Minutes

ECONOMIC DEVELOPMENT BOARD

Grove Park Inn

Asheville, North Carolina

August 20-21, 2003


On Wednesday, Board members met at the Grove Park Inn and boarded a bus for Cherokee.  At Cherokee, members met with employees of Harrah’s Cherokee Casino, Patrick Dennehy and Joyce Dugan, for a presentation regarding the economic impact of the Casino in the area.  

On Wednesday evening a reception and dinner was held at the Grove Park Inn and was sponsored by AdvantageWest and the Asheville Area Chamber of Commerce.


The Economic Development Board met in Asheville in the Vanderbilt Wing of the Grove Park Inn on Thursday, August 21, 2003.  Following the Executive Committee meeting, Chairman Robert Stolz called the full Board meeting to order at 8:45 a.m.


He welcomed members and guests to Asheville and thanked members Gordon Myers and Dale Carroll for hosting the meeting in their area.


The Honorable Gary S. Cash, District Court Judge from Asheville, administered the Oath of Office to Richard Wiley, President of NCEDA.  Mr. Wiley replaces outgoing NCEDA President, Dale Carroll.


Chairman Stolz explained that the format of the meeting would be general discussion about North Carolina’s economy, with information provided by the Commerce Department and the Governor’s office.


Secretary of Commerce Jim Fain also thanked AdvantageWest and the Asheville Area Chamber of Commerce for the outstanding reception and dinner on Wednesday evening.


Secretary Fain reviewed the events of the past few months and stated that although employment is below par, the Department of Commerce report is encouraging.  

· Commerce is seeing more project activity of a higher quality to indicate that North Carolina is recognized around the world as a very attractive place to do business in the new economy.  He said that the projects are very competitive and have a good chance of success. 

· The Golden Leaf Foundation just made a $60 million grant to support a comprehensive biotechnology training system.

He asked Ed Feser to take a look at the factors that have been driving our economy over the last two or three years.  

Dr. Feser said that the state had enjoyed extraordinarily good years through the 90’s because of rapid population and employment growth with manufacturing holding steady.  He said that North Carolina was severely impacted by the recession because we had above average concentration of IT and electronics related activity, which were the first sectors hit by the recession.  Then, manufacturing began to slow resulting in the loss of employment in other sectors that were linked, which are generally fairly recession proof.  He said that other factors, over which we had no control, but contributed to the recession, were:

· the stock market crash

· collapse of IT spending 

· September 11 attacks

· the SARS outbreak

· Afghanistan and Iraq wars

Dr. Feser said that during the recession, in 2001, the gross state product declined by 1.4 percent and the unemployment rate escalated significantly.  He further stated that, although we continue to lose jobs in textiles, apparel and furniture, projections are fairly positive in the areas of personal income and job growth.  In addition, he said that there is a major structural shift from labor-intensive, low cost production to higher value, non-routine economic activities and the important points to focus on are immediately training displaced workers and not lose sight of long-run development strategies centered on education and innovation/technology.  He said that a lesson in globalization is that only high skilled, non-routine, creative, command/control type jobs/occupations have a secure future in advanced industrialized countries.


Secretary Fain introduced Dan Gerlach, Senior Fiscal Advisor to the Governor, to present to the Board his thoughts on where we go from here and what the Governor wants us to do.


Dan Gerlach conveyed the Governor’s appreciation for the Board’s hard work with the Strategic Plan and for the Board’s concern about the immediate needs of North Carolina’s economy.  He said that since Governor Easley took office ----

· On Day 8 of his Administration, he declared a state of emergency to help balance the budget of 2000-2001 that was already halfway through.

· In the 2001-2002 budget the state did not meet revenue growth projections.  In January 2002, the budget passed by the General Assembly was not in balance because of September 11, the decline in capital gains, and the economic decline in general. The Governor had to take action in February and again in May to close the gap.  In addition, the General Assembly did not adjourn until October or November of 2002 and went back into Session in January 2003.

· The General Assembly adjourned the 2003 Session in a timely manner and the budget crises was under control, which allowed the Governor time to concentrate on other matters.

Mr. Gerlach said that he is asked all the time where the Governor stands on the economy and that he needs to be out there and doing things.  He said that the most important thing the Governor can do is work on the budget.  He further discussed the problems that have been dealt with during Governor Easley’s Administration.

Going forward, Mr. Gerlach said the Administration would consider the following:

· Infrastructure investments

1. Evaluate feasibility of issuing bonds to pay for infrastructure needs of companies locating in North Carolina, as necessary

2. Improve air service in the state.

· Taxes

1. Make R&D Tax Credit more competitive

2. Evaluate Lee Act, especially the tier structure

There was discussion following Mr. Gerlach’s presentation.

Chairman Stolz said that later in the day he would open the floor for discussion of issues that can be put before the Governor for consideration.

Don Hobart, General Counsel and Legislative Liaison with the Department of Commerce, provided an overview of issues in the General Assembly that were not approved, Commerce issues that were approved, and offer suggestions of what the Board should concentrate on for the upcoming Session.

What was accomplished in the 2003 Session

· Passage of the Project Development Financing Bill 

· Legislation which clarifies the ability of local governments to enter into what amounts to cost and revenue sharing agreements in the context of economic development projects and included language designed to link it to the Project Development Financing Bill

· Moving Ahead Initiative – to promote long-term infrastructure to enable people to commute from home to jobs.

· The 20 percent unemployment insurance reserve fund surtax on employers was delayed, which was a short-term measure to help keep cash in the hands of businesses.

· A measure that wasn’t passed, but later pieces were included in legislation, the biotechnology training center concept received a significant amount of attention during the Session and appears to be on tract.

· Five-year extension of State Ports’ credit 

· Three-year extension of Qualified Business Venture Credit.  This credit encourages individuals to give funds to certain entrepreneurial start-up companies and get a tax break for investing in these companies.

· Expanded the businesses that would qualify for the Qualified Business Venture Credit  to include some businesses that are commercialized in university-developed technology.

· Clarified language in the William S. Lee Act to address a problem that had surfaced in recent years regarding who could claim the Research and Development Tax Credit.

· Approval of ENC Authority.

Measures that were on the table for discussion and had progressed toward passage that did not pass in the last Session:

· Research and Development Tax Credit changes the Board recommended.

· Proposal to provide sales tax refunds on construction materials that are used in certain targeted, very high-impact economic development projects to encourage development of advanced manufacturing – pharmaceutical, bio, automotive, aerospace, and semiconductor

· Changes to Job Development Investment Program

· Funding for the One North Carolina Fund 

· Adjustments to the tier formula.

Issues that were not addressed during the last Session:

· Prospect of raising alcohol and tobacco tax.

· Prospect of lowering corporate rate

· Life sciences

· Revenue bond authority bill

· Workforce Development proposal

Looking ahead to 2004 Session:

· Research and Development Tax Credit change

· Sales tax issue

· Extension of Job Development Investment Grant program

· Funding for One North Carolina Fund

· Advanced manufacturing initiative

· Proposals from the Board of Science and Technology

· Address issues related to making the state attractive to military spending

An issue that was not addressed in the last Session, but is likely to be picked up in any discussion in upcoming Sessions is the relationship of the Lee Act to other economic development initiatives.  

Secretary Fain called for discussion and/or comments regarding issues that have been discussed or about any new ideas that might enhance economic development in North Carolina.

John Chaffee expressed concern about the Lee Act and the frustration in the higher tier counties (4 and 5) with the wage test.  He said as the state is losing jobs in the textile, furniture, and apparel sectors, which traditionally are low-wage jobs, the wage test elevates the wage structure in the counties that are losing jobs.  The Lee Act was designed to encourage expansion or consolidation of existing industries in North Carolina to keep them here, but maintaining the wage test moves the bar up and our existing industries can’t qualify.  He said the that the Board might consider providing a trigger mechanism to neutralize the wage test in the event of massive layoffs, unemployment rates that get over a certain level, etc.

Secretary Fain and Dan Gerlach answered several questions about the Job Development Investment Grant Program, which was passed by the General Assembly during the 2002 Session.

Secretary Fain asked the Board to enumerate recommendations they would support in the up-coming Legislative Session.  

Chairman Stolz asked Watts Carr to discuss the major recommendations prepared by the Recruitment and Retention Committee.
Chairman Stolz said that he and the Governor had discussed economic development issues and the Governor assured him that with a plan from the Board, he would work with the Board to put it into play.  He said that via e-mail, the Board would rank the strategic plan action steps and those initiatives put forth by the Recruitment and Retention Committee, and once a prioritized list is available, the Board should support those issues to move the state ahead.

There was discussion about preparing legislative agenda items in a timely manner in order to be ready to present these items to the General Assembly at the appropriate time to ensure consideration.

Bill Coley mentioned the Tax Increment Financing bill that passed the General Assembly in 2003.  He said that it is very important that the general public understand the implications of the bill prior to the referendum in the fall of 2004.  He suggested that the Board begin work immediately to educate the public about incentives and the fact that this initiative is a positive move for the state to obtain support and endorsement for this referendum.

Don Hobart said that in a recent meeting regarding the referendum, there was discussion about putting a Steering Committee into place to guide the referendum and that the group would be open to including on the Steering Committee a representative of the Board.

Chairman Stolz called for a motion to approve the minutes of the May 21 meeting.  A motion was made and seconded to approve the minutes as submitted.  The motion carried without opposition.  

Chairman Stolz reiterated thanks to Gordon Myers and Dale Carroll, AdvantageWest, Asheville Chamber of Commerce, and David Huskins and Smoky Mountain Host for coordinating and sponsoring the meeting.

The Chairman announced that the next meeting of the Board would take place November 12-13, at one of North Carolina’s military bases.  He also stated that in the Executive Staff meeting they discussed having two meetings in Raleigh next year and two outside Raleigh in order to accommodate the Legislators on the Board.

With no further business to come before the Board, the meeting was adjourned at 12:00 noon.

