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(Continued on page 2)

BY CHRIS BALTIMORE

Whether your manufacturing or 
distribution company is planning 
to expand, add more employees 

or bring in new technologies, growth takes 
investment. What companies may not be 
aware of is a benefit that could help offset 
those growth-related expenses – state tax 
incentives. 

Tax incentives benefit both your company 
and the state. When manufacturing and 
distribution companies expand, they make investments in expensive equipment. And because 
they have a lot of equipment, they tend to stay in the same physical location for a long time, 
providing sustained economic activity for the state. They also bring in a range of high-quality 
jobs for state residents, including jobs for suppliers and distribution/logistics. State and 
local tax incentives could subsidize growth for your business by providing a range of benefits, 
including payroll and withholding rebates, income tax credits, property tax abatements, training 
grants for net new hires, and sales and use tax exemptions. 

Activities That Could Trigger State & Local Tax Incentives

Most states offer tax incentives to companies to encourage domestic growth. These 
opportunities help businesses that are already located in the state and also help the state 
attract new growth-oriented companies. 

Each state has its own incentives, programs and targets. Generally, incentives tend to benefit 
companies that are: 

■  Expanding a current facility or opening a new facility
■  Adding net new employees
■  Making a significant capital investment in buildings or new equipment
■  Incorporating a new technology that changes the way the company does business
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Some states may also have specific industries of 
focus. Manufacturing and distribution companies are 
almost universally incentivized because of the benefits 
outlined above. 

States typically offer two types of tax incentives – 
headcount incentives and capital investment incentives. 
Some states offer both, while others offer only one. And 
some states require a large capital investment to qualify 
for the headcount benefits. 

Headcount Incentives

It’s important to understand that the term “headcount” 
refers only to “net new hires” — not to people hired to 
replace employees who have left. The size of the incentive 
will depend on the number of net new hires you plan to 
add to your workforce but may include:

■  Payroll/withholding rebates
■  Income tax credits
■  Training grants for net new hires 

Training grants can be particularly lucrative because they 
take the form of cash reimbursements and can be used 
to offset the cost of training new employees or training 
existing employees on new technology. States may also 
have programs that allow qualified companies to retain 
the withholding or payroll taxes for net new hires. These 
incentives create positive cash flow.

If your company has isolated which of its locations will be 
bringing on the new employees or has the location down 
to a small number of contenders, it should investigate its 
headcount incentives. Many of these incentives, such as 
training grants, must be applied for and accepted before 
(or as) the new employees starts. 

Investment Incentives

Capital investment incentives vary from state to state. 
There are three typical capital investment incentives: 

■  Income tax credits
■  Property tax abatements 
■  Sales and use tax exemptions

Capital investment incentives may be particularly attractive 
because some manufacturers that have been operating 
in other countries may be moving parts of their operations 
back to the U.S. in response to recent tariff activity. 

If you are looking to make significant capital investments, 
you should consider the available property tax 
abatements and exemptions before you make your final 

(Continued on page 3)

Upcoming Webinars & Events

Webinars are “no fee” and open to all interested 
parties. Upcoming webinars and events can be 
found here. Please note – the “registration” links 
often provide the recorded versions if the date of  
the live version has passed. 

CBIZ Employee Benefits On-Demand Webinars, 
available 24/7, can be found here. 

Featured webinars:
Legislative Update: The Year In Review & 
What Employers Need To Know In 2020 
Nov 12 | 1-2 p.m. CST

Key International Tax Development Update 
Nov 12 | 1-2 CST

Managing Pharmacy Costs & Performance - 
Understanding Your Opportunities 
Recorded (available 24/7)

Protecting Your Business from Contractual Risk 
Recorded (available 24/7)

Hot Off the Presses!
How Time Affects Depreciation Methods  
An equipment owner’s depreciation method  
manual featuring a side-by-side comparison of 
different depreciation methods over common 
depreciable lives (download)

2019 Individual Tax Planning Supplement 
(download)

The Alarming Costs of a Bad Hire & How to 
Avoid Them (article)

Have five minutes?
Let us know what’s on your mind! Your anonymous 
responses to a few short YES or NO questions 
can guide development of our editorial calendar 
for content and resources (webinars, newsletters, 
podcasts and the like). Click here to weigh in –  
and thanks.
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acquiring the up-to-date technology you need to be 
competitive in your market. But time is of the essence. 
If your business is planning to make new hires or capital 
investments, it’s important to investigate the state and 
local tax incentive options early. 

As soon as a company decides what headcount or 
equipment will be added, it should evaluate its state 
and local tax incentives options. Many tax incentives 
have a short application window for benefits, and the 
negotiations between companies and the state over 
incentives can take several months. 

Once the negotiations are completed, the business 
will receive a “package” of benefits, which may need 
to be finalized before new employees are hired or new 
equipment purchased.

Related Reading

■  Economics Lesson: 3 Mistakes to Avoid Leaving 
State Incentive Money on the Table

Your Team

Should you have questions on this 
topic, as in situations where multiple 
jurisdictions could be considered, don’t 
hesitate to contact Chris Baltimore, 
national director of CBIZ State Incentives 
& Training Grants practice. You can reach 

him directly at cbaltimore@cbiz.com or 816.945.5273.
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decision because that may affect where your business 
decides to put its investments to use.

Avoid Disqualifying Issues 

The application process has many requirements and 
deadlines to meet. Your company should designate a 
key employee to focus on handling the paperwork and 
addressing any follow-up requests or questions promptly. 
It’s also a good idea to designate a second contact who’s 
knowledgeable about the application process — someone 
who could take over if the designated employee leaves or 
is unable to complete it. 

If the short application window closes before the 
application goes through, your business will miss the 
chance to qualify. Incomplete paperwork will also 
disqualify your company. And if there are errors in the 
application, the business will not only be disqualified but 
may also have to repay any benefits previously allowed. 

Finally, you’ll need to pay close attention to all company 
communications about your plans; some state and 
local tax incentives may be invalidated by public 
announcements about the company’s decision to add 
new jobs or locations. 

Conclusion

State tax benefits could help offset the costs of hiring 
new employees, purchasing new equipment, and 

(Continued from page 2)
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BY THOMAS BONNEY, Senior Managing Director
CLARE YURITCH, Managing Director, Office of the CFO

The process of selling a business can be a lot 
like spinning the Wheel of Fortune, with the 
pointer stopping in sections named “6x EBITDA,” 

“11x EBITDA,” “Diligence Issues,” “Recession” and 
“Leadership Gaps”; the latter of these serving as the sell-
side equivalent of “Lose a Turn.” Or, it can be a structured 
exercise in preparation, transaction and transition. 
We have been seeing an increase in deal activity in recent 
years as well as a continued rise of purchase multiples 
this year, and we are hearing from many owners that 
they are considering spinning the exit wheel. In Wheel of 

Be Prepared When Spinning the 
Exit Wheel
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Fortune, buying a few vowels can be the key to winning 
or losing – same with selling a business. We strongly 
recommend investing in all of the vowels before sale.

Accountability

Ensure you and your team members remain committed 
and accountable to the agreed-upon process. It may 
be tempting for you or members of your management 
team to short-circuit an established process to reduce 
the transaction timeline. Rarely will this work in your 
favor. The process will have been structured to support 
an informed approach to goal setting and transactional 
activity. Ascertaining market clearing prices, finding 
the qualified buyer, preparing numbers, engaging the 
right professionals and communicating with the team 
are examples of steps that will be mapped out in your 
process. Team member accountability to these steps and 
the roles they play will ensure a successful outcome. 

Execution

Put an experienced team of legal and financial advisors 
in place to execute the process. Every sale is unique in 
some ways yet certain transactional milestones are nearly 
always present. Diligence is always intense, requiring a 
team member’s full attention. Preparing for initial and 
secondary questions expedites diligence to increase a 
buyer’s confidence in the business. You will want to have 
the appropriate professionals and resources available on 
a timely basis to prepare for, manage through and close 
on the transaction. Bottom line – there will be fits and 
starts in the process. Experts around the table who are 
used to the process will coach and counsel the seller and 
their families and guide execution. 

Identify

Identify and address all accounting and business issues 
for higher EBITDA and multiples. Many business owners 
prepare financial statements primarily for tax purposes, 
not for business sale purposes. Financials should be 
recast so that prospective buyers have a good view of the 
company’s earning capabilities. Taking the time to identify 
and properly present a company’s earnings power can 

have a substantial impact on how the buyers view the 
business and evaluate the company.

Ownership

Each team member should have a clear understanding 
of the process and desired outcomes and own his or 
her role in that process. Confirm that your partners, 
shareholders and management are on the same page. All 
parties to the transaction should have one story.

Understanding

Conduct group conferences and individual conversations 
to foster your team’s understanding of transition planning, 
liquidity processes and the ins and outs of deal procedures. 
Communicate expectations for access and availability of 
transaction documentation throughout the process. Ensure 
you have an understanding of your team’s questions 
and concerns, if any, and respond in a timely manner. 
Confirm periodically that you and your team have a mutual 
understanding of the process and goal of the sale.

In the world of manufacturing and distribution, many 
founders and executives have an engineering, technical 
or operational upbringing and perspective. In a sale, the 
financial lens will be front and center in the view that a 
buyer will have about your business. As we close on 2019 
and enter 2020, “vowels” can help to ensure 20/20 
vision to close a deal in the new year. 

Related Resource

■  How to Have a Transition-Ready Strategy for 
Information Security

Your Team

CBIZ CMF’s cross-
functional team of financial 
professionals helps middle-
market business owners 
prepare for and manage 
transactions by delivering 

the right resources for each particular situation. If you are 
considering a sale or other transactions, don’t hesitate 
to connect with CBIZ CMF or contact Clare Yuritch at 
267.746.1941 or cyuritch@cbizcmf.com.
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and municipalities are increasingly setting their own 
minimum wage rates to exceed the federal minimum 
wage of $7.25, which has not changed in a decade. 
$12.00 or $15.00 per hour are popular targets, which 
are phased in over multiple years. Complying with these 
changes is only the first challenge — the first, light drops 
of rain. It’s the second- and third-order effects that pose 
the significant concern. 

Maintaining Wage Premiums

Consider an employee currently earning a $2.00 per 
hour premium over minimum wage. Depending on the 
specifics of the state, this premium will be significantly 
reduced if not completely eliminated in a few years. 
Employers will seek to maintain the wage premium, at 
least to some extent, to retain skilled employees and 
reward the skill premium.

A popular strategy among clients we work with is to 
thoughtfully “waterfall” the increase through some set 
point in the salary structure. This can be structured by in-
creasing percentages tied to wage tiers or to salary grades, 
depending on the nature and structure of the organization. 

Bordering States

If you are in a state that still has the federal minimum 
wage in place and you think your organization is safe 
from minimum wage pressure, think again. If you have 
operations near a bordering state (or municipality) with a 

BY JOE RICE

Looking toward 2020 compensation, the perfect 
storm is brewing. There are several regulatory clouds 
on the horizon, each of which is its own concern. Add 

to that the free market clouds and we have a combination 
of events that could create the perfect storm, the wrath 
of which can leave even the best designed compensation 
structures in tatters.  

Labor Market Outlook

With an October unemployment rate of 3.6%, there are 
currently 5.9 million unemployed persons in the US. 
Contrast that with 7.1 million job openings, and there are 
more job openings than job seekers. To call this labor 
market tight seems like an understatement. 

Typically, we should expect that the price (i.e., wages) for a 
resource (i.e., workers) would go up when demand is high 
and supply is low. So far, that’s happened some but not 
much. The latest Bureau of Labor Statistics data shows 
that employer wages have risen 2.9% over the past 12 
months which is where it has hovered for the past year. 

The question going into 2020 is whether we will see 
accelerated wage growth in a persistently tight labor 
market. This is the first ominous cloud heading into 2020. 

Minimum Wage and Then Some

Depending on where you have operations, this may 
be a big consideration for 2020 and beyond. States 

Compensation 2020: The Perfect Storm
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higher minimum wage, expect to see low-wage employees 
seek employment across state lines.  

Let’s look at an example. The year is 2024 and Missouri 
now has a $12.00 per hour minimum wage. A worker 
in Kansas City, Kansas has the opportunity to 
work for a $7.25 per hour wage in Kansas 
or can seek employment across the 
state border — potentially literally 
across the street — for an additional 
$4.75 per hour. 

Other Factors

It’s also reasonable to assume 
that organizations will implement 
measures that reduce labor hours 
to offset increased labor costs. 
This could be a reliance on greater 
automation or even the movement 
of operations to different states (e.g., 
across state lines).  

Traditionally we evaluate published survey data to 
understand wage trends, but it will take some time for 
that data to emerge, and around the time that it does new 
minimum wage increases will be upon us again. Building 
a strategy around minimum wage requires anticipation 
and prediction in the short term 

Pay Equity

Another consideration is evaluating pay equity practices 
and addressing any discovered areas of inequity. While 
pay equity laws have been in effect since the 1960s, 
news coverage and state law changes are placing a self-
evaluation top-of-mind. 

States are increasingly going it alone with pay equity laws 
that tend to involve some combination of salary history 
bans, changes to the definition of comparator groups 
(e.g., equal pay for equal work to equal pay for similar 
work) or enacting reporting requirements. 

This is an area where it’s best to be proactive. It’s better 
to conduct a self-audit before being required to do so in 
the face of a pay discrimination claim. 

Fair Labor Standards Act (FLSA)

The Department of Labor (DOL) completed the 
rulemaking process for FLSA overtime changes. A 
summary of the changes can be found on the DOL’s 
website where they estimate that an additional 1.3 million 
workers will be eligible for overtime effective January 1, 
2020. With an estimated total labor force of 160 million, 
this change affects approximately 0.8% of workers. 

Many organizations will be affected by these changes, but 
rare are the organizations that will be significantly affected. 
Nonetheless, organizations will need to do their due 
diligence and evaluate potential areas of non-compliance 
and either absorb some additional overtime costs or 
increase wages to surpass the new salary threshold.  

Pay Compression

The final storm cloud is pay 
compression. One form of pay 

compression is when there is little 
to no pay differentiation between 
newly hired employees and their 
longer tenured peers. As wages 
rise in the broad labor market, 
applicants will have higher salary 
expectations. 

This dynamic can become a drag 
on the hiring process. Many a 

hiring manager has been faced with 
the dilemma of having to pass on a 

qualified candidate because the candidate’s 
salary expectations are above that of other peer 

employees. To avoid the pay compression issues, they 
pass on the hire. 

There are a few solutions to address this. One on-the-
spot solution is to have policies that allow for internal 
adjustments to salaries when compression situations 
arise. Another solution is to award an increase based 
on a merit matrix, where the increase amount is 
determined based on the intersection of performance 
and salary range placement. This is a great way to avoid 
compression in the first place as it quickly ramps up pay 
for employees low in the pay range. 

In Closing

Organizations face a number of pay-related challenges 
going into 2020. A host of regulatory concerns — 
minimum wage, pay equity and overtime — need to be 
contented with. Particularly in the case of minimum 
wage, the downstream effects should be of equal 
concern. Add to this the tight labor market and growing 
wages overall and you have the perfect storm leading 
to the destruction of your salary structure and salary 
budget. The sooner you can evaluate each of these 
threats and start strategizing solutions, the better you’ll 
be able to weather the storm. 

Your Team

Don’t hesitate to reach out to Joe Rice 
with your questions and for additional 
information. You can reach Joe directly at 
314.590.4070 or jrice@cbiz.com. 
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If customers allege that your product failed or that you 
were negligent in performing services outlined in a 
contract, they will likely seek to recoup their financial 
losses through litigation. You could be saddled with 
significant legal costs, as well as potential damages if 
the case is lost. Even if the customer’s lawsuit is found 
to be frivolous, you could still incur your defense costs. 
That’s where Manufacturers E&O insurance can provide 
significant financial risk mitigation.

Manufacturers E&O insurance will cover both the 
customer’s financial loss and your legal costs. Most E&O 
policies are “claims-made policies,” which means that 
in order for the claim to be covered, both the work in 
question must be performed and the claim must be made 
during the policy period. E&O premiums vary based on 
the type of product or service you need coverage for, your 
company’s financial stability and the policy’s limits.

If you have any questions about manufacturers E&O, 
contact a member of our business insurance and risk 
management team.

C onsider the following scenario: A customer asks 
your company to manufacture a part according 
to certain specifications, which were outlined in 

a contract. He needs to add the part to his product and 
ship it to his customers by a set deadline. Your company 
creates the part, but due to an error that occurs during 
the production process, the part isn’t made to the 
customer’s specifications. He receives the part, realizes 
he can’t use it in his final product and requests that 
the part be remade. The delay in production causes 
him to miss the deadline to ship the final product to his 
customers, so he files a lawsuit against your company 
for the financial loss. This scenario could expose your 
business to significant liability if you don’t carry the right 
insurance policy.

Exclusions in General Liability Insurance

You might assume that your Commercial General 
Liability (CGL) policy would cover claims such as the 
one in the above example. However, in many cases 
it will not. Most CGL policies contain “damage to 
impaired property” and “property not physically injured” 
exclusions. That means that unless the manufacturing 
error results in bodily injury or property damage, the CGL 
policy will not cover the loss.

The customer’s financial loss in the aforementioned 
scenario would not fall into either of these two categories, 
so it would not be covered under a typical CGL or 
products liability policy. In order to protect your business 
from a product failure, resulting in a third-party financial 
loss without bodily injury or property damage, you need to 
add Manufacturers Errors & Omissions (E&O) coverage.

Manufacturers E&O Insurance

Manufacturers E&O is professional liability insurance that 
covers a manufacturing mistake or negligent service that 
results in a third-party financial loss without bodily injury 
or property damage. E&O insurance covers damages that 
result from the following:

■  Poor, incorrect or faulty products that are 
manufactured, handled, sold or distributed

■  Errors and omissions caused by material defect, 
including property damage to the product, property 
damage to the work and property damage to 
impaired property

■  Negligence or failure to deliver promised services

Why Manufacturers Need Errors & 
Omissions (E&O) Insurance
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mind that TPP is assessed on a specific “snapshot” 
date. Rules vary widely by jurisdiction as do valuation 
dates. Depending on your business’ location (state and 
jurisdiction), your personal property tax returns could be 
due as early as January.  

Take Stock of Your Situation Now

Nobody likes surprises when it comes to taxes, so now is 
a great time to assure that you are up to date with your 
filings. Here are key preliminary questions:         

■  Are you aware of your company’s tangible 
personal property filing obligations?  

■  Do you know if your company is in compliance 
with the jurisdiction’s personal property tax 
regulations?

■  If you do have tangible personal property 
obligations, have you researched whether your 
state and local government have options to 
alleviate the burden of TPP taxes (exemptions, 
abatements, credits, etc.)?

BY VICKI RICO

Every business has tangible personal property (TPP) 
which includes machinery and equipment, furniture 
and fixtures, computers, inventory, and supplies. 

If your business is located in a state that taxes business 
personal property, it is your responsibility to file your 
declarations timely. Failure to do so can result in costly 
penalties and may waive your appeal rights. In jurisdictions 
that offer automatic exemptions, failure to file can also 
constitute failure to file to apply for the exemption.  

These tax revenues tie into local budgeting for 
government services, public education and infrastructure 
projects. Over the years, there has been an increased 
number of taxing jurisdictions (states, counties, cities) 
contracting with third-party vendors to perform business 
personal property tax audits on their behalf. Outsourcing 
the audit function is a growing trend and will allow for 
more frequent audits to pump up local coffers.   

The way personal property is reported can have an 
appreciable impact on your tax assessment. Keep in 

Tangible Personal Property – Filing 
Deadlines Are Coming!
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Plan for Computing and Reporting Value

You will be required to provide detailed information 
on a “rendition form” that gives the Appraisal District 
the description, location, cost and acquisition dates 
for business personal property that you own. Take 
a quick look at last year’s form now to get a general 
feel for what will be required this year. You will want to 
consider these key points when it is time to complete 
the rendition form:

■  Identify the assets at each location on the 
assessment date and determine if the asset is 
reportable as personal property.

■  Prepare the rendition based on the original cost 
by year of acquisition and apply the appropriate 
depreciation factor to arrive at fair market value.

■  Identify and remove assets that have been 
disposed of. Your business will continue to pay 
taxes on those assets as long as they remain on 
the books. This is a common error.

Your Tax Administrative Function Is Crucial

Managing declarations, exemptions and compliance 
deadlines can have a real impact on what you pay. 
Companies often over-report as they tend to pick up 
assets that are both real and personal from the fixed 
asset ledger. Over-reporting translates to overpaying! 

We have found that including the following tasks in 
a structured process can help you to reach the most 
advantageous outcome. 

■  Maintain an accurate calendar to ensure filing 
deadlines are adhered to. Valuation notices are 
often put to the side “for later;” don’t let later 
become too late.

■  Monitor receipt of rendition forms so that the 
correct form is used.

■  Keep current on changes in the personal property 
tax filing process (e.g., new online requirements).

■  Calculate tax estimates for accrual purposes.

Be sure to take advantage of and benefit from credits, 
abatements and exemptions such as the following:

■  Eligible Manufacturing Personal Property Tax 
Exemption (EMPP) –  Businesses with personal 

property predominantly used in industrial 
processing or direct integrated support may qualify; 
form must be submitted timely

■  State Essential Services Assessment (SESA) – A 
state-specific tax on eligible personal property 
owned by, leased to or in the possession of 
an eligible claimant on Dec. 31 of the year 
immediately preceding the assessment year.

■  Freeport Inventory Exemption – An exemption or 
tax break on inventory that only stays within a state 
or location for a short period of time before being 
moved out of the state in question.  

Note that there are expansion, relocation, capital 
investment and job creation incentives that are offered 
for those who qualify, but there may be an application 
that must move through a competitive scoring process. 
Therefore, it is important to apply early and have the 
required documentation to prove that the property meets 
the exemption requirements.   

It is worth restating – be sure you have noted filing 
deadlines on your calendar with appropriate reminders! 
Valuation notices are often put to the side with the 
thought to look at them later when you are not so busy. 
The time to be active is when the valuation notice is 
received. Remember, if you wait until you receive your 
actual tax bill, it’s generally too late to protest.

Additional Resources

■  Tangible Personal Property Tax – The Invisible 
Business Tax  

■  Tax Foundation – Fiscal Fact No. 668  - an 
excellent overview of TPP plus interesting and 
useful state details

■  Tax Foundation – Tangible Personal Property 
Tax Statutory References – assessment and 
exemption references on a state-by-state 
presentation.

Your Team

Don’t hesitate to connect with the author, 
Vicki Rico, if you have questions about 
whether your business is in compliance 
or to confirm that you are paying only your 
obligation. You can reach Vicki directly at 
vrico@cbiz.com and 314.995.5584. You 

may also find some examples of real-case tax savings in 
our Property Tax eBook to be useful.

DISCLAIMER: This publication is distributed with the understanding that CBIZ is not rendering legal, accounting or other professional 
advice. This information is general in nature and may be affected by changes in law or in the interpretation of such laws. The reader 
is advised to contact a professional prior to taking any action based upon this information. CBIZ assumes no liability whatsoever in 
connection with the use of this information and assumes no obligation to inform the reader of any changes in laws or other factors that 
could affect the information contained herein. 
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