employ incentives that:

• apply the most leverage for promoting growth
• avoid needlessly eroding the tax base

• The Goal: policies and tactics that balance job 
and income growth with fiscal integrity and 
performance



Tax Incentive Program Core Practices

• Communities with clear incentive policies 
are:
– less likely to use incentives in 

situations where they are not 
necessary

– overextend in the heat of a 
competition 

• Reliance on Property Tax drive of Boston’s  incentive 
policy:
– New development is expected to proceed without 

incentives and pay full taxes.
– Tax incentives are used an exception basis

Establish Clear Guidelines



Tax Incentive Core Practices

Boston considers incentives to…..
• attract a key industry or company that will 

yield significant gains in employment 
• stimulate economic development in a 

strategic location
• assist a project with unique 

economic or construction 
challenges



Tax Incentive Core Practices

Calculate the Full Tax Amount

Sharing the full tax calculation:
– allows community to demonstrate 

that it’s competitive or a project is 
feasible without an incentive

– demystifies the assessment process -
makes taxes a more certain, predictable 
cost    

– establishes a benchmark for determining 
incentive cost  



Tax Incentive Core Practices

Require Detailed Financial Disclosure
• Pro forma – project cost, 

revenue and expenses, and 
expected returns

• Rule of thumb: developer 
should provide same 
information as bank or 
investor

• Accurate financials ensures 
an incentive will only provide 
the level of assistance 
required



Tax Incentive Core Practices

Incentives Must Generate Returns for the Community

• Incentive programs should lead to 
measurable economic outcomes –
usually new jobs

• Reporting and auditing provisions are 
critical enforcement tools

• Clawbacks recoup all or a portion of 
the incentive if actual performance 
falls short of promised levels

• Pay for Performance model, where 
incentive is annually sized based on 
firm’s performance, is even better

Jobs Incentive
1,000 1,000,000

900 900,000
800 800,000
700 700,000
600 600,000
500 500,000

< 500 None

Pay for Performance



Tax Incentive Core Practices
Consider Providing Infrastructure Instead
• Infrastructure costs are more known – both in terms 

of direct costs and debt service requirements 
• Infrastructure investments may benefit several 

development projects or firms

• Providing infrastructure is a 
more traditional, familiar role 
for government

• New infrastructure benefits 
community even if the 
subsidized business 
relocates or goes out of 
business



Tax Incentive Core Practices

Governments should work cooperatively 
on regional economic issues
• Tax incentives that lure companies across borders 

erode local tax bases without producing regional 
economic benefits

• Neighboring communities should work 
cooperatively to benefit the region

• Coordination between state and local 
governments on incentives is also 
important



Fan Pier Case Study
The Fan Pier - prime, waterfront real estate in 
the heart of Boston’s Seaport District

• 15 acres of vacant 
land and surface 
parking lots

• Underutilized for 
decades

• Several 
developers tried 
and failed 



Fan Pier Case Study
Incentive Tools to Stimulate Development

• Boston partnered with Fan Pier’s owner and state 
government to use a new infrastructure program – I 
Cubed – to provide $37.8M in streets, sidewalks, 
seawalls, sewers, etc.

• Vertex Pharmaceuticals committed to bring over 
1,700 employees to the site in two buildings 
containing 1.1M sqft.
• The state offered Vertex $10M tax credits 
• Boston offered a $12M property tax incentive

• Incentives reduced Vertex’s occupancy costs to a 
level more competitive with its alternatives



Fan Pier Case Study
Fan Pier emerged as the signature mixed-use 
development in the Seaport

• thousands of new jobs, residents, and businesses
• project served as a catalyst that led to the surge of 

development occurring in the broader Seaport district 
• $1.5 B of development  

under construction 
• $850 M is scheduled 

to break ground soon
• Additional 

development has 
occurred without 
incentives



Fan Pier Case Study
Return on the Vertex Investment

• Over 1,700 hundred employees to the area 
• Demonstrated the district’s potential as a location 

for companies in the innovation economy
• Accelerated the pace of development for the area
• The city’s TIF investment of $12M yielded $55M in 

new taxes over the 7 year term of the tax agreement 
from the Vertex property

• The related development wave resulted in a $96.7 
million annual increase in property taxes – and 
growing – from the Seaport



Fan Pier Case Study

Time to Reflect…

• Would the Seaport have developed without the infrastructure 
investment and tax incentives? 

• Given the potential of the site, would it have been wise to do 
nothing and risk that this wave of development would be 
delayed or, even worse, produce an inferior results?



Thank you!
Ron Rakow, Fellow
Lincoln Institute of Land Policy
rrakow@lincolninst.edu
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