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_ Executive Summary

In a letter dated September 10, 2012, Governor Rick Scott requested the Chief
Inspector General (CIG)' review the economic development? incentive approval process
that was in place in 2009 at the Executive Office of the Governor (EQG). Specifically in
his letter, Governor Scott wrote:

Recently, Digital Domain Media Group[®] announced it would be closing its
facility in Port St. Lucie, Florida. It has been brought to my attention that
Wyndcrest DD Florida, Inc. [Digital Domain Media Group, Inc.] had
received economic development incentives from the state in the past to
locate this Digital Domain production facility in Florida. There are
questions about the process by which these incentives were approved in
20089 through the Executive Office of the Governor. | want to ensure that
the approval process now in place would not allow incentives to be
approved in the same manner as was done for Wyndcrest DD Florida, Inc.

Digital Domain Media Group, Inc. [Digital Domain] was granted a $20 million economic
development incentive award from the State of Florida to focate a digital production
company in Port St. Lucie, St. Lucie County, Florida. Between September 2009 and
April 2011, Digital Domain received four (4) payments totaling $20 million.

Based on the Governor's letter, a review was conducted to examine the approval
process in place and determine how Digital Domain received an economic development
incentive award in 2009; document the current process; and determine if incentives
could be approved in the same manner today as they were in 2009,

Based on our review, we found the following:

The process designed to award economic development incentive funding under the
Quick Action Closing Fund (QACF)* statute did not result in a recommendation by
Enterprise Florida, Inc. (EFl) to the Office of Tourism, Trade, and Economic
Development (OTTED). Concurrent to that statutory process, Digital Domain sought

' Pursuant to Section 14.32(2)(k), Florida Statutes (F.S.), the Chief Inspector General shall conduct
specnai investigations and management reviews at the request of the Governor.

? The International Economic Development Council defines economic development as “a program, group
of policies, or activity that seeks to improve the economic well-being and quality of life for a community, by
creatmg and/or retaining jobs that facilitate growth and provide a stable tax base.”

* On January 7, 2009, Articles of Incorporation were filed with the Florida Secretary of State forming a
Florida corporation called Wyndcrest DD Florida, Inc. (Wyndcrest). The officers were listed as John
Textor, Michael Bay, Carl Stork and Jonathan Teaford. The company's mission was to create digital
imagery for animated feature films, live action films, and television commercials and to create video
games. On March 2, 2010, Wyndcrest changed its name to Digital Domain Holdings Corporation, and
then to Digital Domain Media Group, Inc. on January 24, 2011 [hereafter referred to as Digital Domain].

* QACF was created as a discretionary grant incentive to respond to unique requirements of economic
development projects in the stale. The purpose of QACF is to provide a stopgap measure for the creation
and retention of high wage jobs. It was designed to provide financial incentives to encourage high impact
business facilities to locate in Florida's rural areas.
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alternative means to obtain funding. In 2009, the funds for QACF that were
unexpended in Fiscal Year (FY) 2008-2009, were reverted by the Legislature,
appropriated within the same fiscal year to OTTED, and were awarded to recipients,
including Digital Domain, without the requirement to follow the statutory process for
awarding QACF awards.

Although a statutorily prescribed process in place for determining Digital Domain’s
eligibility for a QACF award did not result in a recommendation to fund Digital Domain,
an award of $20 million to Digital Domain still occurred. However, we found no
apparent violations of law, rule, or regulation in the award of $20 million economic
development incentive funds to Digital Domain in 2009.

While this award does not appear unlawful, gaps in available written documentation
combined with limited or conflicting recall, unavailability of key witnesses, and assertion
of legislative privilege by a key witness precluded our ability to make a complete
determination of all factors considered in the decision to award funds to Digital Domain.

Testimony supported that although improvements have been made to statutes and
processes since 2009, an award similar to the one to Digital Domain could happen
again today if the Legislature appropriates funds and gives the Executive Branch the
discretion to expend those funds.

Current law prescribes a process for economic development incentives including an
application process and a method for validating the model used to analyze economic
development incentive projects. The process seeks to expedite the award of economic
development incentive funding to eligible businesses and provides specific time frames
for evaluation of economic development incentive applications. However, certain new
requirements, such as giving the Department of Economic Opportunity (DEQ) ten (10)
days to evaluate economic development incentive applications, including QACF, may
not be sufficient time for a robust due diligence process.

Therefore, we recommend that the DEQC conduct a formal evaluation of the current
statutory provisions to ensure the incentive authority, waiver authority, and time frames
for evaluation and decision making adequately protect the state’s interests and
determine if recommendations for enhancements should be made to the Legislature.

We alsc recommend that DEO and EFI conduct a review of the economic development
incentive processes so that recommendations for improvement may be considered such
as documentation and codification of the complete decision making process.

Finally, we recommend that DEO and EFI define and codify the process to be followed
when DEQ's Division of Strategic Business Development and EFI staff disagree on
whether to fund a project. At a minimum, this process should include full disclosure in
writing to ensure transparency of the rationale for the final decision.
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__Introduction

In 2008, Mr. John Textor' initiated contact with State of Florida officials to inquire about
obtaining economic development’ incentive funding to develop a digital production
company focused on feature films, video games, visual effects, and military simulation
in the State of Florida.

e Mr. Textor created a Florlda based company in the name of Wyndcrest DD
Florida, Inc. (Wyndcrest):® the company’s mission was to create digital imagery
for animated feature films, live action films, and television commercials and to
create video games. On March 2, 2010, Wyndcrest changed its name to Digital
Domain Holdings Corporation, and then to Digital Domain Media Group, Inc. on
January 24, 2011 [hereafter referred to as Digital Domain].

e In 2009, Digital Domain was granted a $20 million economic development
incentive award from the State of Florida to locate a digital production company
in St. Lucie County, Florida.*

 Between September 2009 and April 2011, Digital Domain received four (4)
payments totaling $20 million.

e On September 7, 2012, Digital Domain announced that it had begun the
cessation of its Florida operations by reducing its Port St. Lucie workforce of
approximately 300 employees. Additionally, on September 11, 2012, Digital
Domain filed for Chapter 11 bankruptcy.

In a letter dated September 10, 2012, Governor Rick Scott requested the Chief
Inspector General (CIG)® review the economic development incentive approval process
that was in place in 2009 at the Executive Office of the Governor (EOG). Specifically in
his letter, the Governor wrote:

' Mr. Textor was affiliated with Digital Domain, a California-based visual effects and animation company,
based in Venice and Los Angeles, California.

% The International Economic Development Council defines economic development as “a program, group
of policies, or activity that seeks to improve the economic well-being and quality of life for a community, by
creatmg and/or retaining jobs that facilitate growth and provide a stable tax base.”

® On January 7, 2009, Articles of Incorporation were filed with the Florida Secretary of State forming a
Florida corporation called Wyndcrest. The officers were listed as John Textor, Michael Bay, Carl Stork
and Jonathan Teaford.

*In August 2009, Port St. Lucie, Florida awarded Digital Domain $10 million. In November 2009, Port St.
Lucie approved a $51.8 million deal for Digital Domain to build a studio on 15 acres in the Tradition
development at a location off Interstate 95 in Port St. Lucie, St. Lucie County, Florida. In August 2011,
West Palm Beach awarded Digital Domain a $10 million grant, a $15 million loan and a 2.4 acre site for a
film school in collaboration with Florida State University. On November 18, 2011, Digital Domain (NYSE:
DDMG) sold 4.9 million shares to investors at $8.50 each in an initial public offering. Shares closed at
$7.15.

® Pursuant to Section 14.32(2)(k), Florida Statutes (F.S.), the Chief lnspector General shall conduct
special investigations and management reviews at the request of the Governor.

1
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Recently, Digital Domain Media Group announced it would be closing its
facility in Port St. Lucie, Florida. It has been brought to my attention that
Wyndcrest DD Florida, Inc. [Digital Domain] had received economic
development incentives from the state in the past to locate this Digital
Domain production facility in Florida. There are questions about the
process by which these incentives were approved in 2009 through the
Executive Office of the Governor. | want to ensure that the approvai
process now in place would not allow incentives to be approved in the
same manner as was done for Wyndcrest DD Florida, Inc. [Digital
Domain].

Based on Governor Scott's request, a review was conducted to examine the approval
process in place and determine how Digital Domain received an incentive award in
2009; document the current process; and determine if incentives could be approved in
the same manner today as they were in 2009.

The results of this review are summarized on the following pages. For detailed
documentary evidence and relevant testimony, see Appendix A.

Economic Development Incentives Award Process Overview

The State of Florida's economic development incentives program provides incentives
paid directly to businesses, grants to local governments for infrastructure and other
community development improvements, capital programs, and other intangible
resources. These economic development incentives are separated into four categories
including: Tax Credits, Tax Refunds, Cash Grants to Third Parties, and Cash Grants
(including Quick Action Closing Funds).

In 2009, there were multiple points of entry for a business entity seeking economic
development incentive funding. A business could seek funding from a state legislator, a
local economic development organization, a local Chamber of Commerce, a county
commissioner, etc., but ultimately for state incentives, a business would be directed to
Enterprise Florida, Inc. (EFI)® where the official state process for obtaining state
economic development incentives would begin.

EFl and the Office of Tourism, Trade and Economic Development (OTTED) were
partners in the administration and oversight of economic development incentives.

® Sections 288.901, F.S., 288.9015, F.S., and 288.805, F.S. (2008), creates and outlines the duties and
responsibilities of EFl and the duties of the board of directors of EFI.
" Section 14.2015, F.S., (2008) establishes the roles and responsibilities of OTTED.

2
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EFl is a public-private partnership® that was established in 1992 by the Florida
Legislature to serve as Florida's primary organization devoted to statewide economic
development. EFlis a not-for-profit corporation responsible for creating high wage jobs,
global branding, promoting exports, and increasing economic opportunities for Florida's
citizens and businesses.

In 2009, EFI coordinated business introductions to Florida's economic development
partners and sought to match businesses with the right economic development
incentives program. As a result of this matching process, businesses applied for
economic development incentives to EFI. EF| provided assistance to businesses with
their expansion and location plans, site selection services, demographic information,
incentives information, trade leads and other services.

EF| evaluated project needs compared to the eligibility requirements of various incentive
programs to determine which programs may be a good fit. Potential projects were
confidential by law and assigned “code names.” As part of the evaluation process, EFI
assigned a project manager to work with the company and assist the company with
preparing a proposal for a particular project. EFI vetted the proposal and then EFI
determined, if warranted, what incentive package would be offered to that company. In
2009, EFI was responsible for making recommendations for approval or disapproval of
these projects to OTTED.

In 2009, OTTED was housed within the EOG® and was established to assist the
Governor, Lieutenant Governor, and Legislature in formulating policies and strategies
designed to provide economic opportunities for Floridians and to advocate for economic
diversification and improvements in Florida’s business climate and infrastructure.
OTTED was authorized to enter into contracts or agreements with businesses seeking
economic development incentives and provided direct oversight for economic
development programs which were implemented through public-private partnerships.

Quick Action Closing Fund

The Quick Action Closing Fund (QACF)" is a type of cash grant economic development
incentive. In 2009, Section 288.1088, Florida Statutes (F.S.), (2008)," outlined the

® A public-private partnership is a contractual agreement between a public agency (federal, state or local)
and a private sector entity. Through this agreement, the skills and assets of each sector (public and
private) are shared in delivering a service or facility for the use of the general public. In addition to the
sharing of resources, each party shares in the risks and rewards potential in the delivery of the service
and/or facility.

® Effective October 1, 2011, and in accordance with Section 20.60, F. 5., the Department of Economic
Opportunity (DEQ) was created. As part of the creation of DEQ, OTTED was transferred from the EOG
and became a part of DEO's Division of Strategic Business Development (SBD)

® QACF was created as a discretionary grant incentive to respond to unique requirements of economic
development projects in the state. The purpose of QACF is to provide a stopgap measure for the creation

3
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requirements that EF| used to evaluate business entities to determine their eligibility for
receipt of QACF incentives. The criteria, as outlined in statute, stated that projects
shall:

e be an industry as referenced in Section 288.106, F.S;

» have a positive payback ratio' of at least 5 to 1;

» be an inducement to the project's location or expansion in the state;

* pay an average annual wage of at least 125 percent of the areawide or statewide
private sector average wage; and,

* be supported by the local community in which the project is to be located.

QACF awards were generally paid out after the business made a substantial capital
investment in the project toward tangible personal property.

During 2009, Section 288.1088, F.S., stated that if EFl determined a particular project
met the specific criteria' for QACF, EFI forwarded their evaluation and recommendation
regarding the use of QACF incentives to the Director of OTTED for review. Conversely,
if EFI determined that a project did not meet the requirements, they did not forward an
evaluation with a recommendation to OTTED for consideration. Without a
recommendation from EF| for funding, OTTED would not be authorized to proceed
under the statutory process.

Upon receipt of an evaluation and recommendation from EFl, OTTED conducted a
review of the application for funding. The Director of OTTED would recommend to the
Governor approval or disapproval of a project for receipt of QACF incentives.

After receiving a recommendation for approval of QACF funding from OTTED, the
Governor would seek consultation with the President of the Senate and the Speaker of
the House of Representatives before giving final approval for a project. After
consultation occurred, the project would be presented to the Legislative Budget
Commission (LBC)" and the project was required to receive an affirmative vote by the
LBC.

and retention of high wage jobs. It was designed to provide financial incentives to encourage high impact
business facilities to locate in Florida's rural areas.
" For the approval of QACF incentive projects through June 30, 2009, the 2008 Florida Statutes
%ovemed the review process.

A cost-benefit analysis based on the amount of taxes and related revenues projected to be generated

er dollar invested by the state in incentives to a business.

% EFI, in consultation with OTTED, may waive certain criteria based on extraordinary circumstances or in
rural areas of critical economic concern if the project would significantly benefit the local or regional
economy.
" The LBC is a standing joint committee of the Florida Legislature created to review and approve or
disapprove agency requests to amend original approved budgets; review agency spending plans; and
take other actions related to the fiscal matters of the state, as authorized by [aw.

4
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Upon approval by the LBC and the Governor, OTTED entered into an agreement with
the business that set forth the conditions for payment of QACF.

For Fiscal Year (FY) 2008-2009, the Legislature appropriated $46.46 million for QACF."®

For a detailed process flowchart of the FY 2008-2009 QACF process, see Appendix B.
For a detailed process flowchart of the current process, see Appendix C.

Based on testimony provided to CIG reviewers, Mr. Textor contacted former OTTED
Director, Dr. Dale Brill, in June 2008, to inquire about economic development incentive
funding opportunities to develop a digital production company to be located in Florida.
Dr. Brill said that Mr. Textor contacted him directly by phone. He recalled that Mr. Textor
introduced himself as a filmmaker/producer from California who was a Martin County
native with a desire to bring jobs and opportunities to his home county. Dr. Brill recalled
that Mr. Textor originally told him that an incentive package of $100 million would be
needed for his proposed project. Dr. Brill stated that he thought this figure was too
much. Dr. Brill said that he directed Mr. Textor to EFl. He also said that he gave the
Digital Domain project the code name "Project Bumblebee.”

Based on documentary evidence, Mr. Textor submitted a General Project Overview
(GPO) dated January 22, 2009 to EFl. On this form under the section entitled "Capital
Investment Overview” which describes the capital investment in real and personal
property, it shows "$25 million in construction of a new facility; and $15 million to
purchase new computer and display equipment and $4 million to purchase R&D
equipment” for an undetermined location. Also included with the GPO was a form
entitled “Attachment to the General Project Overview” for QACF. This form indicated
the type and amount of financial or other support to be provided by the local community
for this project was “$85 million in the form of land, building construction and county-
level incentive funding.”

Based on documentary evidence, on February 12, 2009, Digital Domain revised their
GPO and indicated a proposed location of Hobe Sound, Martin County, Florida, for their
digital production company and projected that 300 jobs would be created as part of the
project with an annualized average wage of $64,233. On this revised form under the
section entitled “Capital Investment Overview,” it shows "$35 million in construction of a
new facility; and $17.38 million to purchase new computer equipment, furniture and
other capital assets.” Also included with the GPO was a form entitled “Attachment to the
General Project Overview” for QACF. This form indicated the type and amount of
financial or other support to be provided by the local community for this project was

'3 This appropriation is documented in General Appropriations Act (GAA), Chapter 2008-152, Laws of
Florida. The GAA became law upon the signature of Gavernor Crist on June 11, 2008,

5
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“$46.862 million in the form of land, building construction and county-level incentive
financing.”

Based on documentary evidence, after Digital Domain’s revised GPO was submitted,
EFI entered financial data for Digital Domain into an impact analysis model to calculate
the anticipated award based on the 5 to 1 payback ratio required by the QACF statute.
EF| was only able to justify an award of $6.1 million which was not acceptable to Digital
Domain. The pay back ratio estimated at that time was 3.51 to 1 for a proposed Martin
County location.

Based on documentary evidence, on April 13, 2009, Digital Domain submitted two
additional revisions for EFI's consideration. One GPO showed Broward County as the
location and the other GPO showed a Martin County location. Both projected 500 jobs
would be created as part of the project with an annualized average wage of $68,934
and $64,233, respectively. Under the section entitled "Capital Investment Overview,” it
shows “$29.725 million in construction of a new facility and $30 million to purchase new
computer equipment and furniture and other capital assets” for a Broward County
location. Also included was a form entitled “Attachment to the General Project
Overview" for QACF. This form indicated the type and amount of financial or other
support to be provided by the local community for this project was “$56.8 million in the
form of land, building construction and county-level incentive financing.” Under the
section entitled “Capital Investment Overview” for the Martin County location, it shows
“$3% million in construction of a new facilty and $17.38 million to purchase new
computer equipment and furniture and other capital assets.”

Based on testimony provided to CIG reviewers, during the evaluation process, EF| staff
repeatedly indicated concerns that Mr. Textor and Digital Domain had not selected a
specific site location for the project. According to EFl and OTTED staff, Mr. Textor had
been negotiating with several counties that included Broward, Martin, Miami-Dade and
Sarasota.

Based on testimony provided to CIG reviewers, John Adams, former President and
Chief Executive Officer (CEO) of EFI, recalled that the EFI| review showed the financials
for the company were "extremely weak.” Mr. Adams stated that the process used in
Florida by EFI is as robust a model as he is aware of in the country. Mr. Adams
indicated that EFl worked on this project for six to seven months and had performed
proper due diligence with several iterations of information received from Digital Domain.
Mr. Adams noted that, with each iteration of Digital Domain’s applications, the return on
investment "seemed to get worse.”

'® The Impact Analysis Model is a tool used by EF| that was originally developed by the U.S. Department
of Commerce.

6
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Based on documentary evidence, on April 16, 2009, EFI| provided a “Closing Fund
Review""” of Digital Domain’s project stating that they were not in a position to
recommend the project. Without a recommendation from EFI, the process as described
in the QACF statute could not proceed. The “Closing Fund Review" provides company
background, summary of the project, proposed incentives and the financial analysis.
The project review section states:

This review has been completed based on the information provided by
Bumblebee [Digital Domain] as of this date. Bumblebee [Digital Domain]
has stated that $20M is required from the State to locate the company in
Florida. In the first year of operation, the State of Florida is requested to
provide 95% [sic] of operating costs as compared to 15% [sic] by the
company.... This is a project review as Enterprise Florida is not in a
position to recommend Project Bumblebee [Digital Domain] to OTTED.

Note: The “Closing Fund Review" cited concerns about the following areas: profitability,
income, equity and debt financing, revenue projections, cash position, executive
compensation, and recent litigation.

Based on documentary and testimonial evidence, Digital Domain concurrently sought
support and other alternatives to acquire funding for their project by meeting with
Governor Crist,”® Lt. Governor Kottkamp,”® Governor Crist's Chief of Staff? and
members of the Legislature.”"

Based on testimony provided to CIG reviewers, Dr. Brill recalled that during the 2009
Regular Legislative Session, he was called into Representative Ambler's? office, and
was informed that there was concern that EFI had not given Mr. Textor fair treatment.
He further recalled that during the meeting with Representative Ambler, Mr. Textor, Mr.
Teaford and Cynthia Henderson® were also present. Dr. Brill opined that during the
meeting, the discussion focused on how to legally get around the QACF statute that
required an EFl recommendation in order to receive an incentive.

Based on documentary evidence, during the 2009 Regular Legislative Session, the
Legislature reverted and immediately appropriated the remaining balance of

7 The “Closing Fund Review” document shows company background, summary of the project, proposed
incentives, and the financial analysis conducted by EF| and states "Enterprise Florida is not in a position
to recommend Project Bumblebee [Digital Domain} to OTTED."

'8 Charlie Crist served as Florida's 44" Governor from January 2, 2007 to January 4, 2011.

' Jeff Kottkamp served as Florida's Lieutenant Governor from January 2, 2007 to January 4, 2011.

% Erik Eikenberg was the Governor's Chief of Staff from January 1, 2008 to November 3, 2009.

*! See the response provided by Textor's attorney on pages 38-41.

?2 Representative Kevin Ambler was elected to the Florida House of Representatives to serve District 47
from November 6, 2002 to November 2, 2010.

2 According to Ms. Henderson, she was not a lobbyist for Digital Domain, but was hired as a consultant
to negotiate the contract at the end of the process.

7



March 26, 2013 Chief Inspector General Report No. 2013-11

unexpended QACF funds in FY 2008-2009.> This gave OTTED the authority to award
economic development incentives for the purpose of creating high wage jobs and
business recruitment to Florida.

Based on documentary evidence, on May 22, 2009, and prior to signing the General
Appropriations Act (GAA), Governor Crist sent letters to Senate President Jeff Atwater®®
and Speaker of the House Larry Cretul® seeking concurrence to fund six projects in the
amount of $21.52 million, including a $20 million incentive award to Digital Domain.

Additionally, on June 17, 2009, based on testimony provided to CIG reviewers, in what
was described by OTTED staff as a continued effort to mirror the QACF statute, Dr. Brill
informed the LBC of the proposed incentive awards for the six projects. OTTED's
presentation was listed on the LBC agenda as "Other Business.” Had the funding been
a QACF award, the project was required to be presented to the LBC for an affirmative
vote.

Based on testimony provided to CIG reviewers, Dr. Brill said, after the Legislature
reappropriated the funds, the funds were no longer considered QACF. He said that
Governor Crist wanted to ensure that the approval for incentive funds followed the
QACF statutory requirements as closely as possible as if the funds were still QACF. Dr.
Brill recalled that Governor Crist was adamant and told him “I want this done exactly the
way it would be done if it were a normal process.” Dr. Brill further recalled that the
Governor wanted to make sure everyone was informed and the incentive deal was in
the public eye. Additionally, Dr. Brill said that he received instructions from Governor
Crist to make calls to the members of the LBC to brief them on these projects. When
asked if the law that had been passed could have been vetoed, Dr. Brill said that he
believed it was an item in the back of the budget so he did not believe the Governor
could have vetoed it.

Based on testimony provided to CIG reviewers, Dr. Brill described the process leading
up to the LBC as a laborious process that required OTTED to offer each member of the
LBC a personal briefing on the project. Dr. Brill indicated that members could decline
the personal briefing. Dr. Brill said that the idea of placing it on the LBC agenda was
“initially resisted,” and so it was placed for informational purposes only. He said that he
recalled that during his presentation to the LBC, a member of the LBC, although Dr. Brill
could not recall whom, pointed out that the briefing was a courtesy and not required.
Dr. Brill stated to CIG reviewers that this was done at Governor Crist's insistence so it

 The GAA became law upon signature of the Governor on May 27, 2009. As a result, OTTED had 35
days to expend the appropriated funds prior to the June 30, 2009, fiscal year end.

® Senator Jeff Atwater was elected to the Florida Senate to serve District 25 and was Senate President
from November 18, 2008 to November 2, 2010.

*® Representative Larry Cretul was elected to the Florida House of Representatives to serve District 22
and served as the Speaker of the House from March 3, 2009 to November 2, 2010.
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was done in the public, and that the Legislators were fully informed on Digital Domain
and the other projects receiving incentives.?

In a June 1, 2009, memorandum from Dr. Brill to Governor Crist, OTTED provided a
funding recommendation for Digital Domain. This funding recommendation, signed by
Dr. Brill on June 17, 2009, in pertinent part indicated:

The Office of Tourism, Trade, and Economic Development (OTTED)
requests that you approve Wyndcrest DD Florida, Inc. for a funding award
in the amount of $20,000,000 to locate the digital studio operation of
Wyndcrest DD Florida, Inc. in Florida by establishing a new digital
production campus.

...The Company is looking to occupy a 175,000 square foot
facility...committing to create 500 new jobs...These commitments may
vary based on final site selection, which has not yet occurred.
[emphasis added]

...Wyndcrest [Digital Domain] will start land acquisition and construction of
a new building. The capital investment ...is expected to be $52.375
million for the development of a new facility in two phases. This estimate
may vary based on final site selection, which has not yet occurred.
[emphasis added]

In the first year of operation, the State of Florida is requested to provide
95% [sic] of operating costs as compared to 15% [sic] by the company [a
calculation that does not compute to 100%)]. Based on creation of 500
new jobs total capital investments of $52.375 (excluding the value of the
land), a $1.6M QTI (state portion), and a $20 million funding award, the 10
year payback ratio is 1.66 to 1 [emphasis added].

Documentary evidence shows that Governor Crist approved the award for Digital
Domain on June 24, 2009.

Based on testimony provided to CIG reviewers, when asked if he agreed with his own
recommendation, Dr. Brill said “no." He said he was not comfortable with the
recommendation. He acknowledged that he never “threw himself on the sword” and
disagreed with granting the incentive. Dr. Brill said that it was clear that if he had done
that he would have been looking for other work. When asked if he expressed his
specific objection to Governor Crist, Dr. Brill stated “no.”

Based on testimony provided to CIG reviewers, Dr. Brill indicated that he did not know
how the incentives package to Digital Domain rose to $20 million and opined it likely

%7 According to SBD staff, three additional projects were funded during this time that were not submitted
to the LBC.

9
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would have come from a request from Mr. Textor based on what he thought he needed
to make the project work. Dr. Brill said he briefed Governor Crist, and was again asked
why EF| would not recommend the project. Dr. Brill said that he informed the Governor
that EFl had concerns over the financial ability of the project to be sustainable.
According to Dr. Brill, Governor Crist did some research on his own to better understand
the project. Dr. Brill said the Governor told him, he had confidence that Digital Domain
would be able to meet their financial obligation.

Based on documentary evidence, on June 30, 2009, OTTED and Digital Domain
entered into a Grant Funding Agreement and between September 2009 and April 2011,
Digital Domain received four (4) payments totaling $20 million based upon OTTED’s
evaluation that Digital Domain had complied with the agreement’s provisions.?

Based on testimony provided to CIG reviewers, Tim Proctor, former Chief Analyst for
Incentives, OTTED, recalled that Digital Domain applied for incentives in 2009.
According to Mr. Proctor, Digital Domain had failed to select a single site location and
was seeking local incentives from several counties. He indicated that EFl's calculated
return on investment and payback ratio analysis could only justify an amount of about
$6 million for Digital Domain but that EF| did not forward an incentive recommendation
to OTTED. He said that Digital Domain was not an ideal project for Florida even at $6
million and that he shared his concerns about the offer. He said that since OTTED
could not approve an incentive without EFI’'s recommendation, no incentive was
approved for Digital Domain.

Based on testimony provided to CIG reviewers, Jorge Nunez, Government Operations
Consultant I, SBD and formerly of OTTED, said that once the reappropriation language
was passed by the Legislature, the project was no longer required to follow the QACF
statute. According to Mr. Nunez, the “character” of the money changed with the
reappropriation language so that it was at the Governor's discretion to use to develop
business or whatever cause he thought would stimulate business and create jobs. Mr.
Nunez stated that for the incentives approved that year, Digital Domain was the only
project that did not have an EFIl recommendation. Mr. Nunez said that although the
incentives no longer had to be treated as QACF money, Governor Crist wanted the
process for the incentives to mimic the process used for QACF incentives. He said that
OTTED had to informally treat them as QACF incentives because there was no other
manner in which the funds could be tracked in OTTED’s tracking system.

Based on testimony provided to CIG reviewers, in reference to the May 22, 2009, letter
from Governor Crist to the Speaker of the House and the Senate President listing six
projects, Mr. Nunez, indicated his belief that they were trying to do everything they could
in the absence of a process and, “in an abundance of caution,” Governor Crist notified
the Speaker of the House and the Senate President.

28 See pages 35-36 in Appendix A.
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Based on testimony provided to CIG reviewers, Michelle Dennard, Director of SBD and
former attorney assigned to OTTED, stated that she and Mr. Proctor prepared briefing
information because Governor Crist wanted to follow the statutory process as much as
possible.

Based on testimony provided to CIG reviewers, when asked if he believed the process
was sidestepped, Dr. Brill answered, "Absolutely.” He said that “great energy was put
into play to deliberately and intentionally sidestep the process.” However, when asked,
Dr. Brill stated that he “did not believe anything unethical occurred or that any laws were
broken.” Dr. Brill stated that this was not the first time the Legislature granted funds to
organizations through a direct proviso appropriation [such as member projects or
turkeys] and there was precedent for bypassing the EFI process.

Based on testimony provided to CIG reviewers, Dr. Brill stated that Representative
Ambler initiated discussions about reverting all of the QACF money so they were no
longer considered Closing Funds and could be designated to be spent any way the
Legislature chose. Dr. Brill said that that is eventually what the Legislature did. When
asked if anyone other than himself and Representative Ambler were going back and
forth on ways to legally circumvent the statute, Dr. Brill replied, “no.”

Based on testimony provided to CIG reviewers, Tracey Fannon, Planning and
Administration Coordinator, Office of Policy and Budget (OPB), EOG, stated after the
budget was presented to Governor Cristt OPB battled back and forth about
recommending a veto to the Governor concerning the section of the GAA. She
explained that for the other projects that were already in the works the money would
have been lost if this had been vetoed. She said that the determination was made that
the money for the other five projects was more important.

Based on testimony provided to CIG reviewers, Mr. Eikenberg, Governor Crist's former
Chief of Staff, EOG, stated his recollection of the project for Digital Domain was that the
Crist Administration had a number of questions about the overall deal with Digital
Domain. He said that Digital Domain also had a number of concerns that the deal was
not moving in the direction they would like. Mr. Eikenberg recalled multiple meetings to
work through the issues. He stated that OTTED was involved in the details.

Mr. Eikenberg said that the Crist Administration had difficulty justifying the project, but,
at some point, the Legislature stepped in. Mr. Eikenberg recalled that there was some
sort of generic proviso language that placed the funding for economic development
incentives into the budget.

Mr. Eikenberg said that, ultimately, the Legislature gave the Governor the authority to
allocate the resources yet he recalled Governor Crist sending a letter to Senate
President Atwater and Speaker of the House Cretul seeking Legislative approval. He
said that the proviso language gave the Governor the authority not to go to the LBC for
approval, but Governor Crist objected. He recalled Governor Crist making calls to the
presiding officers over the LBC and recalled that Governor Crist insisted that the awards
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of the incentive projects go before the LBC. He said that Governor Crist was not going
to act without the Legislature on this because he wanted the process to be fully
transparent.

Mr. Eikenberg said that he recalled Mr. Textor and Digital Domain being very
aggressive when they first came to Florida with all the movies in which they were
involved. He recalled that the CEO for Digital Domain had a presence in Tallahassee.
He recalled that OTTED coordinated the details of the Digital Domain project.

Mr. Eikenberg said that he recalled that Mr. Textor presented the plan to the Governor's
office including the various site locations they were considering. Mr. Eikenberg said that
he recalled that Digital Domain wanted to move a production facility to Florida that
would bring jobs to the state. He said the company wanted a link to higher education as
well.

Mr. Eikenberg said that he recalled Representative Ambler being very involved in
discussions about this project. Mr. Eikenberg said that the Legislature acted in its
authority to appropriate state resources. He did not recall if Digital Domain had lobbyist
representation during the process.

Based on documentary evidence, a letter from William N. Shepherd, Holland & Knight,
LLP, attorney for Mr. Textor, dated February 5, 2013, stated in pertinent part:

... You have asked for our input in specific areas that range from the initial
discussions with the state, to the interactions with the Legislature, the
Legislative Budget Commission, various local governments, and then
ultimately through the business cycle.

First and foremost, John Textor sought to develop a state of the art facility
that would create hundreds of jobs in the expanding field of visual effects
and computer animation. His previous success in leadership at Digital
Domain Productions, responsible for the visual effects of many leading
films such as The Curious Case of Benjamin Button and Tron: Legacy,
showed that his company and people could produce, and had produced, a
product at a high level of expertise that would provide marvelous content
to the motion picture industry. The revolutionary creation of a holographic
Tupac Shakur in the spring of 2012 showed that Digital Domain was able
to execute on the technology and continue to create innovative products
that were not only significant locally, but in fact made national and
international news in his field. Given Florida's continuing efforts to provide
jobs in technology and the entertainment and film industry, it made for a
natural partnership for consideration by the State of Florida.

Unlike many seeking the support of state partnership, Mr. Textor took a
personal, hands-on approach and spent time and effort individually
explaining his proposals to those interested in Florida’'s economic
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development. Rather than an outstate CEQ with a host of Tallahassee
lobbyists who could touch the levers of government, Mr. Textor felt that
the story of his company was best told by its CEO through his perspective
as a native Floridian.

As an initial matter, Mr. Textor reached out to Enterprise Florida, the
agency tasked with recruiting new businesses and expanding existing
Florida businesses. As you know, Enterprise Florida has a number of
incentive packages that are available to companies. Mr. Textor discussed
his project with members of the Enterprise Florida staff and completed the
materials that were necessary for the vetting of his proposal. He also
worked regularly with staff from the Office of Film and Entertainment given
the natural interest and expertise that those members have in this area.
At each step he cooperated with requests. This was a back and forth
process that is documented in your materials. As you know, but which
has not been regularly mentioned in the public discourse, Enterprise
Florida did approve Project Bumblebee in March 2009, offering $11.4
million in exchange for a commitment to create 300 jobs. That approval,
which represented the completion of a thorough vetting process, was a
significant endorsement of the project even though it was at a level below
what Digital Domain believed was feasible to support the scope of its
plans for operations in Florida. Thereafter, Mr. Textor and Digital Domain
continued to cooperate with Enterprise Florida staff as they prepared a
comprehensive report regarding the project.

Not only was staff and senior staff of Enterprise Florida, the Office of
Tourism Trade & Economic Development [sic], and the Office of Film and
Entertainment involved in the process, there were also discussions with
Governor Crist himself and members of his executive staff. This was all
done with an effort to create the best opportunity for success.

As the Governor's process continued, there was likewise a process in the
Florida Legislature as a diverse group of legislators sought to
proportionately increase the appropriation offered to Digital Domain in
exchange for a larger jobs commitment and a requirement to develop
programs with Florida State University. As a result of this process, there
was quite a bit of committee debate about the Digital Domain project
during budget conference sessions. In fact, out of more than a dozen
companies vetted through Enterprise Florida and OTTED, the Digital
Domain project was the only project funded in 2009 that was discussed in
open televised committee hearings. While the role of the legislature in this
project may be beyond the scope of your review, it is helpful to know that
Mr. Textor attended legislative meetings and committee meetings
personally and had discussions with over 30 legislators in an attempt to
answer questions and inform them about Digital Domain's plans. The
Conference Committee on Transportation and Economic Development
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Appropriations also held several televised and noticed public meetings
regarding this proposal. There was a review by the Legislative Budget
Commission, including individual reviews by each of its 14 members.
There was a robust and full due diligence process by OTTED. At the
same time, the project was the subject of a Regional Economic Modeling
Study prepared by Florida State University's Center for Economic
Forecasting and Analysis. That study projected that the project would
result in more than $480 million of gross regional product across the state
and ultimately lead to the creation of 6,100 jobs. In short, the project was
given a robust and thorough review and ultimately, the measure passed
the House and Senate.

You have asked specifically about Representative Kevin Ambler and his
role. He was first introduced to Digital Domain and Mr. Textor in March
2009 by officials at Florida State University, as the project had received
approval from EFI but at a level Digital Domain considered inadequate for
its needs. Given his background in entertainment law and involvement in
the film festival in the Tampa Bay area, Rep. Ambler was a natural
supporter and thoughtful advocate of increasing the film and entertainment
industry in Florida. Mr. Ambler, along with others in the legislature, at
FSU, and in the governor's office, sought to find a way to ensure that
Digital Domain would receive the funding it needed to start its planned
business in Florida. He drafted a budget proviso that authorized allocating
a $20 million portion of unspent funds from the prior year to Project
Bumblebee in exchange for a commitment to create 500 jobs. This
proposed proviso that specifically mentioned allocation of funds to the
Digital Domain project was discussed in publicly noticed, televised
committee mesetings that were attended by numerous legislators,
spectators and the press. The final version of the proviso was drafted by
Dr. Dale Brill of OTTED, provided to the legislature, and passed into the
budget. It removed Rep. Ambler's specific references to Project
Bumblebee, expanded the scale of the appropriation and granted authority
to OTTED and the Governor to use the funds “for the purpose of creating
high-wage jobs and business recruitment to Florida”. The proviso allowed
OTTED and the Governor to fund considerable more money than was
proposed by Rep. Ambler to a larger number of companies.

The project did not just involve the decision makers at the state level.
There were a number of local communities that sought to recruit the
opportunity to add Digital Domain into their local job market. Like their
state counterparts, each community sought to provide the best economic
package available to recruit Digital Domain. There were a number of
counties interested in the opportunity and those packages had to be
coordinated with the state offer so that the opportunity for success could
be maximized. There were a number of attractive communities interested,
and their leaders worked to develop packages to attract Digital Domain.
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While each county had different things to offer in terms of incentive,
location, and community opportunities, the ultimate decision was to
establish the company’s Florida studio in Port St. Lucie, FL.

Subsequent to the completion of the appropriations process through which
Digital Domain contracted for state grants, there was a member of the
Florida House of Representatives who was a vocal critic of the project.
While aware of the project during legislative session, he raised no
objections to it during open committee meetings and he raised no
objections to the relevant budget line item while voting in favor of the
budget itself. His criticism began during a summer 2009 meeting of the
Economic Development Policy Committee. Current Lt. Governor Carroll,
then a member of the Florida House of Representatives and Chair of the
House Economic Development Policy Committee, conducted an inquiry
into the questions raised. At the conclusion of her inquiry, in a letter dated
November 12, 2009 to Governor Crist, then Representative Carroll stated
that she had received ample information that there was no impropriety in
the award of state funds to Digital Domain and that her investigation was
being closed.

Based on documentary evidence, a written statement received on January 15, 2013,
from Stanley Wakshlag, of Kenny Nachwalter, P.A., attorney for Representative Ambler
stated the following:

Representative Ambler believes that the legislative process involving
economic development grants extended by the State of Florida to
Wyndcrest DD Florida, Inc. [Digital Domain] in June 2009 worked properly.
The project, which committed to 500 high wage jobs and contemplated at
least 1000 such jobs, received thorough review from both the legislative
and executive branches. In addition, a comprehensive and independent
economic impact study of the project’s viability and value was performed
prior to the project approval. At no time during this process was
Representative Ambler promised any personal benefit as a result of any of
his actions in the Legislature, and the opportunity to serve as Director of
Digital Domain Media Group, Inc. was first presented to him long after his
tenure in the Legislature ended in November, 2010. Representative
Ambler properly supported this project on its merits which was ultimately
approved by the Governor.

Legislative privilege precludes further elaboration into the details of the
appropriation process.
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Based on testimony provided to CIG reviewers, Ken Pruitt,® Senator and former Vice
Chair of the LBC at that time stated that it is the Legislature’s authority and prerogative
to fund anything it deems appropriate and the Governor has his or her opportunity to
veto, but the Legislature could overturn that veto. He said that he did not think there
were any controls that could be put into place that could have stopped this.

Attempts were made to obtain testimony from Keisha Rice,® former Deputy Director,
OTTED, but after a few calls, this did not materialize. During this review, CIG left a voice
mail for Governor Crist, but no response was received.” CIG attempted to contact
former Representative David Rivera,” former Chair of the LBC. However, none of the
phone numbers were accurate.

CIG Conclusion

The process designed to award economic development incentive funding under the
QACF statute did not result in a recommendation by EFl to OTTED. Concurrent to that
statutory process, Digital Domain sought alternative means to obtain funding. In 2009,
the funds for QACF that were unexpended in FY 2008-2009, were reverted by the
Legislature, appropriated within the same fiscal year to OTTED, and were awarded to
recipients, including Digital Domain, without the requirement to follow the statutory
process for awarding QACF awards.

Although a statutorily prescribed process in place for determining Digital Domain's
eligibility for a QACF award did not result in a recommendation to fund Digital Domain,
an award of $20 million to Digital Domain still occurred. However, we found no
apparent violations of law, rule, or regulation in the award of $20 million economic
development incentive funds to Digital Domain in 2009.

While this award does not appear unlawful, gaps in available written documentation
combined with limited or conflicting recall, unavailability of key witnesses, and assertion
of legislative privilege by a key witness precluded our ability to make a complete
determination of all factors considered in the decision to award funds to Digital Domain.

3 genator Ken Pruitt served the District 28 from November 8, 2000 to August 4, 2009 and was the former
Vlce Chair of the LBC during the 2009 Legislative Session.

We attempted to coordinate an interview with Ms. Rice, but after a few calls, this did not materialize.

' During this review, CIG left a voice mail for Governor Crist, but no response was received. On February
26, 2013, we contacted Governor Crist's office and e-mailed him the draft report for comment, but no
comment was received.
¥ Representative David Rivera was a member of the Florida House of Representative elected to serve
District 112 from November 6, 2002 to November 2, 2010, and, during the time of these events, was the
Chair of the LBC. During this review, we attempted to contact former Representative Rivera by phone,
but were unable to obtain an accurate phone number. On March 7, 2013, we contacted Mr. Rivera and e-
mailed him the draft report for comment, but no comment was received.
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), Inc. Happen Today?

Since the Digital Domain award in 2009, there have been various amendments to the
laws governing economic development incentives. In October 2011, the Department of
Economic Opportunity (DEQ) was created® and as part of the creation of DEQ, the
roles and responsibilities of OTTED in the review of economic development incentives
were transferred from the EOG to the Division of Strategic Business Development
(SBD) within DEO. Now, SBD provides support for attracting out-of-state businesses to
Florida, promoting the creation and expansion of Florida businesses and facilitating the
state's economic development partnerships.

Based on statutory changes, SBD and EFI| work together to promote and manage
Florida's economic development incentives to help businesses commit to create jobs in
Florida by locating, expanding or remaining in the state. EF| markets Florida as the
best place to do business and is the primary point of contact for businesses with
location, expansion or retention opportunities. SBD evaluates incentives applications,
monitors contract performance, facilitates incentive payments, and recommends policy.
SBD is responsible for economic development incentives tracking, accountability and
confidentiality.

Discussions with both EFl and SBD's staff indicated that they meet™ to collaboratively
review incentive projects. Staff stated that they meet periodically to discuss certain
economic development incentive awards before the project is recommended for
approval.

In 2009 and 2011, the Legislature formalized the economic development incentive
application process.”® The changes provided for an incentive application process to be
standardized across all incentive programs and specifies that upon receiving a
submitted economic development incentive application, the SBD of DEO and
designated staff of EFI review the application to ensure that the application is complete,
whether and what type of state and local permits may be necessary for the applicant's
project, whether it is possible to waive such permits, and what state incentives and
amounts of such incentives may be available to the applicant.

DEO is required to recommend to the Executive Director approval or disapproval of an
application. Under the new law, the Executive Director of DEO approves or disapproves
a complete application. However, if review of the application demonstrates that the
application is incomplete, the Executive Director shall notify the applicant within the first
5 business days after receiving the application.

# Section 20.60, F.S., created DEQ in October 2011.

¥ Attendees at these meetings may include designated staff from EFI, SBD, Workforce Florida including
the SBD Direclor, the President and CEOQ of EFI, and Executive Director of DEC.

% Section 288.061, F.S., is entitled "Economic development incentive application process.”
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The new economic development incentive law also states that within ten (10) business
days after DEO receives the submitted application, the Executive Director shall approve
or disapprove the application and issue a letter of certification to the applicant which
includes a justification of the decision, unless the business requests an extension of that
time.

Additionally, the new law requires a contract or agreement with an applicant specify the
total amount of the award, the performance conditions that must be met to obtain the
award, the schedule for payment, and sanctions that would apply for failure to meet
performance conditions. DEO enters into one agreement or contract covering all of the
state incentives that are being provided to the applicant. The contract must provide that
release of funds is contingent upon sufficient appropriation of funds by the Legislature.

The law specifically states that the release of funds for incentives awarded to the
applicant depends upon the statutory requirements of the particular incentive program
and DEO shall validate contractor performance.

Additionally, between 2008 and 2011, the Legislature enacted changes to Section
288.1088, F.S., governing QACF incentives.*® For QACF, the amended law states that
the Executive Director recommends approval or disapproval to the Governor within
seven (7) days after evaluating a project.

Additionally, the new QACF statute outlines the authority to waive specific eligibility
requirements as follows:

» For awards less than $5 million, SBD may grant a waiver;

e For awards valued greater than $5 million and less than $10 million, the
Governor with Legislative concurrence may grant a waiver; and,

e For awards greater than $10 million, no waivers are authorized.

The amendments also established limits to the Governor's authority to grant QACF
incentive awards. The new statutory parameters for QACF outline the Governor's
authority to grant incentive awards as follows:

e For awards less than $2 million, the Governor is authorized to approve the
award;

e For awards valued $2 million to $5 million, the Governor must submit a written
evaluation to the LBC ten (10) days before approval can be granted; and,

¢ For awards greater than $5 million, LBC approval is required.

Additionally, SBD staff stated to CIG reviewers that unlike the process in 2009 when EF!
had primary responsibility for evaluating the proposals and making recommendations,
SBD now has responsibility to review the proposals with EFl. However, SBD now

% See Appendix C for the FY 2011-2012 QACF process flowchart.
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recommends approval for the projects to DEQO’s Executive Director. EFI and SBD staff
further stated that recommendations about projects are jointly decided based on a
complete application.

As of 2010, Section 288.106, F.S., now requires the Office of Economic and
Demographic Research (EDR)¥ to evaluate the methodology and model used to
calculate the return on investment [specific for economic development incentive projects
under the Quaiified Target Industry] and report its findings by September 1 of every third
year beginning September 1, 2010 to the President of the Senate and the Speaker of
the House of Representatives. A new model was created on July 1, 2011 that now
applies to all economic development incentive projects.

For QACF, Section 288.1088 (3)(e), F.S., states that EFl will validate contractor
performance and report within 6 months after completion of the contract to the
Governor, President of the Senate and the Speaker of the House of Representatives.
This requirement is in addition to the standard incentive requirement that DEQ (per
Section 288.061(3), F.S.), validate contractor performance and report on performance in
the annual incentive report.

Based on testimony provided to CIG reviewers, Dr. Brill, when asked if an award like
Digital Domain could happen again, said “yes, it could happen again.” He said if the
Executive Branch and the House and Senate want to appropriate funding, that is what
they will do.

Based on testimony provided to CIG reviewers, Ms. Fannon stated that there is no way
to prevent what happened with Digital Domain from happening again.

Based on testimony provided to CIG reviewers, Senator Pruitt stated that it is the
Legislature’s authority and prerogative to fund anything it deems appropriate and the
Governor has his or her opportunity to veto, but the Legislature could overturn that veto.
He said that he did not think there were any controls that could be put into place that
could have stopped this.

ClG Conclusion

Testimony supported that although improvements have been made to statutes and
processes since 2009, an award similar to the one to Digital Domain couid happen
again today if the Legislature appropriates funds and gives the Executive Branch the
discretion to expend those funds.

Current law prescribes a process for economic development incentives including an
application process and a method for validating the model used to analyze economic
development incentive projects. The process seeks to expedite the award of economic

¥ EDR is a research arm of the Florida Legislature principally concerned with forecasting economic and
social trends that affect policy making, revenues, and appropriations.
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development incentive funding to eligible businesses and provides specific time frames
for evaluation of economic development incentive applications. However, certain new
requirements, such as giving DEO ten (10) days to evaluate economic development
incentive applications, including QACF, may not be sufficient time for a robust due
diligence process.

Therefore, we recommend that DEO conduct a formal evaluation of the current statutory
provisions to ensure the incentive authority, waiver authority, and time frames for
evaluation and decision making adequately protect the state's interests and determine if
recommendations for enhancements should be made to the Legislature.

We also recommend that DEO and EFI conduct a review of the economic development
incentive processes so that recommendations for improvement may be considered such
as documentation and codification of the complete decision making process.

Finally, we recommend that DEO and EFI define and codify the process to be followed
when SBD and EFI staff disagree on whether to fund a project. At a minimum, this
process should include full disclosure in writing to ensure transparency of the rationale
for the final decision.
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In a response to a request for comment to the findings contained herein, the following
provided written responses. These responses are included in Appendix D of this report.

o Jesse Panuccio, Executive Director, Florida Department of Economic
Opportunity;

¢ Gray Swoope, President and Chief Executive Officer, Enterprise Florida, Inc.;

¢ Dale A. Brill, Ph.D, former Director, Office of Tourism, Trade, and Economic
Development;

e Stanley H. Wakshlag, of Kenny Nachwalter, P.A., attorney for Kevin Ambler; and,

+ William N. Shepherd, Holland & Knight, LLP, attorney for John Textor.

The Office of the Chief Inspector General would like to extend our appreciation to
management and staff of the Florida Department of Economic Opportunity and
Enterprise Florida, Inc. and others offering their testimony or comments for their
assistance and cooperation during this review.

21



March 26, 2013 Chief Inspector General Report No. 2013-11

Appendix A — Documentary Evidence and Relevant Testimony

Based on testimony provided to CIG reviewers, Dr. Dale Brill, former Director,
OTTED, said that he first heard of Mr. John Textor and Digital Domain in June 2008
when Mr. Textor contacted him by phone. He said that Mr. Textor introduced himself as
a filmmaker or producer from California, but also as a Martin County, Florida native with
a desire to bring jobs and opportunities back to his home county. Dr. Brill said that he
directed Mr. Textor to EFI.

An email dated June 19, 2008, from Dr. Brill to Mr. Textor, showed that OTTED was
contacted by Mr. Textor and given contact information for EFl so he could directly
provide EFI information for an economic development incentive project.

Based on testimony provided to CIG reviewers, Marty Wilson, Vice President of
Competitive Programs and Policies, EFl, confiirmed that the 2009 process for
economic development incentives was that EFl handled the initial project review,
conducted financial analysis, and prepared a recommendation to OTTED. She said that
OTTED staff would conduct an independent review of EFl's recommendation prior to
sending it to the Governor for approval.

Ms. Wilson said that whenever EF| staff received an application for an incentive, both a
project manager and incentive manager were assigned to the project to shepherd the
business through the application process. She said that the project manager was
responsible for the application paperwork and for evaluating the company and its
request. She added that once all the documentation was received, the incentive
manager reviewed and approved the project prior to making a recommendation to
OTTED. According to Ms. Wilson, most incentives are performance-based and the
companies have to create jobs and meet the average wage requirements agreed upon
before receiving any funds.

Based on testimony provided to CIG reviewers, Dr. Brill confirmed that EFl would
assign a project manager for a new project and a project application called a General
Project Overview (GPQO) would be created. He said that once a GPO was completed, a
project would be sent to OTTED for an independent review. According to Dr. Brill, EF|
negotiated with Digital Domain to develop their GPO. Dr. Brill stated that Mr. Textor
originally told him that an incentive package of $100 million would be needed. Dr. Brill
stated that he thought this figure was too much. He said that he gave the Digital
Domain project the code name “Project Bumblebee.”

Based on documentary evidence, Mr. Textor submitted a GPO dated January 22, 2009.
On this form under the section entitled “Capital Investment Overview" describing the
capital investment in real and personal property, it shows “$25 million in construction of
a new facility; and $15 million to purchase new computer and display equipment and $4
million to purchase R&D equipment.” Also included with the GOP was a form entitled
“Attachment to the General Project Overview"” for QACF. This form indicated the type
and amount of financial or other support to be provided by the local community for this
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project was “$85 million in the form of land, building construction and county-level
incentive funding.”

Based on testimony provided to CIG reviewers, according to Ms. Wilson, Digital
Domain provided EFl a company overview so that they could review it with the request
for incentives. She said EFI had trepidation about the amount of funding Digital Domain
was requesting, which she said was originally $100 million. She said that EFI
conducted an economic and fiscal impact analysis which looked at the jobs created, the
average wage, the capital investment Digital Domain was committing to make, and the
industry as a whole. She said EF| could not substantiate an award amount anywhere
near the amount Digital Domain was requesting.

Ms. Wilson said that early in the process, Digital Domain evaluated multiple counties
for location of the digital production studio which was not that uncommon. However, as
time progressed, she said that companies applying for incentives normally narrow the
location to one and begin discussions with the local communities in order to obtain the
required local support.

A January 30, 2009, e-mail from John Adams, President and CEQ of EFI, to Governor
Crist's Chief of Staff, Eric Eikenberg, described the Digital Domain project. Mr. Adams
further advised Mr. Eikenberg that EFl met with the company and requested further
information to evaluate the project and, pending receipt of the additional information,
placed the Digital Domain project on hold.

A February 6, 2009, e-mail from Mr. Adams to Mr. Eikenberg indicated that EFI had
received unaudited spreadsheets from Digital Domain and conflicting information
concerning location of choice. Mr. Adams further stated that EFl had been in
consultation with OTTED on the issues.

On February 12, 2009, Digital Domain revised their GPO indicating a proposed location
of Hobe Sound, Martin County, Florida. This revised GPO projected 300 jobs created
as a part of the project with an annualized average wage of $64,233. On this form
under the section entitled “Capital Investment Overview" describing the capital
investment in real and personal property, it shows "$35 million in construction of a new
facility; and $17.38 million to purchase new computer equipment, furniture and other
capital assets.” Also included with the GOP was a form entitled "Attachment to the
General Project Overview” for QACF. This form indicated the type and amount of
financial or other support to be provided by the local community for this project was
“$46.862 million in the form of land, building construction and county-level incentive
financing."

Based on testimony provided to CIG reviewers, Ms. Wilson stated that EFI ran the
Digital Domain financials through a model originally obtained from U.S. Department of
Commerce to obtain the anticipated award based on a 5 to 1 payback ratio which was
required by statute for QACF funding. Ms. Wilson said that EF| was only able to justify
an award of about $6 million, but Digital Domain was dissatisfied with this amount.
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Based on documentary evidence, after Digital Domain's revised GPO was submitted,
EFI entered financial data for Digital Domain into an impact analysis model to calculate
the anticipated award based on the 5 to 1 payback ratio required by the QACF statute.
EFI was only able to justify an award of about $6 million which was not acceptable to
Digital Domain and the pay back ratio estimated at that time was 3.51 to 1 for a
proposed Martin County location.

Based on testimony provided to CIG reviewers, Mr. Adams recalled that the EFI review
showed the financials for the company were “extremely weak.” Mr. Adams stated that
the process used in Florida by EFl is as robust a model as he is aware of in the country.
Mr. Adams indicated that EFl worked on this project for six to seven months and had
performed proper due diligence with several iterations of information received from
Digital Domain. Mr. Adams noted that with each iteration, the return on investment
“seemed to get worse."

A February 20, 2009, e-mail from Mr. Adams to Mr. Eikenberg indicated that Digital
Domain did not accept the EFI proposed economic development incentives package
with a QACF award of $6.1 million. Mr. Adams stated:

Project Bumblebee (Wyndcrest DD Florida, Inc.): EFI received a
proposal from Broward County and revised GPO and Quick Action Closing
fund applications from the company for Broward and Martin Counties. EFI
presented the company with a State incentive package of $9.61 M,
including a $6.1 M Closing fund [QACF], along with the local
component from Broward County and the City of Hollywood totaled
of $7.9M, for a state and local incentive package of $17.5 M. The
company responded that they expected more closing fund based on
a copy of a contract they had received on a previous CF [QACF]
project. EFl communicated this to OTTED. This week EFl received a
proposal from Martin County. EFI is evaluating the submissions.
The company must select one location before the project moves
forward.. [sic] The company ha [sic] suggested legislative
appropriation for the funding of the project.

A February 27, 2009, e-mail from Brenda Workman, EFI, to Mr. Textor requested that
the principals of Digital Domain accept the proposed QACF amount of $6.1 million in
writing.

A March 4, 2009, e-mail from Mr. Textor to Dr. Brill indicated the amount of the EFI
proposal was not acceptable to him.

A March 10, 2009, email from Mr. Textor to Governor Crist's Executive Assistant,
showed that Mr. Textor attempted to contact Mr. Eikenberg to discuss other funding
sources for Digital Domain and included an email to Mr. Eikenberg that stated the
following in pertinent part:
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We consistently receive calls from other parties within the state that offer
to help, some as a result of the meetings you set up for us with educators.
We even heard from a confident state rep [Representative] that believed
he was in a position to 'push through’ a direct line item allocation for us in
the budget if he knew he had the support of the Governor's office....it
sounded too good to be true, but nonetheless very interesting.

With so much interest coming from so many different directions, we have
tried our best to wait for instructions from OTTED so as not to confuse
matters with too many involved parties. It seems possible that he is
hearing from too many parties regarding our project and this may be
frustrating as well. It does at times seem that based on these other
conversations that other sources or ideas might be beneficial, but thus far
we have only focused on EFIl and the QACF. Given where we stand, we
have been anxious to discuss other funding sources or structures that
would enable us to come to Florida.

In any case, we are not hearing anything...and we are really not sure
where the discussion stands. Are there any other ideas at play, or are we
truly being asked to make a decision based only on what EFl has
proposed?

Please accept my apologies for having to push up to you every time we hit
a roadblock, but it seems that things only move when you are made aware
that they have stopped.

A March 18, 2009, e-mail from Ms. Workman to Mr. Teaford, Mr. Textor, and Mr.
McNicholas stated in pertinent part: “Enterprise Florida will present to OTTED
information relative to a one time award of $6,100,000 from the Quick Action Closing
Fund. The following Payment Criteria and Performance Conditions are also
recommended...”

In separate e-mails dated March 18, 2009, to Ms. Workman from Mr. Textor and Mr.
Teaford, respectively, both indicated their agreement with the terms.

A March 27, 2009, e-mail from Mr. Adams to Mr. Eikenberg stated:

Project Bumblebee (Wyndcrest DD Florida, Inc.): EFI received a
proposal from Broward County and revised GPO and Quick Action Closing
[QACF] fund applications from the company for Broward and Martin
Counties. EFI presented the company with a State incentive package of
$9.61 M, including a $6.1 M Closing fund [QACF], along with the local
component from Broward County and the City of Hollywood totaled of
$7.9M, for a state and local incentive package of $17.5 M. The company
responded that they expected more closing fund [QACF] based on a copy
of a contract they had received on a previous CF [QACF] project. EF!
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communicated this to OTTED. Last week EFI received a proposal from
Martin County. The company agreed to locate in Martin County based on
a State and local incentive package totaling $11,398,740. The offer
includes $6.1 M Closing Fund [QACF], along with road fund, QTl and QRT
for a total State incentive package of $9.61 M. Martin County's offer
includes QTI Match, Impact Fee Relief, Temporary Facility Space,
Workforce Solution Funding, and Expedited Permitting for local package
totaling $1,788,740. Final presentation to OTTED is being developed.
EFl is in discussions with OTTED. Company met with the Lt.
Governor [Kottkamp] requesting additional state funding after
agreeing to the state and local incentives offer to locate in Martin
County. The project is on hold.

On April 2, 2009, Dr. Brill sent a letter to Mr. Textor as a follow-up to a meeting stating
in pertinent part:

... discuss the status of Project Bumble Bee [sic] with the united objective
of identifying any additional information that may be needed to allow
Enterprise Florida, Inc. (EFI) to complete and forward its review to the
Office of Tourism, Trade, and Economic Development (OTTED) per
section [sic] 288.1088, Florida Statute.

On April 13, 2009, Digital Domain submitted two GPOs for EFI's consideration. One
GPO was for a Broward County location and the other GPO was for a Martin County
location. Both projected 500 jobs would be created as a part of the project with an
annualized average wage of $65,000 and $64,233 respectively. Under the section
entitled “Capital Investment Overview” describing the capital investment in real and
personal property, it shows “$29.725 million in construction of a new facility and $30
million to purchase new computer equipment and furniture and other capital assets” for
a Broward County location. Also included was a form entitled “Attachment to the
General Project Overview” for QACF. This form indicated the type and amount of
financial or other support to be provided by the local community for this project was
"$56.8 million in the form of land, building construction and county-level incentive
financing” for a Martin County location.

Based on testimony provided to CIG reviewers, Ms. Wilson said that EFl was becoming
concerned that Digital Domain was not getting to the point of identifying a single
location. Ms. Wilson said that there was never a doubt in her mind that the local
communities Digital Domain was considering were supportive of the project, but, for her,
it was the question of how supportive the communities were going to be financially such
as providing local commitments for facilities, real estate, tax breaks, and more. She
said until the local commitment was fully known, EFl could not complete a financial
review of Digital Domain that it needed for a final recommendation.

Based on testimony provided to CIG reviewers, Dr. Brill explained that it was not
uncommon for companies to be unsure of where they want to locate a project. He
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further explained that the easiest way to drive up the incentive amount you get from
local governments is to play one against the other. He advised that when this happens,
“we [the State] don’t win." He said it is difficult in the incentives game when two
communities begin competing for the project because it drives up the incentive.

Dr. Brill said that EFI determined that an incentive of $6 million was all that could be
justified for Digital Domain although no recommendation for that amount was proposed
by EFl to OTTED. Dr. Brill stated that since EFl had made no recommendation, OTTED
could never really attest whether or not Mr. Textor's proposed project met the
requirements under the QACF statute.

Based on testimony provided to CIG reviewers, Tim Proctor, former Chief Analyst for
Incentives, OTTED, recalled that Digital Domain applied for incentives in 2008.
According to Mr. Proctor, Digital Domain had failed to select a single site location and
was seeking local incentives from several counties. He indicated that EFl's calculated
return on investment and payback ratio analysis could only justify an amount of about
$6 million for Digital Domain but that EFI did not forward an incentive recommendation
to OTTED. He said that Digital Domain was not an ideal project for Florida even at $6
million and that he shared his concerns about the offer. He said that since OTTED
could not approve an incentive without EFI's recommendation, no incentive was
approved for Digital Domain.

On April 16, 2009, EFI prepared a “Closing Fund Review" of Digital Domain's project.
The review provides company background, summary of the project, proposed incentives
and the financial analysis. The project review section states:

This review has been completed based on the information provided by
Bumblebee [Digital Domain] as of this date. Bumblebee [Digital Domain]
has stated that $20M is required from the State to locate the company in
Florida. In the first year of operation, the State of Florida is requested to
provide 95% [sic] of operating costs as compared to 15% [sic] by the
company.... This is a project review as Enterprise Florida is not in a
position to recommend Project Bumblebee [Digital Domain] to OTTED.

Note: The “Closing Fund Review" cited concerns about the following areas: profitability,
income, equity and debt financing, revenue projections, cash position, executive
compensation, and recent litigation.

Based on testimony provided to CIG reviewers, Dr. Brill said that when Mr. Textor
learned that a $6 million incentive was what EFl suggested, Mr. Textor attempted to
show that the “Closing Fund Review" developed by EF| was flawed and contained
calculation errors. Dr. Brill said that although he did not review the paperwork himself,
he sent the materials to Mr. Proctor for verification and Mr. Proctor confirmed there were
some basic percentage calculations that were incorrect.
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On April 20, 2009, Dr. Brill sent an e-mail to Mr. Adams stating that he and
representatives of Digital Domain had concerns regarding several discrepancies and
errors in the EFl analysis of Digital Domain and there was a "deal stopper” because
OTTED *“could not forward the Closing Fund [QACF] project [to the Governor] in the
absence of EFl's recommendation.” This e-mail indicated that the Governor's Deputy
Chief Counsel® had reviewed Section 288.1088(3)(a), F.S., and confirmed the
requirement that OTTED could not forward the project without EFlI's recommendation.
Specifically, in this e-mail, Dr. Brill states:

During the attempts to verify information in the project summaries, further
disputed information was identified. The Client sent a frantic e-mail asking
how it could serve to clarify the representation of the project prior to the
Governor's briefing. The extraordinary action of involving the Client so
directly on fact checking is acknowledged as likely unprecedented.
Emphasis should be heeded that the contents shared were only excerpts.
This effort also sought to end the criticism of EFI’'s handling of the project
review lodged by Representative Ambler and the Lieutenant Governor
[Kottkamp]. With only hours to clean up, or at least verify, the EFI
documents prior to briefing the Governor, there was no apparent
alternative.

Based on testimony provided to CIG reviewers, Dr. Brill confirmed that he sent an
email to Mr. Adams on April 20, 2009, advising him about the meeting in Representative
Ambler's office, and that there was concern that EFI had not given Mr. Textor fair
treatment. Dr. Brill said his purpose for sending the email was to ensure that the
Governor was provided with accurate information on which to base a decision for
incentives for Digital Domain. He said that in response, EF| provided OTTED with a
“Closing Fund Review" that confirmed that EFI was not in a position to recommend the
project to the Governor.

Dr. Brill stated that during the 2009 Regular Legislative Session, he was called into
Representative Ambler's office to discuss that EF! would not recommend incentives for
Digital Domain. He said that when he arrived at the meeting, he found that Mr. Textor,
Mr. Teaford and a lobbyist named Cynthia Henderson® were also present. During the
meeting, the discussion focused on how to legally get around the QACF statute that
mandated an EFIl recommendation in order to receive an incentive.

Following his April 20, 2009, email to Mr. Adams, Dr. Brill said that OTTED finally
received notice that EFl was not in a position to recommend Digital Domain for an
incentive. He advised that they neither recommended nor rejected the project. Dr. Brill

* The Governor's Deputy Chief Legal Counsel at that time, Jerry Curington, did not recall any details
about this.

* According to Ms. Henderson, she was not a lobbyist for Digital Domain, but was hired as a consultant
to negotiate the contract at the end of the process.
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said this frustrated him, and to his knowledge, this was the first time EFl had ever
withheld a final determination and kept the project “in nowhere land.”

Based on testimony provided to CIG reviewers, Dr. Brill stated that Representative
Ambler initiated discussions about reverting all of the QACF money so they were no
longer considered closing funds and could be designated to be spent any way the
Legislature chose. Dr. Brill said that is eventually what the Legislature did. When
asked if anyone other than himself and Representative Ambler were going back and
forth on ways to circumvent the statute, Dr. Brill replied, “no.”

Based on documentary and testimonial evidence, concurrently, Digital Domain sought
support and other alternatives to acquire funding for their project by meeting with
Governor Crist,® Lt. Governor Kottkamp,”' Governor Crist's Chief of Staff? and
members of the Legislature.®

Simultaneous to these events, OTTED did not expend all $46.46 million dollars of
QACF appropriated for the annual period beginning July 1, 2008, and ending June 30,
2009. The remaining unexpended balance from the QACF was appropriated in the
same FY 2008-2009 to OTTED, for the purpose of creating high-wage jobs and
business recruitment to Florida and the Legislature passed Chapter 2009-81 (Senate
Bill No. 2600), the 2009-2010 General Appropriations Act (GAA), to appropriate moneys
for the annual period beginning July 1, 2009, and ending June 30, 2010. Section-68 of
the GAA addresses the funds which were reverted and reappropriated from the prior
fiscal year.

SECTION 65, The wunexpended balance of funds and the remaining funds
released for projects appropriated in Specific Appropriation 2635 and
Section 74 of Chapter 2008-152, Laws of Florida, shall revert
immediately and is appropriated in the 2008-2009 fiscal year to the
Executive Office of the Governor, 0ffice of Tourism, Trade and Economic
Development for the purpose of creating high-wage| jobs and business
recruiiment te Florida. This sectlion shall take eifect upon becoming a
law.

Based on testimony provided to CIG reviewers, Dr. Brill said, after the Legislature
reappropriated the funds, the funds were no longer considered QACF. He said that the
Governor [Crist] wanted to ensure that the approval for incentive funds followed the
QACEF statutory requirements as closely as possible and as if the funds were still QACF.
Dr. Brill recalled that the Governor was adamant and told him, he wanted this done
exactly the way it would be done if it were a normal process. Dr. Brill further recalled
that the Governor wanted to make sure everyone was informed and the incentive deal
was in the public eye. Additionally, Dr. Brill said that he received instructions from the

0 Gharlie Crist served as Florida's 44™ Governor from January 2, 2007 to January 4, 2011.

1 Jeff Kottkamp served as Florida's Lieutenant Governor from January 2, 2007 to January 4, 2011.
“2 Erik Eikenberg was the Governor's Chief of Staff from January 1, 2008 to November 3, 2009.

“ See the response provided by Textor's attorney on pages 38-41.
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Governor to make calls to the members of the LBC to brief them on these projects.
When asked if the law that had been passed could have been vetoed, Dr. Brill said that
he believed it was an item in the back of the budget so he did not believe the Governor
could have vetoed it.

A May 12, 2009, email from Dr. Brill to Mr. Textor indicated that he expected to receive
specific information from the Governor by May 22, 2009, and indicated that the deadline
for the agreement would be no later than June 30, 2009.

On May 22, 2009, Governor Crist sent a letter to the Honorable Jeff Atwater, President
of the Florida Senate, regarding "Quick Action Closing Fund Projects.” This letter
indicated "There are six projects on which | wish to consult with both you and Speaker
Cretul and receive your concurrence."* This letter included the following information in
pertinent part:

Wyndcrest DD Florida, Inc. [Digital Domain] (Project Bumble Bee [sic]), an
affiliate of Digital Domain, is currently evaluating two separate Florida
locations, Martin County and Broward County. There is also a third
location under consideration for which economic development incentive
information is not currently available for a financial evaluation. Wyndcrest
DD Florida, Inc. is planning a digital production studio to create digital
imagery for animated feature films, live action films, and television
commercials and to create video games. According to an Enterprise
Florida initial review of the project, the company is anticipating creating
500 new jobs at an average annual wage of $64,233 and a capital
investment of $51.5 million if the Broward County site is selected
[emphasis added], or $72.38 million if the Martin County site is selected
[emphasis added]. The 10 year payback ratio of 2.37 to 1 in Broward
County [emphasis added] and 1.66 to 71 in Martin County [emphasis
added] with an anticipated Quick Action Closing Fund payment of $20
million.  Additional local incentives are anticipated depending on the
company's final location decision [emphasis added].

...The total anticipated Quick Action Closing Fund payments are
$21,520,000 if all of the projects listed above move forward in the process.
This will create 1,314 jobs, retain 295 jobs, and result in a total anticipated
capital investment of $126,175,000.

Note: This letter includes the other five projects recommended to receive economic
development incentives funding as follows:

¢ |Intellon Corporation with an anticipated Quick Action Closing fund payment in the
amount of $200,000, Qualified Target Industry tax refund of $60,000, and local
incentives totaling $472,250;

“ OTTED staff confirmed that Governor Crist sent a letter to Speaker Cretul.
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¢ Digital Risk, LLC with an anticipated Quick Action Closing Fund payment of
$345,000, Qualified Target Industry tax refund of $580,000, and local economic
development incentives totaling $142,200;

« TBC Corporation with an anticipated Quick Action Closing Fund payment of
$400,000, Qualified Target Industry tax refund of $160,000, Quick Response
Training of $50,000, Incumbent Worker Training of $40,000, and local economic
development incentives totaling $472,250;

s InEnTec Chemical with an anticipated Quick Action Closing Fund payment of
$75,000, Qualified Target Industry tax refund of $48,000, and local economic
development incentives totaling $37,000; and,

 Bayview Asset Management with an anticipated Quick Action Closing Fund
payment of $500,000, Qualified Target Industry tax refund of $1.6 million, and
local economic development incentives totaling $400,000.

Based on testimony provided to CIG reviewers, Dr. Brill indicated that he did not know
how the incentives package to Digital Domain rose to $20 million and opined it likely
would have come from a request from Mr. Textor based on what he thought he needed
to make the project work. Dr. Brill said he briefed Governor Crist, and was again asked
why EFI would not recommend the project. Dr. Brill said that he informed Governor
Crist that EFI had concerns over the financial ability of the project to be sustainable.
According to Dr. Brill, Governor Crist made an effort to do research on his own to better
understand the project.*® Dr. Brill said the Governor told him, he had confidence that
they [Digital Domain] would be able to meet their financial obligation and to move
forward. When asked if he was told by someone to prepare the letter, Dr. Brill said “no.”
Dr. Brill said he inferred that the object of the legislative intent was to make the project
happen. Dr. Brill further stated that this was the only time that he recalled using a letter
to communicate with both the Speaker of the House and Senate President for getting
project approvals.

Based on testimony provided to CIG reviewers, Tracey Fannon, Planning and
Administration Coordinator, Office of Policy & Budget, EOG, stated after the budget
was presented to Governor Crist, the Office of Policy and Budget battled back and forth
about recommending a veto to the Governor concerning the Section 68. She explained
that the money would have been lost for the other projects that were already in the
works if this had been vetoed. She said that the determination was made that the
money for the other five projects was more important.

4 During this review, CIG left a voice mail for Governor Crist, but no response was received. On
February 26, 2013, we contacted Governor Crist's office and e-mailed him the draft report for comment,
but no comment was received.
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The GAA became law upon the approval of Governor Crist on May 27, 2009. As a
result, OTTED had 35 days to expend the appropriated funds prior to the June 30,
2009, fiscal year end.

Based on testimony provided to CIG reviewers, Michelle Dennard, Director, SBD, who
at the time was OTTED's legal counsel, stated that she and Tim Proctor prepared
briefing information because Governor Crist wanted to follow the statutory process as
much as possible.

Based on testimony provided to CIG reviewers, Jorge Nunez, Government
Operations Consultant lll, SBD, said that once the appropriation language was
passed by the Legislature, the project was no longer required to follow the QACF
statute. According to Mr. Nunez, the “character” of the money changed with the
appropriation language so that it was at the Governor's discretion to use to develop
business or whatever cause he thought would stimulate business and create jobs. Mr.
Nunez stated that for the incentives approved that year, Digital Domain was the only
project that did not have an EFI recommendation. Mr. Nunez said that although the
incentives no longer had to be treated as QACF money, the Governor wanted the
process for the incentives to mimic the process used for QACF incentives. He said that
OTTED had to treat them as QACF incentives because there was no other manner in
which the funds could be tracked in OTTED’s tracking system or procedures, so they
were handled as QACF incentives.

Based on testimony provided to CIG reviewers, in reference to the May 22, 2009, letter
from Governor Crist to the Speaker of the House and the Senate President listing six
projects, Mr. Nunez, indicated his belief that they were trying to do everything they
could in the absence of a process and, “in an abundance of caution,” Governor Crist
notified the Speaker of the House and the Senate President.

In a June 1, 2009, memorandum from Dr. Brill to Governor Crist, OTTED provided a
funding recommendation for Digital Domain. This funding recommendation, signed by
Dr. Brill on June 17, 2009, in pertinent part indicated:

The Office of Tourism, Trade, and Economic Development (OTTED)
requests that you approve Wyndcrest DD Florida, Inc. for a funding award
in the amount of $20,000,000 to locate the digital studio operation of
Wyndcrest DD Florida, Inc. in Florida by establishing a new digital
production campus.

...The Company is looking to occupy a 175000 square foot
facility...committing to create 500 new jobs...These commitments may
vary based on final site selection, which has not yet occurred.
[emphasis added]

... Wyndcrest [Digital Domain] will start land acquisition and construction of
a new building. The capital investment...is expected to be $52.375 million
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for the development of a new facility in two phases. This estimate may
vary based on final site selection, which has not yet occurred.
[emphasis added]

In the first year of operation, the State of Florida is requested to provide
95% [sic] of operating costs as compared to 15% [sic] by the company [a
calculation that does not compute to 100%]. Based on creation of 500
new jobs total capital investments of $52.375 (excluding the value of the
land), a $1.6M QT (state portion), and a $20 million funding award, the 10
year payback ratio is 1.66 to 1 [emphasis added].

Based on testimony provided to CIG reviewers, when asked if he agreed with his own
recommendation, Dr. Brill said “no.” He said he was not comfortable with the
recommendation. He acknowledges that he never “threw himself on the sword” and
disagreed with granting the incentive. Dr. Brill said that, it was clear that if he had done
that, he would have been looking for other work, at least in his view. When asked if he
expressed his specific objection, Dr. Brill stated “no”.

Based on testimony provided to CIG reviewers, Dr. Brill described the process leading
up to the LBC as a laborious process that required OTTED to offer each member of the
LBC a personal briefing on the project. Dr. Brill indicated that members could decline
the personal briefing. Dr. Brill said that the idea of placing it on the LBC agenda was
“initially resisted,” and so it was placed for informational purposes only. He said that he
recalled that during his presentation to the LBC, a member of the LBC (Dr. Brill could
not recall who) pointed out that the briefing was a courtesy and not required. Dr. Brill
again stated that this was done at Governor Crist's insistence that this be done in the
public, and that the legislators be fully informed on Digital Domain and the other projects
receiving incentives.

On June 17, 2009, Dr. Brill presented Digital Domain and the other five projects to the
LBC. According to the June 17, 2009, LBC Action Packet, this agenda item was
presented as other business and was not affirmatively approved. There was no further
information on this matter in the LBC Meeting Package.

I. Other Busincss &«
Presentation by Dale Brill- Director, Office of Tourisrn, Trade & Economic Devejopment, i

Executive Office of the Govemor regarding implementation of section 68 of the Conference

Report on SB 2600.

On June 24, 2009, Governor Crist marked “Concur and approve this Quick Action
Closing application at: $20,000,000" and signed the funding recommendation prepared
by OTTED.
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On June 29, 2009, EF| submitted a review of Digital Domain which concluded in
pertinent part:

This review has been completed based on the information provided by
Bumblebee [Digital Domain] as of this date. Bumblebee [Digital Domain]
has stated that $20M is required from the State to locate the company in
Florida. In the first year of operation, the State of Florida is requested to
provide 95% [sic] of operating costs as compared to 15% [sic] by the
company [a calculation that does not compute to 100%]. This is a project
review as Enterprise Florida is not in a position to recommend Bumblebee
[Digital Domain] to OTTED.

Note: This review cited concerns in the following areas: profitability, income, equity and
debt financing, revenue projections, cash position, executive compensation, and recent
litigation.

On June 30, 2009, State of Florida, EOG, Grant Fund Agreement #0T09-152 was
executed between OTTED* and Digital Domain that outlined that Digital Domain would
receive the $20 million economic development incentive. A revised GPO for Project
Bumblebee [Digital Domain] was included as Appendix A of the Agreement. Section 4
of the GPO indicated June 26, 2009, as the date for the final location decision.
According to this agreement, the incentive was designed to create 500 jobs at an
average wage of at least $64,233 excluding benefits, and the company was required to
invest a total Qualified Investment®’ of at least $50,000,000 in the new facility by
December 31, 2014, and this project will include the location of the Grant Fund
Awardee’s digital production studio in the Tradition Development, Port Saint Lucie, Saint
Lucie County of Florida [emphasis added], in order to fulfill provisions of the Contract.

According to OTTED files, on July 20, 2009, the City Council of the City of Port St.
Lucie, St. Lucie County, Florida, passed and approved Resolution 09-R101 providing for
commitment of local financial support and assistance necessary to locate Digital
Domain to the City and County and funding be made available to the company in return
for the providing of jobs promised by the company.

According to OTTED files, on July 22, 2009, the City of Port St. Lucie, St. Lucie County,
Florida, entered into a Site Agreement with Digital Domain and agreed to provide 15
acres of land contingent upon Digital Domain meeting certain prescribed requirements.

Between September 2009 and April 2011, Digital Domain received four (4) payments
totaling $20 million based upon OTTED's evaluation that Digital Domain had complied

% Keisha Rice, former Deputy Director, OTTED, signed the agreement on behalf of OTTED. We
attempted to coordinate an interview with Ms. Rice, but after a few calls, this did not materialize.

4 A Qualified Investment shall include the cumulative sum of the following investments: hard and soft
costs incurred in construction to real property, furniture, fixtures, and equipment that is purchased, and
appraised value of real and personal property that is acquired.
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with contract provisions. The contract requirements, payment amounts, and payment
dates are listed below:

Summary of Payments

Payment Required Completion
Contract Requirement Amount Date __Payment Daie

Payment 1 $7,000,000 | September 30, 2009 September 1, 2009

s Local resolution from City

s Site agreement, tease or
similar documentation

e Demonstration of recruitment
for hiring executive
management

¢ Public announcement of
intention to locate in the City of

Port St. Lucie
Payment 2 $5,000,000 | February 28, 2010 June 29, 2010
However, may be
¢ Closure on Site agreement extended to no later
« Commencement on than April 30, 2010
construction and Capital
Investment of $5 million
e Continue recruitment and
hiring activities
e Establish executive
management team
Payment 3 $4,000,000 | December 31, 2012 December 23, 2010

o  Creation of 100 net new full-
time equivalent jobs

e Average annual wage of
project jobs will be at least
$64,233, excluding benefits

¢ Qualified Investment of at least
$15 million

e Occupancy of facility

“® Digital Domain requested the extension to April 30, 2010 and all required documentation was received
prior to that date.
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Payment 4 $4,000,000 | December 31, 2013 April 11, 2011

o Creation of 200 net new full-
time equivalent jobs

¢ Average annual wage of
project jobs will be at least
$64,233, excluding benefits

o Qualified Investment of at least
$25 million

On October 13, 2009, Representative Jennifer Carroll®®, sent a letter to Governor Crist,
requesting an immediate investigation and questions concerning the $20 million
appropriation to Digital Domain.

On October 14, 2009, Representative Carl J. Domino,™ sent a letter to Dr. Brill, asking
questions concerning the $20 million appropriation to Digital Domain and requesting
that OTTED "suspend any further funding...until the Legislature is satisfied that this is a
viable investment.”

On October 22, 2009, Representative Domino sent a letter to Or. Brill thanking him for
taking time to discuss the Digital Domain project. However, Representative Domino still
called for the freeze of further funding and a full accounting of the first $7 million and
return of any unspent funds.

On October 16, 2009, Dr. Brill responded to former Representative Carroll's October
14, 2009, letter with the answers to the questions in her letter.

On November 12, 2009, former Representative Carroll responded to Governor Crist,
stating that “response letter | received from Dr. Dale Brill...gave ample information to
satisfy my concerns that no impropriety in awarding Mr. Textor and his business...
occurred.”

Based on testimony provided to CIG reviewers, when asked if he believed the economic
development incentive award and approval process was sidestepped, Dr. Brill
answered, “Absolutely.” He said that “great energy was put into play to deliberately and
intentionally sidestep the process.” However, when asked, Dr. Brill stated that he “did
not believe anything unethical occurred or that any laws were broken." Dr. Brill stated
that this was not the first time the Legislature granted funds to organizations through a
direct proviso appropriation [such as member projects or turkeys] so there was
precedent for bypassing the EF| approval process.

9 Jennifer Carroll was a member of Florida House of Representatives elected to serve District 13 from
May 14, 2003 to November 2, 2010, and, during the time of these events, was the Chair of the Economic
Development Policy Committee. She is also the former Lieutenant Governor for the State of Florida.

% Carl Domino was a member of the Florida House of Representatives elected to serve District 83 from
November 6, 2002 to November 2, 2010, and, during the fime of these events, was a member of the
Economic Development Policy Committee.

36




March 26, 2013 Chief Inspector General Report No. 2013-11

Based on testimony provided to CIG reviewers, Mr. Adams stated the incentives
awarded to Digital Domain were the result of a “back-of-the-bill" legislative process that
he said “totally skirted the statutory process for QACF.” Mr. Adams asserted that EFI
was not involved in that process and was concerned that the “back-of-the-bill" legislative
process would set precedent for other economic development incentives being similarly
approved.

Mr. Adams stated that this incentive was approved as a slight of hand and that they
routinely rolled forward unexpended amounts without need for such a measure.
Additionally, Mr. Adams wondered if other projects were postponed to create the
unexpended amount which was appropriated for this economic development incentive.
Mr. Adams also stated that had they been consulted after April, he would have called
their hand on the project. He said he had already reviewed it and determined that is
was not a good project.

Based on testimony provided to CIG reviewers, Mr. Eikenberg stated that his
recollection of the project for Digital Domain was that the Crist Administration had a
number of questions about the overall deal with Digital Domain. He said that Digital
Domain also had a number of concerns that the deal was not moving in the direction
they would like. Mr. Eikenberg recalled multiple meetings to work through the issues.
He stated that OTTED was involved in the details.

Mr. Eikenberg said that the Crist Administration had difficulty justifying the project, but,
at some point, the Legislature stepped in. However, he said that he did not have any
specifics about this. Mr. Eikenberg recalled that there was some sort of generic proviso
language that placed the funding for economic development incentives into the budget.

Mr. Eikenberg said that, ultimately, the Legislature gave the Governor the authority to
allocate the resources yet he recalled Governor Crist sending a letter to Senate
President Jeff Atwater and Speaker of the House Larry Cretul seeking legislative
approval. He said that the proviso language gave the Governor the authority not to go
to the LBC for approval, but that Governor Crist objected to that process. He recalled
Governor Crist making calls to the presiding officers over the LBC and recalled that
Governor Crist insisted that the awards of the incentive projects go before the LBC. He
said that Governor Crist was not going to act without the Legislature on this because the
Governor wanted the process to be fully transparent.

Mr. Eikenberg said that he recalled Mr. Textor and Digital Domain being very
aggressive when they first came to Florida with all the movies they were involved in. He
recalled that the CEO had a presence in Tallahassee. He recalled that OTTED
coordinated the details of the Digital Domain project.

Mr. Eikenberg said that he recalled that Mr. Textor presented the plan to the
Governor's office including the various site locations they were considering. Mr.
Eikenberg said that he recalled that Digital Domain wanted to move a production facility
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to Florida that would bring jobs to the state. He said that the company wanted a link to
higher education as well.

Mr. Eikenberg said that he recalled Representative Ambler being very involved in
discussions about this project. Mr. Eikenberg said that the Legislature acted in its
authority to appropriate state resources and that's what they did. He did not recall if
Digital Domain had lobbyist representation during the process.

A written statement received on January 15, 2013, from Stanley H. Wakshlag, of Kenny
Nachwalter, P.A., attorney for Representative Ambler stated the following:

Representative Ambler believes that the legislative process involving
economic development grants extended by the State of Florida to
Wyndcrest DD Florida, Inc. in June 2009 worked properly. The project,
which committed to 500 high wage jobs and contemplated at least 1000
such jobs, received thorough review from both the legislative and
executive branches. In addition, a comprehensive and independent
economic impact study of the project's viability and value was performed
prior to the project approval. At no time during this process was
Representative Ambler promised any personal benefit as a result of any of
his actions in the Legislature, and the opportunity to serve as Director of
Digital Domain Media Group, Inc. was first presented to him long after his
tenure in the Legislature ended in November, 2010. Representative
Ambler properly supported this project on its merits which was ultimately
approved by the Governor.

Legislative privilege precludes further elaboration into the details of the
appropriation process.

A letter dated February 5, 2013, from William N. Shepherd, Holland & Knight, LLP,
attorney for Mr. Textor, stated in pertinent part:

... You have asked for our input in specific areas that range from the initial
discussions with the state, to the interactions with the Legislature, the
Legislative Budget Commission, various local governments, and then
ultimately through the business cycle.

First and foremost, John Textor sought to develop a state of the art facility
that would create hundreds of jobs in the expanding field of visual effects
and computer animation. His previous success in leadership at Digital
Domain Productions, responsible for the visual effects of many leading
films such as The Curious Case of Benjamin Button and Tron: Legacy,
showed that his company and people could produce, and had produced, a
product at a high level of expertise that would provide marvelous content
to the motion picture industry. The revolutionary creation of a holographic
Tupac Shakur in the spring of 2012 showed that Digital Domain was able
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to execute on the technology and continue to create innovative products
that were not only significant locally, but in fact made national and
international news in his field. Given Florida’s continuing efforts to provide
jobs in technology and the entertainment and film industry, it made for a
natural partnership for consideration by the State of Florida.

Unlike many seeking the support of state partnership, Mr. Textor took a
personal, hands-on approach and spent time and effort individually
explaining his proposals to those interested in Florida's economic
development. Rather than an outstate CEO with a host of Taliahassee
lobbyists who could touch the levers of government, Mr. Textor felt that
the story of his company was best told by its CEO through his perspective
as a native Floridian.

As an initial matter, Mr. Textor reached out to Enterprise Florida, the
agency tasked with recruiting new businesses and expanding existing
Florida businesses. As you know, Enterprise Florida has a number of
incentive packages that are available to companies. Mr. Textor discussed
his project with members of the Enterprise Florida staff and completed the
materials that were necessary for the vetting of his proposal. He also
worked regularly with staff from the Office of Film and Entertainment given
the natural interest and expertise that those members have in this area.
At each step he cooperated with requests. This was a back and forth
process that is documented in your materials. As you know, but which
has not been regularly mentioned in the public discourse, Enterprise
Florida did approve Project Bumblebee in March 2009, offering $11.4
million in exchange for a commitment to create 300 jobs. That approval,
which represented the completion of a thorough vetting process, was a
significant endorsement of the project even though it was at a level below
what Digital Domain believed was feasible to support the scope of its
plans for operations in Florida. Thereafter, Mr. Textor and Digital Domain
continued to cooperate with Enterprise Florida staff as they prepared a
comprehensive report regarding the project.

Not only was staff and senior staff of Enterprise Florida, the Office of
Tourism Trade & Economic Development [sic], and the Office of Film and
Entertainment involved in the process, there were also discussions with
Governor Crist himself and members of his executive staff. This was all
done with an effort to create the best opportunity for success.

As the Governor's process continued, there was likewise a process in the
Florida Legislature as a diverse group of legislators sought to
proportionately increase the appropriation offered to Digital Domain in
exchange for a larger jobs commitment and a requirement to develop
programs with Florida State University. As a result of this process, there
was quite a bit of committee debate about the Digital Domain project
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during budget conference sessions. In fact, out of more than a dozen
companies vetted through Enterprise Florida and OTTED, the Digital
Domain project was the only project funded in 2009 that was discussed in
open televised committee hearings. While the role of the legislature in this
project may be beyond the scope of your review, it is helpful to know that
Mr. Textor attended legislative meetings and committee meetings
personally and had discussions with over 30 legislators in an attempt to
answer questions and inform them about Digital Domain's plans. The
Conference Committee on Transportation and Economic Development
Appropriations also held several televised and noticed public meetings
regarding this proposal. There was a review by the Legislative Budget
Commission, including individual reviews by each of its 14 members.
There was a robust and full due diligence process by OTTED. At the
same time, the project was the subject of a Regional Economic Modeling
Study prepared by Florida State University's Center for Economic
Forecasting and Analysis.. That study projected that the project would
result in more than $480 million of gross regional product across the state
and ultimately lead to the creation of 6,100 jobs. In short, the project was
given a robust and thorough review and ultimately, the measure passed
the House and Senate.

You have asked specifically about Representative Kevin Ambler and his
role. He was first introduced to Digital Domain and Mr. Textor in March
2009 by officials at Florida State University, as the project had received
approval from EFI| but at a level Digital Domain considered inadequate for
its needs. Given his background in entertainment law and involvement in
the film festival in the Tampa Bay area, Rep. Ambler was a natural
supporter and thoughtful advocate of increasing the film and entertainment
industry in Florida. Mr. Ambler, along with others in the legislature, at
FSU, and in the governor's office, sought to find a way to ensure that
Digital Domain would receive the funding it needed to start its planned
business in Florida. He drafted a budget proviso that authorized allocating
a $20 million portion of unspent funds from the prior year to Project
Bumblebee in exchange for a commitment to create 500 jobs. This
proposed proviso that specifically mentioned allocation of funds to the
Digital Domain project was discussed in publicly noticed, televised
meetings committee meetings that were attended by numerous legislators,
spectators and the press. The final version of the proviso was drafted by
Dr. Dale Brill of OTTED, provided to the legislature, and passed into the
budget. It removed Rep. Ambler's specific references to Project
Bumblebee, expanded the scale of the appropriation and granted authority
to OTTED and the Governor to use the funds "for the purpose of creating
high-wage jobs and business recruitment to Florida”. The proviso allowed
OTTED and the Governor to fund considerable more money than was
proposed by Rep. Ambler to a larger number of companies.
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The project did not just involve the decision makers at the state level.
There were a number of local communities that sought to recruit the
opportunity to add Digital Domain into their local job market. Like their
state counterparts, each community sought to provide the best economic
package available to recruit Digital Domain. There were a number of
counties interested in the opportunity and those packages had to be
coordinated with the state offer so that the opportunity for success could
be maximized. There were a number of attractive communities interested,
and their leaders worked to develop packages to attract Digital Domain.
While each county had different things to offer in terms of incentive,
location, and community opportunities, the ultimate decision was to
establish the company's Florida studio in Port St. Lucie, FL.

Subsequent to the completion of the appropriations process through which
Digital Domain contracted for state grants, there was a member of the
Florida House of Representatives who was a vocal critic of the project.
While aware of the project during legislative session, he raised no
objections to it during open committee meetings and he raised no
objections to the relevant budget line item while voting in favor of the
budget itself. His criticism began during a summer 2009 meeting of the
Economic Development Policy Committee. Current Lt. Governor Carroll,
then a member of the Florida House of Representatives and Chair of the
House Economic Development Policy Committee, conducted an inquiry
into the questions raised. At the conclusion of her inquiry, in a letter dated
November 12, 2009 to Governor Crist, then Representative Carroll stated
that she had received ample information that there was no impropriety in
the award of state funds to Digital Domain and that her investigation was
being closed.

Based on testimony provided to CIG reviewers, Ken Pruitt,” Senator and former Vice
Chair of the LBC at that time stated that it is the Legislature's authority and prerogative
to fund anything it deemed appropriate and Governor Crist has his opportunity to veto,
but the Legislature could overturn that veto. He said that he did not think there were any
controls that could be put into place that could have stopped this.

Attempts were made to obtain testimony from Keisha Rice,” former Deputy Director,
OTTED and Governor Crist.® However, these attempts were not successful. We

51 Senator Ken Pruitt served the District 28 from November 8, 2000 to August 4, 2009 as was the former
Vice Chair of the LBC during the 2009 Legislative Session.

52 \We attempted to coordinate an interview with Ms. Rice, but after a few calls, this did not materialize.

3 During this review, CIG left a voice mail for Governor Crist, but no response was received. On
February 26, 2013, we contacted Governor Crist's office and e-mailed him the draft report for comment,
but no comment was received.
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attempted to contact Representative David Rivera,® former Chair of the LBC, but we
were unable to contact him.

* David Rivera was a member of the Florida House of Representative elected to serve District 112 from
November 6, 2002 to November 2, 2010, and, during the time of these events, was the Chair of the LBC.
During this review, we aftempted to contact former Representative Rivera by phone, but were unable to
obtain an accurate phone number. On March 7, 2013, we contacted Mr. Rivera and e-mailed him the
draft report for comment, but no comment was received.
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The QACF process in FY 2008-2009 is depicted in the flowchart below:

FY 2009 Economic Incentives — QACF Process (Section 288.1088, Florida Statutes)
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The QACF process in FY 2011-2012 is depicted in the flowchart below:

FY 2012 Economic Incentives — QACF Process (Section 288.1088, Florida Statutes)
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Jesse Panuccio
EXECUTIVE DIRECTOR

Rick Scott

GOVERNOR

FLORIDA DEPARTMENT o
ECONOMIC OPPORTUNITY

March 20, 2013

Ms. Melinda Miguel

Chief Inspector General
Executive Office of the Governor
Suite 2103

The Capitol

Tallahassee, FL. 32399

Re:  RESPONSE TO PRELIMINARY FINDINGS AND RECOMMENDATIONS
REGARDING THE DIGITAL DOMAIN ECONOMIC INCENTIVE AWARD

Dear Chief Inspector General Miguel:

The Department of Economic Opportunity (DEO) appreciates the work of the Office of
the Chief Inspector General (OCIG) in investigating the 2009 grant of economic incentives to
Digital Domain. The Department respectfully responds to OCIG’s preliminary findings and
recommendations as follows, and requests that this response be included in the final report.

1) The atypical circumstances of the Digital Domain deal are troubling, and this
unfortunate situation underscores why the granting of economic incentives should follow the
detailed process currently prescribed by statute. DEO and Enterprise Florida, Inc. (EF]) strive to
ensure that economic incentives are awarded and administered in an economically sound,
transparent manner. The two organizations engage in due diligence to minimize risk to the
taxpayer and to ensure that limited resources are expended on worthwhile projects that will bring
a positive return on investment.

The OCIG Report demonstrates that such a careful, transparent process was not followed
with the Digital Domain deal. While it is true that such a scenario could happen again—the
Legislature has the sole discretion to appropriate tax dollars and can always create a budget line
item for a specific project—the critical point is that under DEO and EFI’s normal procedures and
statutory obligations, the Digital Domain deal would not have happened. Digital Domain simply
was not a good investment for the State and it did not meet even the minimum thresholds that
DEOQO and EFI, under the current Administration, consider sufficient.

2) DEO is committed to recovering from Digital Domain, and any other legally
responsible entity or individual, as much taxpayer money as possible. Accordingly, DEO will

Florida Depariment of Economic Opporunily
The Caldwell Bullding | 107 E. Meadlson Slreel | Tallahaessee, FL | 32398-4120 | Phone: 850.245.7150 | Fex: 850.621.3230
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continue to represent the State’s interest in the Digital Domain bankruptcy action. Furthermore,
while the inquiry addressed in the OCIG Report is limited to process, DEO will continue to
monitor whether any other actions need to be taken in response the development of new facts,
such as those which may come to light in legal actions brought against Digital Domain and/or its
principals. For example, if any representative of Digital Domain made false or misleading
statements when inducing the State to grant incentives, or during the course of the administration
of the incentives contract, further legal action may be warranted.

3) Several facts contained within the OCIG Report suggest that additional details of the
Digital Domain deal have not yet come to light. This is especially so because of “gaps in
available written documentation combined with limited or conflicting recall, unavailability of
key witnesses, and assertion of legislative privilege by a key witness.” (OCIG Report at ii).

a) The Digital Domain proposal was squarely rejected by EFI pursuant to its normal
process—standard due diligence and consideration of statutory requirements for
economic incentives. EFI found “the financials for the company were ‘extremely
weak’” and specifically noted concerns over “profitability, income, equity and debt
financing, revenue projections, cash position, executive compensation, and recent
litigation.” EFI found that none of Digital Domain’s various and ever-changing
proposals could meet the statutorily required five-to-one payback ratio. Accordingly,
EFT was “not in a position to recommend the project.” (OCIG Report at 6-7).

b) Despite EFI’s express concems and ultimate rejection, Digital Domain successfully
lobbied Governor Crist and the Legislature for a special budget appropriation. (OCIG
Report at 7, 13). Discussion during these lobbying sessions “focused on how to
legally get around the QACF statute,” (OCIG Report at 7). A draft proviso
authorized funding specifically for Digital Domain. The final proviso language,
however, granted Govemnor Crist the discretion over whether to grant Digital Domain
incentive money. (OCIG Report at 14, 28). The proviso did not require that
Governor Crist adhere to the normal statutory requirements designed to protect
taxpayer investments. (OCIG Report at 8).

c) Dr. Brill testified that Governor Crist instructed OTTED, in considering whether to
fund Digital Domain, to “follow[] the QACF statutory requirements as closely as
possible as if the funds were still QACF.” Dr. Brill further testified that Governor
Crist stated that “‘I want this done exactly the way it would be done if it were a
normal process.”” (OCIG Report at 8). Yet, in its official recommendation, OTTED
found that the payback ratioc was only 1.66 to 1, which is far less than the “QACF
statutory requirements.” (OCIG Report at 9). Governor Crist, afier “research on his
own” nonetheless “approved the award for Digital Domain,” and expressed
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“confidence that Digital Domain would be able to meet their financial obligation.”
(OCIG Report at 9-10).

d) Dr. Brill testified that he did not “agree[] with his own recommendation™ but that it
was clear that if he had [disagreed with granting the incentive] he would have been
looking for other work.” (OCIG Report at 9).

The question thus remains: if OTTED was instructed to follow the normal statutory
requirements, and if its analysis revealed those requirements could not be met (consistent with
the prior EFI analysis), why was the deal ultimately approved?

4) The Department appreciates and will consider the recommendations in the OCIG
Report. As an initial matter, DEO notes the following in response to OCIG’s three
recommendations:

a. Recommendation that DEQ evaluate whether the current statutory provisions
and timeframes permit DEO to adequately protect the State’s interests: DEO’s Division of
Strategic Business Development (DSBD) works collaboratively with EFI to ensure that DEO has
adequate information about a project well before the statutory timeframes begin to run. In other
words, EFI typically begins to inform DEO DSBD about potential deals prior to the finalization
of an application. This collaborative process permits DEO to conduct due diligence while also
ensuring that deals move quickly enough to attract business partners. DEO continues to
investigate ways to work with EFI to protect taxpayer funds while investing in worthwhile
projects.

b. Recommendation that DEO and EFI review the economic incentive process
and make recommendations for improvement such as documentation and codification of the
complete decision making process: While further study may be helpful, DEO’s current
decisionmaking process is fully transparent and rigorously documented. Every incentive
application is investigated by DSBD, which then prepares a memorandum detailing the due
diligence, satisfaction of statutory requirements, and recommendation of the assigned DSBD
analyst and the Director of DSBD. That memorandum is transmitted to the DEO Executive
Director, who then either documents concurrence with DSBD’s conclusions or reasons for
disagreement and denial of the application. Once any applicable confidentiality timeframes
expire, these documents are available as public records. In addition, as of March 4, 2013, DEO
publishes on its website the details and performance of every non-confidential incentive contract.

¢. Recommendation that DEO and EFI define and codify the process to be
Jollowed when DEQ's Strategic Business Development and EFI staff disagree on whether to fund
a project: DEO and EF] work collaboratively to evaluate potential incentives projects and we



Chief Insepector General Miguel
March 14, 2013
Page 4 of 4

continue to seek ways to enhance our collaboration. Nonetheless, if EFI does not believe a
project should be funded, DEO does not receive an application and the project is not funded. If
EFI believes a project should be funded but DEQ disagrees, then the project is not funded. In
other words, both EFI and DEO must concur before a project will be funded.

L2 23
DEQ very much appreciates the thorough work of the OCIG on this matter and the
thoughtful recommendations OCIG has provided. DEO is committed to ensuring that our
economic development programs are transparent, accountable, and provide a positive return on
investment. Your recommendations will help us advance these goals.

Sin

Jesse Panuccio
Executive Director
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February 25, 2013

Ms. Melinda Miguel

Chief Inspector General
Executive Office of the Governor
The Capitol

Tallahassee, Florida 32399-0001

Dear Ms. Miguel,

Recruiting competitive projects to create new jobs for Floridians and capital
investment in our communities is critical to bolstering our economy. However, our
economic development efforts must be done with strictest level of fiduciary
responsibility to the taxpayers. It is because of our commitment to the taxpayers,
that Enterprise Florida (EFI), along with its partners at the Department of Economic
Opportunity {(DEO}, maintains a strict process of vetting each and every project for
the use of incentives.

Thank you for the opportunity read and respond to your report regarding Digital
Domain. We appreciate your perspective on what took place and your
recommendations for further improvement.

Unfortunately, when the process is circumvented, there is little that can be done to
protect Florida’s financial investment. As you noted, EFI did not recommend
funding for the Digital Domain project. The proposal did not meet statutory
requirements and did not demonstrate that it would generate an adequate return on
the state's investment. Despite the rejection of the project, a decision was made by
the leadership at the time to approve and award funding to the company.

To be accountable to Florida's taxpayers and maintain the integrity of the economic
development process, Enterprise Florida must be able to carry out its role in
scrutinizing companies and their proposals for job creation and investment in our
state.

in 2009 when the Digital Domain funding was awarded, there already were
processes in place to ensure a thorough review of a company's proposal for job
creation and if incentives were recommended, what would be the return on the
state's investment. However, under the leadership of Governor Scott, a more
rigorous review process for the use of incentive funds has been implemented with
the development of the Incentive Review Committee. EFI| performs due diligence on
every company it recommends for funding. Today, these recommendations all

‘i contain specific clawbacks and sanctions in the event of failure. Additionally
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important to note in the last two years all of Florida’s incentive contracts have some
level of pay for performance, greatly reducing the risk to the state. Collaboration
between Enterprise Florida, DEO and Workforce Florida Inc. is essential in this
process.

Enterprise Florida remains steadfast in its commitment to Florida’s taxpayers and is
continuing to find ways to strengthen our processes and accountability measures.
We will review your recommendations with our partners at both DEO and Workforce
Florida to determine the best course of implementation.

Thank you again for your review.

A

Gray Swoope
Secretary of Commerce
President & CEOQ, Enterprise Florida Inc.

Sincerely,






March 19, 2013

Ms. Melinda Miguel

Chief Inspector General
Executive Office of the Governor
Suite 2103, The Capitol
Tallahassee, FL 32301

RE: Response to Review of the Economic Incentive Award to Digital Domain
Dear Inspector General Miguel:

| am grateful for the opportunity to respond to a draft of your report examining the
2009 award of $20 million in economic development incentives to Digital Domain. My
continued desire to voluntarily participate in your investigation remains anchored in the
belief that the state can benefit from a comprehensive analysis of larger issues
highlighted by this project's failure. Nothing in this response is intended to deny or
deflect my central role in the process leading to the Digital Domain funding award while
| served as Director of the Governor's Office of Tourism, Trade & Economic
Development. Having benefited from countless hours of research and reflection since
2009, | offer my commentary below with the intent of expanding the conversation to
include much broader issues inherent in the Digital Domain award. My hope is that this
dialogue fosters meaningful deliberations at the municipal, county and state levels.

Before addressing the larger and far more important issues, | would like to refute claims
by both Representative Ambler and Mr. Textor that | crafted the final proviso language
that appeared in the budget bill. | suspect their concurrence snuffs out any hope | have
of correcting this assertion. So, | turn instead to the more critical issues deserving of our
attention.

The draft of the report shared for my comment concludes that "although improvements
have been made to statutes and processes since 2009, an award similar to the one to
Digital Domain could happen again today if the Legislature appropriates funds and gives
the Executive Branch the discretion to expend those funds." Not only do | concur with
this conclusion, | will argue that not only could it happen again—it certainly will.

My assertion is based on the observation that the Legislature has the Constitutional
authority to appropriate funds with the Governor able to exercise limited veto power on
budget line items. One particularly common mechanism for the Legislature to
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appropriate funds directly to projects is known as "proviso." In doing so, funds are
awarded without any evaluation of standardized economic benefits by Enterprise
Florida (EF1} or the Department of Economic Opportunity (DEO). The media and Florida
Tax Watch report many, but not all, of these projects each year as "turkeys." Such direct
funding appropriations or tax incentives awarded to special projects, unlike Digital
Domain, also go forward without thorough treatment by EFl and DEO for contracted
performance expectations or financial clawbacks for non-performance.

It is only to be expected that the public will be given assurances that procedural reforms
have been put in place since 2009 to prevent an award by the Legislature to a
corporation in the absence of EFl and DEO evaluating, agreeing and approving the
project's merits. Any comfort to be taken from these assurances evaporates with the
further recognition that the Governor and the Legislature retain the authority and
mechanisms to lawfully override an agency's bureaucratic processes to pursue
objectives they deem as state priorities. Despite the undesirable outcome realized in the
case of Digital Domain, the subordination of agency heads to elected officials is
consistent with our democratic principles that elected officials, who are at least
accountable through the ballot box, should have greater authority than bureaucrats.

It is necessary at this point to raise the politically charged issue, avoided by the Chief
Inspector General's report, of Legislative restraint. | believe that in the absence of a
Legislative champion, necessary to facilitate conversations with the Governor's Office
and usher the project through the Legislature's budgeting process, the financial loss
realized in the Digital Domain project would have been avoided completely or reduced.
From my perspective as a contributor to the process leading to the funding of Digital
Domain, the project would have died in the absence of the proactive and persistent
efforts expended by Representative Ambler. My conclusion that an alternative outcome
realized in the absence of such Legislative vigor might have been a more limited loss is
based on the fact that Digital Domain was offered $9.61 million by EFI following its initial
vetting process (see e-mail excerpt from EFI CEQ, John Adams, to the Governor’s Chief
of Staff; and reference to communication between EFI project manager, Brenda
Workman, and Digital Domain’s CEQ, John Textor, page 23). Had Mr. Textor accepted
this offer from EFl and ceased his extensive lobbying efforts, the failed project clearly
would still be making headlines and the public outrage no less justified; but our focus
would be more specific to the appropriateness of risk taking with tax payer dollars,
which I'll address next.
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Economic development incentives exist to attract, retain and grow businesses in the
pursuit of economic growth and the diversification of our economy. Even to the most
casual observer, business activities can be seen to involve considerable risk. State
incentives are a form of investment in the prospect of success for a company relocating
or seeking to grow in Florida. Therefore, no involvement of tax dollars tied to business
investment is without risk {although the currently proposed Senate Bills 0446 and 0572
go a long way to reduce the state's exposure). The presence of unavoidable uncertainty
begs perhaps the most important question of all, "What is the state's tolerance for
risk?" In other words, we must address the degree of failure we are willing to sustain, if
any at all.

On the one hand, if the expectation is for Enterprise Florida and the Department of
Economic Opportunity to attract, retain and grow businesses through various
investment tools without experiencing any degree of failure, then we set a standard of
performance unknown anywhere in the public or private sector. On the other hand, if
we are to continue putting state revenues at risk and acknowledge the inevitability of
some loss from imperfect knowledge and judgment applied in the crucible of business
and political uncertainty, is there not an obligation to articulate that range of tolerance?

Again, this response is not intended to defend or deny my participation in identifying an
alternative path to funding Digital Domain in 2009. The report, with one exception as
noted, accurately reflects those aspects of the process of which | have knowledge. | was
never put in a position to influence an outcome that | knew to be of specific benefit to
any particular party, including myself, the Governor or any member of the Legislature or
their staff. The counsel of three different staff lawyers ensured that the paths pursued
were within the law.

The report’'s determination that Florida may indeed experience another Digital Domain
is grounded in the realities of the budgeting process. We need only to look for
forthcoming appropriations proposed in the name of job creation or bolstering the
economy to find evaluations by EFl or DEQ missing. We can expect future companies,
having benefited from the investment by the state of Florida in its plans for business
growth, to fail. These failures will include missing job creation goals and bankruptcy.
Worse yet, direct appropriations made in the name of economic development but with
no performance measures may fail and the taxpayers will never know it regardless of
the degree of transparency revealing the funding award process. We also can abandon



Page 4 of 4 - Response to Review of the Economic incentive Award to Digital Domain

hope that human judgment will be sufficient at every possible turn to prevent these
types of failures. Were such acumen to exist, there are more rewarding vocations to
pursue and apply this prowess than state agency bureaucracy.

Acknowledging the above, | maintain that the far more productive and needed
deliberations going forward will be those that bring the full spectrum of issues
surrounding economic development incentives into full public discussion. To be sure,
like most issues we face today, diving into economic policy is daunting work.
Nonetheless, we have an opportunity in the wake of Digital Domain to improve public
policy development and oversight. Committees and agency heads should hear from
bona fide economists to fully understand the assumptions, including those applied in
economic modeling, used to justify the benefits of funding business activities. Staff
serving both Legislative Chambers, as well as Executive Office personnel and agency
heads, should be intimately familiar with the rationale for concepts guiding current
economic development practice, such as industrial clustering. Expanded efforts must
seek to understand entrepreneurship and its significant, though relatively ignored, role
as the driving force for economic progress. This work can reap significant rewards.
Florida could be the first state to connect its complex processes and initiatives to clearly
articulated and realistic expectations for performance. If nothing else, doing so would
provide the guidance and direction that gives the current pursuit of transparency and
accountability real meaning.

Respectfully submitted,

LS

Dale A. Brill, Ph.D.
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Stanley H. Wakshlag

1100 Miami Center
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Re: Office of the Chief Inspector General's Report Number 2013-11
Dear Mr. Wakshlag:

| write to follow up on your March 25, 2013, letter in response to the draft report
regarding your client Kevin Ambler's involvement with Digital Domain Media Group, Inc.
[hereafter referred to as Digital Domain].

Firstly, | received a letter dated January 15, 2013, from you on behalf of Mr.
Ambler that recited the following:

Representative Ambler believes that the legislative process involving
economic development grants extended by the State of Florida to
Wyndcrest DD Florida, Inc. [Digital Domain] in June 2009 worked properly.
The project, which committed to 500 high wage jobs and contemplated at
least 1000 such jobs, received thorough review from both the legislative
and executive branches. In addition, a comprehensive and independent
economic impact study of the project’s viability and value was performed
prior to the project approval. At no time during this process was
Representative Ambler promised any personal benefit as a result of any of
his actions in the Legislature, and the opportunity to serve as Director of
Digital Domain Media Group, Inc. was first presented to him fong after his
tenure in the Legislature ended in November, 2010. Representative
Ambler properly supported this project on its merits which was ultimately
approved by the Governor [Crist].



Legislative privilege precludes further elaboration into the details of the
appropriation process.

| also acknowledge receipt of your letter dated March 25, 2013, in which you offer
non-testimonial information to supplement the letter of January 15, 2013.

Although, your letter is appreciated, upon review, your response does not contain
any testimony by Mr. Ambler or provide documentary support for the assertions
contained therein. The response also discusses matters outside the scope of my
review. Therefore, | cannot singularly consider the information you supplied as direct
evidence to support or refute assertions you make on your client's behalf. However, |
can include a copy of your response in my final report, as requested, along with a copy
of this letter. Additionally, based on my review of your letter, no additional investigative
activity is warranted to meet the objectives of my review and my report stands
unamended.

Finally, my report states “While this award [to Digital Domain] does not appear
unlawful, gaps in available written documentation combined with limited or conflicting
recall, unavailability of key witnesses, and assertion of legislative privilege by a key
witness precluded our ability to make a complete determination of all factors considered
in the decision to award funds to Digital Domain.” Even with your letter, this remains
accurate.

Thank you for taking the time to respond.

Respectfully,

Melinda M. Miguel
Chief Inspector General
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March 25, 2013
VIA EMAIL

Melinda M. Miguel, Chief Inspector General
The Capitol — Room 2103

Tallahassee, FL 32399-00001
melinda.miguel@eog.myflorida.com

Re: Officer of the Chief Inspector General’s Report Number 2013-11
Dear Chief Inspector General Miguel.

I write to follow up on my client Mr. Kevin Ambler’s statement of January 15, 2013 in response
to your inquiry about Digital Domain Media Group, Inc. (*“DDMG™). We thank you for the
opportunity to respond following your provision of your draft report on March 15, 2013.

Upon reviewing the draft report (Report Number 2013-11), we discovered that are a number of
material facts that are either omitted, incomplete, or that are presented inaccurately. Therefore, I
provide the following additional information to supplement Mr. Ambler’s statement of January
15,2013. 1 would ask that the following be included in your report to help clarify the facts as to
those areas where Mr. Ambler had direct involvement or first-hand knowledge of the events at
the time.

1. Florida State University requested legislative guidance and assistance from Mr. Ambler.

a. In March 2009, Mr. Ambler was asked by Florida State University (“FSU™) for
his legislative guidance and assistance with their efforts in connection with a then-pending
Enterprise Florida Inc. (“EF1”) economic development project, code named *“‘Project Bumble
Bee,” that had been submitted for consideration by Wyndcrest DD Florida, Inc.' Mr. Ambler
had no prior relationship with DDMG, or with any of its officers or directors. Mr. Ambler first
met DDMG’s principals, John Textor and John Teaford, in March 2009, during the 2009

! The name of the company was later changed to Digital Domain Holdings Corp., and then to Digital
Domain Media Group, Inc., and is referred to herein as “DDMG.™
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Legislative Session. That meeting, which was arranged by FSU, was held in Mr. Ambler’s
Capitol office.

b. FSU asked Mr. Ambler to become involved as it was their hope that the scale of
Project Bumble Bee, as then proposed, could be expanded in terms of the number of jobs to be
created (i.e. up to 500) and that it would also include a material collaboration and joint venture
with FSU. Accordingly, there would need to be a corresponding increase in the amount of the
grant award to account for the expansion of the project and the unique feature of the educational
partnership with FSU.

c. As asitting member of the Legislative Budget Commission (“LBC™) which was
responsible for reviewing and approving all EFI project grant recommendations, Mr. Ambler was
able to confirm that DDMG had been in the economic development vetting process with EFI
since 2008 and that the project appeared to have considerable support with members of the
leadership in the Florida Senate and the Executive Office of the Governor.

2. Enterprise Florida had vetted and approved Project Bumble Bee.

a. At his first meeting in March 2009, Mr. Ambler was made aware that DDMG had
applied for an economic development award through EF] in 2008, and that an offer from EFI
was in final draft form in late February 2009. By mid-March, Mr. Ambler had learned that
DDMG had completed the application and vetting process and was approved by EFI for an
award of $11.4 million based on a 300-jobs commitment by the company.

b. As a legislator, Mr. Ambler relied on the approval letter from EFI as an indication
that all aspects of the project were thoroughly vetted, including the proposed business plan, the
company and its principals.

c. Inresponse to the FSU request for assistance, it became necessary to evaluate the
project as a hybrid project that was as much an educational initiative as it was an economic
development initiative. This meant that other non-EFI sources of funding, such as the education-
focused PECO Fund and the Cortellis Fund, could and would be considered.

d. EFI was not involved, by statute or by practice, with educational funding sources,
and did not have a process or the experience to evaluate an educational project or hybrid project
like the one being proposed at that time for Project Bumble Bee. Further, the legislators
involved (including the Chairs of the Transportation and Economic Development Appropriations
Committee and the House Economic Development Appropriations Council) believed that it
would establish a bad precedent to involve EFI in an educational project in what was, in effect, a
request for funding support for the project from a state university.

e. Since the project had already been vetted and approved for $11.4 million from
EFI for DDMG to create 300 jobs, and given that the Florida Legislature is designated as the
appropriating branch of government under the Florida Constitution, the Legislature possessed
full authority to consider the expansion of the scope of Project Bumble Bee as described above,
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and to appropriate funds to the project as part of the budget process during the 2009 Legislative
Session.

3. Additional vetting was done regarding the expanded scope of Project Bumnble Bee.

a. DDMG agreed to a higher jobs commitment (increasing from 300 to 500 jobs),
and agreed to enter into a public-private partnership agreement with FSU, in exchange for a
proportionate increase in the amount of the appropriation to the project. Accordingly, the EF1
offer of $11.4 million for 300 jobs was increased by the legislative initiative to $20 million for
500 jobs and the commitment to the partnership with FSU.

b. The professional staff in both the House and Senate Budget Committees for
Transportation and Economic Development (“TED™) were asked to thoroughly evaluate the EFI
application materials for Project Bumble Bee, including all materials submitted by the company,
and all financial and background information, as necessary to separately confirm the vetting
conducted by EFI was sound and to determine whether the enhanced appropriation was
appropriate and justifiable. The professional staff met with the principals of DDMG and
requested additional documentation and substantiation which the company promptly provided.

c. During the course of the 2009 legislative session, Mr. Ambler also requested an
independent economic development modeling analysis, known as a “REMI study,” be
commissioned on an expedited basis. This study was prepared by the Center for Economic
Forecasting and Analysis housed on the campus of FSU,” and was and to be used by the
Legislature’s professional staff as part of their due diligence for evaluating the project. The
report concluded in relevant part:

The results of the economic impact analysis show that Project Bumble Bee will have a
substantial positive economic impact for the State of Florida for years 2009-2025. The
economic benefits extend to job creation, GRP and personal income for Floridians. In
terms of GRP, $483 million is projected to be generated over 27 years of the project.
Personal income is projecied to be $263 million. Overall, Project Bumble Bee is
projected to support almost 6,200 jobs, with the state investment of $20 million.

It is important to note that the REMI study confirmed a more than 20-to-1 return on investment if
the state appropriation was finalized at $20 million for a hybrid economic development and
educational project, far more than the return ratio projected by EFI for the original scope of the
project.

4. Enterprise Florida interfered with the appropriation process.

a. The legislative initiative for the project, which included a new partnership with
FSU, was prepared to increase the appropriation request from $11.4 million to $20 million and,

* “The FSU Center for Economic Forecasting and Analysis (CEFA) specializes in conducting economic
research and performing economic analyses to examine public policy issues across a spectrum of research
areas.” Center for Economic Forecasting and Analysis, available at hitp://www,cefa.fsu.edu/.
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further, had determined that it was unnecessary to request funds from either the PECO or
Cortellis Funds. The professional staff for the House TED Appropriations Committee had
informed the TED Appropriations Committee Chairman and Mr. Ambler that there were
considerable excess monies available to the Office of Tourism, Trade, and Economic
Development (“*OTTED"™) from prior economic development awards that remained unspent for
the 2008 fiscal year and that were subject to reversion. The amount of unspent FY 2008
economic development grant funds totaled approximately $50 million.

b. A meeting was then held in mid-March 2009 with Dr. Dale Briil (then-Director of
OTTED), members of his staff, representatives of FSU, Lieutenant Governor Jeff Kottkamp, his
Chief of Staff and Mr. Ambler in the office of the Lieutenant Governor. At this meeting, Dr.
Brill was informed that the Legislature had been made aware of the excess monies available to
OTTED in their budget from the FY 2008 unspent EFI economic development grant funds, and it
was the intent of the Legislature to increase the OTTED allocation to Project Bumble Bee from
$11.4 million to $20 million so that the project could be expanded to a 500-job commitment and
could provide for a public-private partnership with FSU,

c. Mr. Ambler was later informed that Dr. Brill was not happy with the Legislature’s
desired action on the project which he had learned about at the meeting in the Lieutenant
Governor’s office. Rather than obtaining the completed recommendation for Project Bumble
Bee from EFI, Dr. Brill instead contacted EFI and instructed them to discontinue all work on
Project Bumble Bee and to refrain from forwarding their work product and recommendation.

5. Enterprise Florida failed to act.

a. Project Bumble Bee had been vetted and approved by EFI as a qualified economic
development project by March 2009.

b. Although EFI had previously confirmed in writing to DDMG that it would
recommend an award, following the meeting with Dr, Brill in the Lieutenant Governor’s office,
EFI did not proceed with forwarding its recommendation for Project Bumble Bee to OTTED.
This was effectively an attempt to place the project in a suspended state so as to hinder Project
Bumble Bee from continuing its course of review through the Legislature and the LBC.

c. This behavior by EFI caused the legislators involved to look more closely at the
practices and procedures of EFT that had evolved to become, in the legislators’ belief, a repeated
and continuing subversion of the intent and spirit of the statute. EFI was required to complete its
due diligence and provide recommendations for both approval and disapproval for review by the
LBC and the Governor. By developing a practice of only forwarding recommendations of
approval, EFI had become the only party involved in the economic development process that
could approve an economic development grant award. This practice therefore deprived the
Govemnor and the Legislature of an important opportunity to review, for the sake of
accountability, all of the analysis and recommendations of EFI as to each applicant for QACF
funds. Ultimately, it is the constitutional right of the Governor and the Legislature to determine
which projects should be approved or disapproved. EFI, or any similar quasi-public agency, is
not empowered with such a constitutional right to appropriate.
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d. During the latter part of March and early April 2009, it became increasingly clear
to the legislators who were involved in the budget discussions about Project Bumble Bee, which
was an already-approved EFI project, that the project was getting delayed for reasons that had
little to do with the project and more to do with a debate on process and authority between the
Legislature, the director of OTTED, and the director of EF].

e. At the time of the 2009 legislative session, statute 288.1088 did not require EFI to
complete its work within a set timetable and forward all recommendations to the Office of the
Governor, routing them through OTTED. Because of this, it became problematic for the
Legislature to obtain the Project Bumble Bee recommendation from EFI because there was no
required timetable for EFI1 to complete and forward the recommendation. This flaw with the EFI
procedures became the topic of a legislative amendment which was passed in the 2009 legislative
session. The amended statute imposed new time standards and requirements for EF1 to forward
to OTTED recommendations for all applicant packages to remedy the problem.

6. The Legislature decided to fund Project Bumble Bee with a direct appropriation.

a. Inreliance on the original vetting and approval of Project Bumble Bee by EFI, the
independent vetting by the Legislature’s professional staff, and the projected significant positive
economic impact of the enhanced project reflected in the REMI study, the Legislature
determined that it was appropriate to fund Project Bumble Bee through a direct appropriation in
the 2009 budget.

b. Proviso language was submitted to the TED Appropriations Committee Chairman
in the House that was specifically drafted by Mr. Ambler, in consultation with the professional
staff, for Project Bumble Bee, with primary terms and conditions, in as transparent a fashion as is
possible for a confidential 288.075 project. With a heading of “Project Bumble Bee Re-
Appropriation,” the initial proviso language drafted read as follows:

Re-appropriation of $20 million in unreleased and unexpended Quick Action
Closing Fund dollars in the current year (2008-09) for Project Bumble Bee with
the company being required to create 500 new jobs with a minimum of $60,000
average annual salary, and a capital investment and company contributions of
$100 million, and the requirement to collaborate with public and private
universities within the state.

7. Drafting of the final budget proviso language and ultimate approval.

a. The original House proviso language proposed for the budget was initially
accepted in the first round of public meetings of the Joint Budget Conference for TED
appropriations. However, at the request of Dr. Brill, in meetings with the Senate budget staff for
TED, the Senate suggested an approach to handle the unexpended 2008 grant monies in the
second meeting of the Joint Budget Conference that removed the reference to any specific
project and re-allocated all unexpended funds (totaling approximately $50 million) to OTTED
for the purpose of creating high-wage jobs and business recruitment to Florida.
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b. The final language approved in the 2009 Legislative Budget for the re-
appropriation of QACF funds was drafted by Dr. Brill and sent in an email to Mr. Ambler for his
review, and ultimately approved with some modifications by the House and Senate TED
Appropriations Committee Chairs in the joint budget conferencing process. The revised proviso
language for inclusion in the budget was as follows:

The unexpended balance of funds and the remaining funds released for projects
appropriated in Specific Appropriation 2635 and Section 74 of Chapter 2008-152,
Laws of Florida shall revert immediately to the Executive Office of the Governor,
Office of Tourism, Trade and Economic Development and is appropriated in the
2008-09 fiscal year for the purpose of creating high-wage jobs and business
recruitment to Florida

¢. The final adopted proviso language, which was included as part of the 2009
Legislative Budget adopted by the Florida Legislature, removed any requirement that the
expenditure of the re-allocated 2008 funds from the QACF was subject to EFI review or that a
project receiving an allocation from such funds receive a recommendation from EF1. The
Governor did not veto the proviso language adopted in the 2009 budget regarding the re-
allocation of the 2008 QACF funds. As Mr. Ambler’s role in this process was focused on
supporting an FSU-sponsored project, the removal of a direct reference to Project Bumble Bee
represented a step backward for the project and it was not the preferred path for supporters of the
project. The revised language placed an amount of funds, much larger than the proposed $20
million, exclusively in the hands of the director of OTTED. Had the original language that Mr.
Ambler proposed been approved, the funds in excess of $20 million would have reverted back to
their original purpose at Enterprise Florida in the Quick Action Closing Fund until June 30,
2012, and then the funds would have been transferred into unobligated general revenue.

d. In any case, contrary to what has been widely reported, it was Dr. Brill and other
legistators, and not Mr. Ambler, who authored the final adopted proviso language that was
inserted in the 2009 Fiscal Year Budget for the State of Florida, and which included the authority
for the Director of OTTED to exclusively recommend to the Governor which economic
development projects to fund with the unspent 2008 fiscal year funds.
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e. Ultimately, the Governor did approve the award of a $20 million grant allocation
to Project Bumble Bee in June 2009. That award was then processed by OTTED based on the
same type of contractual terms used by OTTED for all EFl-approved projects, including
requirements: (i) that the awardee meet milestones for capital expenditures, for the number of
jobs, and for the average salaries of those jobs; (ii) that all monies be released in tranches based
on the awardee meeting its required milestones; and (i1) that appropriate claw-backs be included
for recapture of the distributed funds if milestones are not meet. DDMG met or exceeded all
required milestones in its OTTED grant contract from July 2009 up until the company’s filing
under Chapter 11 of the United States Bankruptcy Code in September 2012.

Sincerely,
/s/ Stanley H. Wakshlag

Stanley H. Wakshlag
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March 20, 2013 RECE,VED

BY E-MAIL MAR 2 1 2013
Melinda M. Miguel, Chief Inspector General
The Capitol - Room 2103 Goge: Qp%%g‘l:frlacl:e

Tallahassee, FL 32399-00001

Re: Office of the Chief Inspector General’s Report Number 2013-11

Dear Chief Inspector General Miguel:

We write to follow up on our letter dated February 5, 2013 regarding your inquiry about
Digital Domain Media Group, Inc. ("DDMG") and our client, former Chairman and CEQ of
DDMG, Mr. John Textor. We thank you for the opportunity to be involved in the process.

Upon reviewing your draft report, we discovered that you were not able to gain access to
certain key witnesses and documents. We also came to realize that some of the witnesses who
have chosen to cooperate with your investigation are attempting to distance themselves from
Project Bumblebee (as DDMG’s application for economic incentives was called) or, in some
cases, are attempting to revise their positions. The record is clear, however, that Project
Bumblebee was approved by Enterprise Florida, Inc. (“EFI”), endorsed by the Office of
Tourism, Trade, and Economic Development (“OTTED”), supported by numerous legislators,
and approved by Govemor Crist, all after a robust application and due diligence process. To the
extent your draft report relies on the hindsight recollections of witnesses who now express
disapproval of Project Bumblebee, that testimony warrants an appropriate level of skepticism.
To ensure that you have a complete understanding of the facts, we would like to make several
points for your consideration.

1. DDMG Was a Florida Company Started by Some of Digital Domain’s Principals.

We are concerned that throughout the draft report and certain witnesses’ testimony,
DDMG is conflated with Digital Domain, a California company founded in 1993. As correctly
stated in the draft report, DDMG was incorporated in Fiorida on January 7, 2009 under the name
Wyndcrest DD Florida, Inc., which subsequently changed its name to Digital Domain Holdings,
Corp., and then to Digital Domain Media Group, Inc. (DDMG). The original appointed
principals of DDMG were Mr. Textor, Michael Bay and Jonathan Teaford (but not Carl Stork, as
the draft report states at pp. i n.3 and 1 n.3),
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It was DDMG (not Digital Domain) that applied for economic incentives in Florida. See
Wyndcrest Confidential Company Overview at p. 2 (attached) (explaining that Wyndcrest DD
Florida, Inc. was a “special purpose Florida corporation, to explore the possibility of building a
visual effects, animation and video game development studio in the State of Florida with the
assistance of State and local government incentive support.”).! The plan for DDMG was to
develop a digital production company focused on children’s animation feature films, video
games, visual effects, and military simulation. Digital Domain, by comparison, was a visual
effects shop, but was not involved as a producer of animated feature films or video games.

In order to give EFI and various legislators background information that would allow
themn to conduct due diligence on the principals that were going to be involved with DDMG, Mr.
Textor provided some financial information and corporate history for Digital Domain, but
DDMG itself had no prior history. We noticed that there are several instances in the draft report
where DDMG is erroneously referred to as having “extremely weak” financials (report at pp. 6,
23), debt (report at pp. 7, 26, 33) or as being involved in litigation (id)). However, these must
have been references to Digital Domain because DDMG was a new company which had no
financial past, no existing debt, and no prior litigation.

2. EFI Made a Formal Offer to DDMG for $11.4 Million.

The draft report indicates that EFI offered $6.1 million for Project Bumblebee (see report
at pp. 6, 23, 24) but, in fact, the total proposed incentive package was for $11.4 million. While it
is correct that the money that was to be allotted from the Quick Action Closing Fund would be in
the form of a one-time payment of $6.1 million, there were other state and local incentives,
grants and tax refunds that brought the total offer to $11.4 million. This was first described in
Brenda Workman's February 25, 2009 letter to DDMG and then later memorialized in her March
18, 2009 emalil, in consideration of DDMG creating 300 jobs in Florida and selecting a site in
Martin County. Afier additional site locations were considered, a site in St. Lucie County was
chosen and the project increased to a proposal for 500 jobs. At the same time, Florida State
University (“FSU") was pursuing a joint venture with DDMG to bring an animation film school
to South Florida, Based on those changes to the scope of the project, Representative Kevin
Ambler, among others, determined that a proportional increase in the size of the grant was
needed to match the increase from 300 to 500 jobs and the addition of the FSU project.
Consequently, the funding proposal was increased from $11.4 million to $20 million. We want
to make clear that the $20 million that the State of Florida eventually granted DDMG was not a
randomly chosen amount; rather it was carefully calculated based on factoring in an additional
two hundred jobs and the potential tie-in with FSU for a film school.

We are also concerned that certain language in the draft report may give the public the
mistaken impression that EF] disapproved Project Bumblebee. See report at p. ii (“Although a
statutorily prescribed process in place for determining Digital Domain's eligibility for a QACF
award did not result in a recommendation to fund Digital Domain, an award of $20 million to

' To avoid confusion, the headers in the Company Overview clearly distinguished between DDMG (then known as
Wyndcrest DD Florida, Inc.) and Digital Domain.
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Digital Domain still occurred.”); see also report at pp. 10, 25-26. The record is clear that,
following its evaluation of Project Bumblebee, EFI decided to recommend to OTTED that it
approve the project for $11.4 million in economic incentives. The record is also clear that on
March 18, 2009 EFI informed DDMG’s principals of EFI's decision to recommend Project
Bumblebee to OTTED for funding, See March 18, 2009 email from Brenda Workman to Mr.
Textor presenting EFI’s offer (previously provided). DDMG immediately accepted EFI’s
recommendation and informed EFI in writing that it was eager for EFI to forward its
recommendation to OTTED (see March 18 and 24, 2009 emails from Mr. Textor to Ms.
Workman) (previously provided).?

The confusion in the draft report over this approval/disapproval point was likely caused
by the fact that EF] never forwarded its recommendation to OTTED, as it was supposed to do
under the statute. See Fla. Stat. Ann. § 288.1088(3)(a) (West 2008) (“Enterprise Florida, Inc.,
shall evaluate individual proposals for high-impact business facilities and forward
recommendations regarding the use of moneys in the [Quick Action Closing] fund for such
facilities to the director of the Office of Tourism, Trade, and Economic Development.”).
DDMG's principals found this unexpected development incredibly frustrating. When Mr. Textor
called Brenda Workman to find out what was causing the delay, he was informed that Dale
Brill, the former Director of OTTED, had instructed EFI to “put their pencils” down because
Project Bumblebee was “dead,” and that EFI should not send the recormmendation package to
OTTED. On March 25, 2009, Mr. Textor sent Mr. Brill an email in which he wrote: “[Wle were
informed by EFI that they were told by you to put their pencils down, to stop working on Project
Bumblebee, and to not send the Bumblebee package onto OTTED.” See March 25, 2009 email
from Mr. Textor to Mr, Brill and March 29, 2009 email from Mr, Textor to Ms. Workman
(attached). Mr. Textor does not recall receiving a direct response from Mr. Brill.

By instructing EFI to not send the recommendation package, Mr. Brill short-circuited the
statutory process and overstepped his authority. At the time, the “Quick Action Closing Fund”
statute provided that EFI was to forward recommendations to OTTED’s director. See Fla. Stat.
Ann. § 288.1088(3)(a). Upon receiving the recommendation package, the director of OTTED
was required to recommend approval or disapproval to the Governor. See Fla. Stat. Ann. §
288.1088(3)(b) (“Upon receipt of the evaluation and recommendation from Enterprise Florida,
Inc., the director shall recommend approval or disapproval of a project for receipt of funds from
the Quick Action Closing Fund to the Governor.”). This process was not followed for Project
Bumblebee. As such, it is curious that Mr, Brill would now suggest it was DDMG that
attempted to “sidestep” the process (see report at p. 11).

The draft report notes that Mr. Brill was called into Mr. Ambler's office and told there
was concern that EFI had not given DDMG “fair treatment.” (See report at p. 7). That is correct
because Mr. Textor was understandably frustrated that EFI refused to forward its

2 From Mr. Textor’s perspective, up until this point in the timeline, the process followed a normal and predictable
path. The process—beginning with the initial discussions with Mr. Brill in June of 2008 and ending with EF1's offer
in March 2009—Ilasted nearly a year and consisted of applications, due diligence, and a recommendation.
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recommendation to OTTED.” Tom McNicholas, who was helping DDMG with its application,
shared this frustration. See April 2, 2009 email from Mr, McNicholas to Ms. Rice and Mr. Brill
(*The principals of Wyndcrest DD Florida committed to and completed what they were asked to
do in regards to communication issues with legislators. Yet, we still stand waiting, willing, ready
and able to provide more answers to the questions that were presented {o us verbally on
Monday."”) (attached). Throughout the process and especially after March 18, 2009, Mr. Textor
and other DDMG principals often requested meetings with EFI and made themselves available to
answer questions or address any concerns EFI may have had. They were repeatedly surprised
and frustrated at how infrequently they received responses from EFI. Any email correspondence
after the March 18th EFI recommendation should be viewed in the context of a project that was
approved, but ultimately short-circuited. It became more difficult to reconfirm the EFI
recommendation than it was to originally obtain the EFI recommendation.

It appears Mr, Brill’s motivation for instructing EFI to shelve its $11.4 million
recommendation was unrelated to the merits of Project Bumblebee. Around the same time that
EFI approved Project Bumblebee for $11.4 million in incentives, Representative Ambler,
Lieutenant Governor Jeff Kottkamp, and Mr. Brill met in the Lieutenant Governor's office. The
meeting took place without the knowledge or attendance of DDMG’s principals. Mr. Ambler
discussed with Mr, Brill the increased size of Project Bumblebee from 300 to 500 jobs and
FSU’s interest in pursuing a joint venture with DDMG, which would require additional funds.
Mr. Ambler also remarked that there were millions of dollars in unspent economic incentive
funds that had been previously approved for projects that ultimately had not qualified or come to
fruition. It seems that this meeting, and the presumed challenge to Mr. Brill’s authority, is what
prompted Mr. Brill to instruct EFI not to forward its recommendation to OTTED.

To be fair, DDMG's principals had plans at the time to seek additional funding for
Project Bumblebee, but they intended to do so in addition to the incentives that had been
approved by EFL. In their view, there was nothing unusual or improper about seeking additional
funds because the FSU joint venture was a new aspect of the project and it was the principals’
understanding that EFI did not have jurisdiction over educational grants. Moreover, additional
funds were needed to support the increased size of the project from an anticipated 300 to 500
jobs.

I See, e.g., March 28, 2009 email from Mr. Textor to Bob Rohrlack (“I have tried to communicate with Dr. Brill
with little success. At this point, I am just hoping for answers. Are there concerns about our project that we are not
aware of? If there are 'negatives', or pieces of information that could be construed as negative, we would cbviously
like the chance to address concerns directly. We just do not understand how we have dropped out of a process at
EFI while still being so consistently recruited by a long list of legislators.™) (attached); April 13, 2009 email from
Mr, Textor to Mr. Brill and Ms. Rice (*We are all familiar wilh the confusion surrounding our prior
recommendation from EFI. We believed we were already vetted in connection with the Martin County site and we
received an offer from EFI based on that location. We accepted that offer and expected to progress with OTTED and
be presented to the Legislative Budget Committee. In any event, we are not currently on the recommended list and
we are hoping to be re-established as a priority project.”) (attached).

* FSU brought specific educational funds and grants, such as Public Education Capital Outlay (*PECO") and
Cortellis grants, to the aftention of DDMG's principals.
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3. The Report Should Not Perpetuate EFI's Fundamental Math Error.

During the application process, DDMG came to learn that EFI had made a fundamental
math error that impacted the anticipated payback ratio (or Return on Investment). EFI
incomrectly thought DDMG was asking Florida to fund 95% of the company's operating costs
during the first year of operations, which was not the case. Afier this mistake was brought to
EFI's attention, Tim Proctor acknowledged “some basic percentage calculations™ were incorrect
(see report at p. 26) and Mr. Brill expressed reservations about the accuracy of the math (see
report at p. 27). Unfortunately, the draft report effectively perpetuates this math error by
repeating the wrong 95% figure several times. (See report at pp. 7, 9, 26, 31, 32). We
respectfully request that references to the 95% be removed from the final report or at least
explained as being an error by EFI.

Unfortunately the math error adversely impacted EFI’s calculation of the payback ratio,
which was one of the eligibility requirements under the Quick Action Closing Fund.’ In March
2009, FSU’s Center for Economic Forecasting and Analysis performed its own analysis based on
the same financial information that DDMG had provided to EFI. In preparing its study, FSU
used the well-respected Regional Economic Model, Inc. (“REMI”) model, an economic
modeling software program tailored for specific geographic regions by using employment,
demographic and industry data unique to each specific region. As the study explained:

REMI is used extensively to measure proposed legislative and other program and
pelicy economic impacts across the private and public sectors of the state by the
Florida Joint Legislative Management Committee, Division of Economic &
Demographic Research, The Florida Department of Labor and other sate and local
government agencies. In addition, it is the chosen tool to measure these impacts
by a number of other leading universities and private research groups that
evaluate economic impacts across the state and nation.

See REMI Study at p. 9, attached.

The first REMI study, based on an assumed investment from Florida of $16.625 million,
concluded that the economic impact would be $464.7 million, which is a payback ratio of
approximately 28:1. See id atp. 11, attached. A later REMI study, based on an assumed Florida
investment of $30 million, showed an economic impact of $483 million, or a payback ratio of
over 16:1, still far in excess of EFI’s flawed calculations. See REMI Study version 2 at p. 10,
attached. Thus, the REMI study, using the correct math and the same financial information and
assumptions that had been provided to EFI, projected a “substantial positive economic impact for
the State of Florida for years 2009-2025.” See id.

3 The statule states that projects seeking QACF funds must “[h]ave a positive payback ratio of at least 510 1. Fla,
Stat. Ann. § 288.1088(2)(b).
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4, Mr. Brill Recommended Project Bumblebee to Governor Crist.

On June 1, 2009, Mr. Brill recommended to Governor Crist in writing that the State of
Florida give $20 million in funding to Project Bumblebee. This correspondence is documnented
in your draft report, but your draft report also notes that Mr. Brill now claims that even though he
wrote and signed the June 1st recommendation to the Govemor, he supposedly harbored
reservations about Project Bumblebee and was not comfortable with the recommendation.

Whatever internal feelings Mr. Brill may have had or may currently have about Project
Bumblebee, the fact remains that: (a) he did not hesitate in 2009 to champion Project Bumblebee
to the Governor and various legislators; and (b) he did not express any reservations he may have
had. Indeed, in an October 27, 2009 letter from Mr. Brill to Representative Carl Domino, Mr,
Brill stated that it was his “overriding conclusion” that DDMG was “in a position to be
successful with Mr. Textor . . . .” In the letter, Mr. Brill went on to support the funding of
DDMG. Similarly, in a letter dated October 15, 2009, Mr, Brill made essentially the same
assurances to Representative Ron Saunders and spoke of the “promise” of DDMG and the
legitimacy of the budget appropriations process that secured funding for DDMG.® (As for the
budget appropriations process, it is worth noting that in fiscal year 2008-09, it was not just
Project Bumblebee, but five other projects that were funded in the same way). Any hindsight
regrets that Mr. Brill now has about his role in securing funding for DDMG do not change the
fact that at the time he expressed nothing short of his full support.’

5. The LBC Did Not Object to Project Bumblebee.

As the draft report states, Mr. Brill presented Project Bumblebee to the Legislative
Budget Commission (“LBC”) on June 17, 2009. Prior to this, several members of the LBC had
been introduced to Project Bumblebee. The members of the LBC had ample time to evaluate the
project, ask questions or raise concerns and yet none of them objected to the funding of Project
Bumblebee or the five other projects that also received funding. Indeed, several members of the

S Project Bumblebee is hardly the only company to receive funding from the State of Florida outside of the EFI
process. For example, in Cctober 2003, under then Governor Jeb Bush, the Legislature appropriated $310 million
from the General Revenue Fund for Scripps to come to Florida. See Office of Program Policy Analysis &
Government  Accountability Report No. 09-36 dated Oct. 2009, at p. 2 (available at:
http://www.oppaga.state.fl.us/MonitorDocs/Reports/pd /093 6rpt.pdf).

! Similarly, the former President and Chief Executive Officer of EFI, John Adams, while he was not intricately
involved in the selection process, now claims in the draft report to have had reservations about Project Bumblebee.
For example, Mr. Adams claims that with each iteration of DDMG's application to EFI for funding, the return on
investment seemed to get worse (see report at pp. 6-7, 23, 24, 26) and the financials were “extremely weak” (id.). It
is undisputed, however, that EFI epproved DDMG's application and made an offer in writing, Mr, Adams never
shared with anyone at DDMG any concerns over Project Bumblebee’s financials, While Mr. Adams, like Mr. Brill,
now chooses to disparage Project Bumblebee, at the time he kept any reservations he may have had to himselF all the
while approving the project as the head of EFI. Moreover, any representations Mr. Adams makes in the report
suggesting that the funding process for DDMG was somehow nefarious or that it “skirted” legislative protocols (see
report at pp. 35-36) is inaccurate. As our letter and your draft report meke clear, DDMG received funding through a
robust review and consideration process involving elected Florida officials that was in full compliance with Florida
taw.
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LBC actively supported Project Bumblebee.

6. The Budget Language Was Drafted and Approved through a Robust and Open Process,

We take serious issue with Mr. Brill’s and Mr. Adams’ mischaracterization of the process
that was used to craft the budgetary language in the proviso that ultimately led to Project
Bumblebee’s funding. The original language, as drafted by Representative Ambler, stated:

Reappropriation of $20 million in unreleased and unexpended Quick Action
Closing Fund dollars in the current year (2008-09) for Project Bumblebee. The
language will include requirements that the company create 500 new jobs with a
minimum of $60,000 average annual salary, have capital investment and company
contributions of $100 million, and collaborate with public and private universities
within the state.®

This original draft specifically allocated funds for Project Bumblebee. On a later date,
however, Mr. Textor was in the same room with Mr. Brill when Mr. Brill drafted revised
language in response to concerns raised by some legislators that the original language was too
specifically tailored for DDMG. Mr. Brill’s proposed revisions removed any reference to Project
Bumblebee and stated much more generally:

The unexpended balance of funds appropriated in Specific Appropriation 2635
~and Section 74 of Chapter 2008-152, Laws of Florida shall revert 1mrned1ately
and is appropriated for 2009-2010 ﬁscal year for the original purpose.’

Then, several legislators, including Representative Richard Glorioso, became concerned
that the “original purpose” language would revert the funds to EFI (which had already stalled
Project Bumblebee) and the Quick Action Closing Fund. In order to prevent this, they revised
the proviso yet again to revert the unspent funds to OTTED. This draft, which eventually
became Section 68 of the budget for fiscal year 2008-09, stated:

The unexpended balance of funds and the remaining funds released for projects
appropriated in Specific Appropriation 2635 and Section 74 of Chapter 2008-152,
Laws of Florida shall revert immediately to the Executive Office of Governor,
Office of Tourism, Trade and Economic Development and is appropriated in the
2008-09 fiscal year for the purpose of creating high-wage jobs and business
recruitment to Florida. This section shall take effect upon becoming a law. '

* (Available at
S

flori i . . .
esslog—EQQ9&DocumentTvne—Bud_ggl%ZOConference%ZODocuments&FlIeName—TED Approps l-louse%200ffe

%201 pdb).
® (Available at hitp://www.flsenate.pov/data/session/2009/Senate/ ills/offers/TA//Qffer 04302 1215.

'° (Available at hitp://www.flsenate.gov/data/session/2009/Senate/bills/amendments/pdf/sb2600e | 899894.
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Notably, the final language was less helpful to Project Bumblebee because it (unlike the
original language) did not earmark any funds for DDMG. Indeed, the final language gave
OTTED the authority to give no funds to Project Bumblebee. Therefore, Mr. Brill's comment
(see report at p. 28) about the Governor not being able to vete that line item in the budget is non-
sensical. Governor Crist had no reason to veto that line item because it placed no restrictions or
obligations on how OTTED could spend the funds. In fact, the language in the budget did not
even require OTTED to spend any of the reverted funds, in which case the funds would have
carried over to the following year's general revenue fund.''

7. DDMG Satisfied the Required Project Milestones to Receive the Approved Funding.

We would like to draw attention to the fact that after DDMG was awarded the $20
million incentive package by the state of Florida, in order to actually receive the funding, the
company was required to meet several specific project milestones, known as award conditions,
before the funds could be disbursed, See report at p. 34. We believe the final report should
make it clear that DDMG met each and every one of the award conditions and consequently
received the $20 million in funding.

8. The Revised Statutes Expressly Require EFI to Forward Recommendations to OTTED.

The draft report notes that during 2009, EFI forwarded to OTTED only projects that it
approved. While this may have been EFI's practice, the laws were changed. Section
288.1088(3)Xa) stated, at the time of Project Bumblebee’s approval in March 2009, that EFI
should “evaluate individual proposals for high-impact business facilities and forward
recommendations regarding the use of moneys in the fund for such facilities to the director of the
Office of Tourism, Trade, and Economic Development.” EFI’s practice of only forwarding
approved recommendations violated the spirit, and possibly the letter, of the statute. Any
ambiguity in the statute was eliminated in 2009 when the legislature passed, and the Governor
signed, a bill that added a new section entitled “Economic Development Incentives Application
Process.” See Fla. Stat. Ann. § 288.061. That statute states in pertinent part:

Within 10 business days after the application is deemed complete, Enterprise
Florida, Inc., shall evaluate the application and recommend approval or
disapproval of the application to the director of the Office of Tourism, Trade,
and Economic Development (emphasis added).

The bill creating this section was signed by the Governor on May 21, 2009 and went into
effect on July 1, 2009. Given this timing, it is fair to infer that its passage was influenced, at
least in part, by the events surrounding Project Bumblebee and EFI's refusal to forward even an
approval recommendation to OTTED. As mandated by the new statute, OTTED (now known as

" For this same reason, Tracey Fannon's comment (see report at p. 30) makes no sense. She said there was a battle
over whether to veto the line item and she suggests the Governor ultimately did not veto it because there was a
decision thet the five other projects under consideration were more important. Again, OTTED could have allocated
the funds as it wished, and it could have excluded DDMG from receiving any money.
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the Division of Strategic Business Development) should have an opportunity to review gvery
project that EFI considers, not just those it approves, so that OTTED can make an independent
determination of which projects it will recommend to the Governor and, if deemed appropriate,
to veto EFI's recommendation to disapprove a project for funding. This process will benefit
Florida by allowing all projects to go through more than one level of scrutiny so that the best
projects with the highest chance of success make it through the process and are not eliminated by
EFI before OTTED is even made aware of them.

We believe that the pertinent inquiry is not whether business opportunities like Project
Bumblebee could be prevented from happening again but rather what Florida can do to ensure
that when companies like DDMG embrace Florida and try to make something great happen here,
they are encouraged and helped along the way by those in Florida’s government committed to
the success of its economic future.

Again, we appreciate the opportunity you have given us to participate in your review of

this project.
Sincerely yours,

HOLLAND & KNIGHT LLP
y W
William N. Shepherd

Attachments (by ovemnight courier)-

H12617571_v5
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INDUSTRY OVERVIEW

Wyndcrest DD Florida, Inc.
nfidential Company Overview

Wyndcrest DD Holdings, Inc. was created as a Florida corporation in 2006, by the principals of
Wyndcrest Holdings, LLC, for the purpose of acquiring Digital Domain, Inc., a leading visual effects
and animation company in Venice, California. Wpyndcrest DD Holdings, Inc. has since been
renamed Digital Domain and is now a Delaware corporation, the parent company of the California-
based Digital Domain Productions. Wyndcrest Holdings has now created Wyndcrest DD Florida,
Inc., a special purpose Florida corporation, to explore the possibility of building a visual effects,
animation and video game development studio in the State of Florida with the assistance of State and
local government incentive support. This prospective studio would be a 175,000 square foot facility
employing up to 500 digital artists, software programmers, information technology specialists,
finance, human resources and management employees in the visual effects work-for-hire portion of
this facility. We hope to grow this facility to include up to 900 people in the animated feature film
and video game content creation/development portion of this facility.

This project is designed to create jobs in Florida for Fioridians. While some of the mast well
respected digital arts univiersity courses (including some of the most well respected universities that
focus exclusively on digital arts) are [ocated in Florida, the State lacks the infrastructure of employers
o hire these students after their graduation. This has led to large numbers of graduates leaving
Florida to puruse jobs in California, Louisiana, New York, New England and other places. While our
students can get world-class eduations in Florida, many must relocate and set down new family roots
out of our state. Our project is designed to build an infrastructure to both train Florida students and
to employ those students after graduation. We expect that this infrastructure will be beneficial to our
company as well as to other companies in our industry that will be attracted by the resulting business
climate. Businesses in our industry tend to ‘cluster’ near each other as employees often move from
company to company depending on either personal interests or the needs of specific companies or
related film and game projects. We believe our leadership can be instrumental in the creation of a
next-generation industry concentration in the state of Florida, centered around digital content
creation, that can result in tens of thousands of high-paying, clean jobs for Floridians that come on-
line during the coming economic cycles.

Educatjonal Partnership

An important component of our plan is to partner with several state and private universities and
community colleges to build a substantial digital arts university campus at or adjacent to our facility.
At a minimum, and in the near term, we can establish or improve programs within exisling
educational facilities to accelerate programs that are beneficial to both our project and the Florida
workforce. We plan to implement active research and development, software tools training, content
creation curriculum and internship programs in partnership with these facilities. This cooperative
program will serve two symbiotic goals:

() Our interest in creating a well trained hire-ready workforce and in lowering our
operating costs, and

(ii) The Florida school system’s goal of producing graduates that are highly sought after by
employers in high-paying, growth industries.
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We envision that students that have worked at our facility will graduate with resumes that include
having contributed to {and in some cases being included in film credits of) some of the most visually
stunning and respected films in the market. Films that we have worked on in each of the last several
years have been nominated for Academy Awards, which could lend even more credibility to these
students’ resumes. For any student looking for work in the digital media world, having a portfolio
that includes participation in a market significant or award winning film would paosition that student
among the most sought-after graduate candidates in the industry.

Qur employees constitute mathematicians, graphic artists, software programmers, writers, physicists,
and, preferably, some combination of the aforementioned.  We believe that this partnership will
drive exemplary career training for students and will provide us with a steady and reliable source of
post-graduation employees. We have entered into discussions with several universities regarding
such a partnership and are working quickly to identify the right counterparty or counterparties,

Workforce Development

Qur efforts in Florida are designed to create a substantial digital arts infrastructure that will support
both our company’s and other firms' human resource needs. Qur industry drives ingenuity at the
highest level of a number of fields including creative arts, software programming, engineering,
mathematics, and film production, among others. We believe that our educational partnership will
drive exemplary career training for students and will provide us with a steady and reliable source of
post-graduation employees. Employees at our facilities outside Florida currently receive a substantial
amount of on-the-job training. We continually refresh the skill sets of our employees so that they are
trained on the most advanced technology and software packages available. We perform the most
cutting-edge special effects for some of the largest films in the market, which requires that our
employees be very highly trained and skilled. Furthermore, each film that we produce can require a
different skill set, knowledge base or a different technique. These skills are taught to our employees
prior to and during each new film that runs through our facility. Our Florida employees would
develop new skitls through frequent training and will build new skills with each of the various
projects to which they contribute.

@
K
¥
I
!;
%
|

e T

IR A ATTE T TIEEE

e L ey i

National Example of Domestic Job Creation Model

We also believe the project will serve as a strong national example of a private-public workforce
development partnership that creates jobs in the United States that otherwise would have certainly
been sent to either India, Canada, Australia or England. Leading companies in the industries of film,
animation and video games are aggressively looking to reduce costs by expanding or relocating out
of California, or the United States generally, often to foreign locations that provide average quality
talent that comes at dramatically reduced labor pricing. Certain of these countries are also offering
significant incentives that further reduce costs.

oy

oy Ko

without a creative solution offered domestically, the United States is at risk of losing a significant
amount of jobs and job growth from within the entertainment industry, a globally significant industry
in which America has long been dominant. Wyndcrest's proposed partnership with Florida’s state
secondary schools, community colleges and universities can develop large numbers of qualified
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workers in a high-growth, exciting industry while dramatically reducing the cost of doing business in
the United States...thereby relieving the pressure to relocate a true American industry to foreign
countries.

Job Creation

Should we be successful in obtaining public funding support, we intend to build a fully functioning E
Visual Effect facility in Florida that will physically support between 500 and 900 people. Our initial

minimum goal is to hire at least 300 people prior to the end of 2014. We expect that the number of
jobs will at least grow as follows:

Employees - VFX Work-For-Hire

300

250

200 _

150 - |
100 w1 '

- _ B ol _ D

110 E Ay

50 -~ 75, g SN
- 5P J 3 - B

2009 2010 2011 2012 2013 2014

In addition to the above, it is our goal for this facility to become a content generation facility capable
of producing animated feature films and video games. Below are the number of jobs that would be
employed in this expanded facility:

Employees - Film/Game
Production Studio
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Wyndcrest DD Florida, Inc is designed to create jobs in Florida for Floridians. It is our belief that a
substantial portion of the graduating class of most digital media-related associate, bachelor or masters
level educational programs in Florida are qualified to earn a $45,000 to $70,000 starting salary at our
company. It is also our beliefl that some portion of the graduating class of digital media-related high-
i schools are qualified to earn a $40,000 - $45,000 starting salary at our company. We fully expect
that a substantial amount of our workforce will be Floridians. Ringling College of Art and Design,
Full Sail University, Florida State University, University of Florida and other area schools offer
exemplary digital media and digital entertainment degrees at the Bachelor and/or Masters levels.
Indian River State College, Miami Dade College, Manatee Community College, Seminole Community
- College and other area colleges schools also offer digital media and digital entertainment degrees at
the Associates and Bachelor levels. Numerous Florida high schools offer film and digital media
coursework, and several focus intently on these areas through magnate or charter programs.
Furthermore, Florida has taken the exemplary step of developing a Banner Center for Digital Media to
aggregate best practices in digital media educational curriculum and to share them amongst Florida's
schools.

While Florida has had great success in developing an educational infrastructure that is becoming
more visible around the country, Florida has not yet attracted a critical mass of companies to employ
these graduates. Several years ago, most of the graduates of these digital media programs left Florida
(which often means leaving their families) and moved to Los Angeles or New York to begin their
careers. In recent years, graduates of digital media programs have been leaving Florida 16 move 1o
Louisiana, Connecticut and New Mexico in increasing numbers as those states have made great
strides in attracting companies like us. Florida has a tremendous base of talented graduates. Adding
a base of employers to hire them will help keep Floridians in Florida.

Permanence
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Many live action-related entertainment companies chase film production incentives as they move
around the country and around the world. Film projects will locate in a state or country for only as
long as it takes them to film actors and scenery and then leave, often having built no permanent
industry. Florida’s past film incentives have been admirably structured as they only rewarded
productions based on Floridians that were hired to work on a given project. Florida’s past incentive
programs correctly did not reward companies for flying in camera operators, directors and set
builders from California only to have them leave upon the completion of production.
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visual Effects, animated film and video game production differs distinctly from live action film
production. Visual Effects, animation and video game production studios build physical plants, and
fill those buildings with state of the art technology. More importantly, these types of companies
spend enourmous amounts of money and other resources fitting this technalgy together with a trained
workforce to produce production pipelines that turn out finished digital product. Moving a facility
like this is very difficult in terms of time and expense. There is a significant degree of permanence to
a substantial digital media production facility such as the facility that we would build in Florida.

S e % R A e

We intend to invest $30 million in capital expenditures {not including the expense of building a
facility) over S years.
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INDUSTRY OVERVIEW

While we support the restoration of healthy film production incentives, we believe that an
appropriate film production incentive that rewards companies for building a permanent base of
employees and infrastructure in Florida can do even more to drive a lasting and valuable industry.

Technology Development

QOur alfiliate, Digital Domain, develops very sophisticated software technologies as a part of its
internal production pipeline. Digital Domain has been very successful in productizing certain of
these sofrware products and licensing them to customers around the world. We have over 10,000
licensees of our technology products and are the market leader in bath digital compositing software
(having recently suplanted an Apple product), in the plug-in market for digital video effects and in
editing software for 3D-Stereoscopic films. We expect that technologies developed at our Florida
facility could also be productized and licensed to third parties.

Clustering

A subset of employees at our facility in California will typically work for our company for six to
eighteen months at a time as they complete a particular film project. Approximately half of our
California workforce works for us full time, moving from one project o the next. The other hall of
our workforce enjoys moving from company to company as they seek out projects or films that
interest them. Working on a large, tent-pole film is often more attractive to an employee than
working an a smaller budget, less technically sophisticated film. Furthermore, some employees have
persanal interests in the subject matter of certain films, or particular skill sets that are better suited to
some films than to others, and move from employer to employer as those interests ar skills dictate.
Many employers cluster in Los Angeles to take advantage of this fluid and vibrant employee base.
We believe that our competitors will want to take advantage of the skilled and trained workforce in
Florida that is created by our facility and our educational partnership. We share employees with
visual effects companies, film production companies, television production companies, television
advertising agencies, animation companies, video game developers, software developers, web
development and graphics design firms.  We believe that firms such as these will follow us to
Florida. We will furthermore help recruit companies like this to Florida as it helps us balance our
workload across projects.
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Kernisky, Allison B (MIA - X22175)

Trom: John C. Textor [jtextor@wyndcrest. com]
nt: Wednesday, March 25, 2009 12:22 PM

10! Brill, Dale

Subject: Re: Project Bumblebee

Dale:

Funderstand that you are not able to negotiate independently from EFI.

From our perspective, we were informed by EFI that they were told by you to put their pencils down. to stop
working on Project Bumblebee, and to nol send the Bumblebee package onto OTTED.

[ understand from Bob Rohrlack that he may be attempting to clarify these instructions with you.
So au this point, EFI is not negotiating with us at all,
The miscommunication that | am trying to have cleared up is entirely between OTTED and EFI.

If EF1 believes they were asked to stop working on Project Bumblebee, there is nothing I can do to solve this
without your direct support.

As always, if there is something about this process that I do not understand, please provide me with the
anpropriate guidance.

1 hanks.,
John

This 15 serious
John C Textor
Co-Charrman
Digital Domain, Inc

www DigitalDomain.com

FL: (772) 545-8062
CA: (310) 314-2827

textor@d2 com

On Mar 25, 2009, at 10:50 AM, Brill, Dale wrote:

It appears by report from my assistant that I'm booked solid tomorrow afternoon with similar business execs in town

-an, as OTTED does not negotiate independently from EFI, | suggest that you all have that meeling with EF! to clear
any misunderstandings






John C. Textor <textor @wyndorest.coms

TIME SENSITIVE - Project Bumblabee - 288.075 - Letter to EFl

March 29, 2009 6:27:16 PM EDT

Brenda Workman <bwarkman@eflorida.com:, Bob Rohriack <brohrlack@ eflorida.coms

Dale Bnii <Dafe, Brill@eog.myfiorida.com>, Teaford Jonathan <jleaford@wynderas!.com>, Tom McNicholas
<Tom@McNicholas biz>

"Kevin Ambler C.* <KCAPA2@aol.com:

Ms Workman / Mr Rohrlack:
{Plaase sea compiled thread balow]

1 understand thal we are due lo meel letephonically on Monday afterncon in an effort 1o clear up any misundarslandings related 1o our project. | appreciate
this opportunity, though 1 remain exiremaly concerned aboul [he iming of that meeting relalive to 1he submisston of your recommendatons lg OTTED and
the Governor. | was advised las! week thal a lisl of your QACF recommendations was due lo be submilled on Monday morning and, furlher, (hat Project
Bumblebee was nol expected to ba included within the group of your recommanded projects. You may be aware Lhat | have tried lo conlacl you by both
phorie and email snce iearning Lhis unfortunate news. Having not heard back from you, it would seem Important to clarify certaln facts from our perspeclive
belore we are excluded from tne list of projecls submitied lo OTTED. Il also seems important thal the parties Involved are ali looking al Ihe same set of
facts as we sit down on Monday to discuss the slatus ol our project.

As the compited thraad of emails suggesls, we understood that Project Bumblsbee was already included within your ‘recommended’ lisl. We believa that we
heve supported your evaluation process appropnately and thal you had concluded such a procass with an offer 1o us of a siate and local incentive funding
package. In your email of March 18, you stated thal you "will present lo OTTED informalion relative lo a one lime award of $8,100,000 from the Quick
Aclion Closing Fund®, supject 1o our acceptance of the oullined lerms and our communicalion of our final site salechion to a list of other counlies. In
respanse, and wilh a goal to have our package immediately forwarded to OTTED, we confirmed by separale emails on March 18 our acceplance of your
offer In reliance on your offar, including your agreement lo forward your recommendation package lo OTTED, we praactvely larminated a number of
produclive discussions wilh olher counties lhat had previeusly made offers 1o support our projecl. On March 24, | conlirmed (o you by email that | had
comphiad with your final condilion and thal all such counties had been notified of our decision.

'n short, EFI made an offer {0 recommeand funding for Project Bumblebee Wa accepled your offer and complied with your conditions. We, therelore, do nol
understand why Project Bumblebee has been exciuded [rom the list that is planned to be submitted lo OTTED and lhe Govemor In Iight of the apparent
uming of the submission of your recommandalions, can you please explain why your recommendalion appaars 10 have been withheld?

For the sake of progress it may be helpful for you to undersland certain dalails related lo the issue thal Ms. Warkman raised with our Mr Teaford when we
first learned there rmight be a problem. She referred o @ problem Lhal stems from our acceplance of the QACF offer that occurred contemporanecusly with
‘our’ meeting with tha Leutenan! Governor and Dr. Brill wherein we were thought to have mada a request for additional funds. Itis imporiant to note that no
‘apresentative of Project Bumblebee was presenl et thal meeting, nor were we aware of specific raquesls mads al that meeting related to our business. To
be clear, wa have accepted the EFI affer based on a delailed project scope ihal relales lo a commitment to the creaton of 300 jobs. Beyond the scope of
this project, wa have also execuled a ron-binding letter of intent with Florida State University that may give nse to an addilicnal project and a polential
nerease in the amount of jobs that wa are likely to creats. We remain open-minded to & proposal by Rep. Ambler refaled lo this additionai project that could
potentially involve additional funding requirements for both our company and FSU. It is extremely imporlant to recognize, however, thal our cpen-
mindednass to such a proposal should have ng impact on our existing project as defined. We have made application le EFI related lo @ 300-jobs project.
We have baen evalualed on the basis of thal specific projsct scope. EF| has made an offer lo us on that basis and we have accepted such an offer.
Furher, we have relisd on that offer and acled in such a manner that limils our business prospecls as we soughl to comply with the conditions of the offer.
Any confusion related lo a meeting that oceurred independently of the principals of Project Bumblebee shauld not modify the agreement of EF to forward ils
funding recommendation onto OTTED for review by Or. Brill's slaff and the Governor office.

Il the mesling referanced above 1s nol the reason far our apparent exclusion, we have ne way of knowing whal sise might be the issue, If Inere is a speciic
nrobiem with owr project, we obviously believe that we shouid have been given an opportunity to address the issug. Wa have not recently been approached
by EF([ with any resarvalions or questions aboul our project, We have not recently been asked to explain information aboul our project thal could be
construrd 85 negative. We have nol récently been approachad wilh any questions or comments ebout our principals or our aclivilies in connagtion with lhis
projecl 1f thare is @ prablem that has developed with our project, wa certainly have nol been given any chance to address concerns or clear up
misunderslandings in advance of the completion of the list of projects thal we understand will be recommended.

As you are awara, we canriot move farward wilh plans lo locata our expanding business to the stale of Florida withoul your making the details of our project
known to OTTED. We warkad very hard lo provide you with such celails specifically for your raview and OTTED's review. We are not aware of any reason
thal qur package should be withheld [rom consideration in Tallahassee and we believe thal we have complied with ell of your requests. Please netify us
irnmediately if there remeins any reason, lechnical or olherwise, that is prevenling you from following lhrough with your prior agreement to present your
recommendation to OTTED.

| can be reached by email or via telephone (772-485-0220} al any ime, Again, | am very happy lo speak aboul all of lhese issues durng our meating on
Monday. | apolegize for trying to ramedy problems prematurely by way of this email. 1 hope you understand that the liming of this email ts necessilated
entirely by our understanding that your recommendations might be submitted to OTTED prior lo our meeting. As il seems ¢lear thal Projact Bumblabse was
a recommanded project’ only a week ago, it is certainly our hope thal we will not be excluded from any list that would allow our project full consideralion by
OTTED and the Governor's office.

Bes! ragars,
John Textor



From: "John C. Textor" <jtextor@wyndcrest.com>

Date: March 28, 2009 1:42:19 PM EDT

To: Bob Rohriack <brohriack@eflorida.com>

Subject: Project Bumblebee - 288.075 - (and Congratulations!)

Bob:

Congratulations on your appointment in Tampa. My In-laws tell me it's the only part of Florida
that matters. They live in Westchase,

Are vou still active with EFI for an additional period of time? As you know, we are still
bouncing around the process without a real understanding of why our project was excluded from
the recommendations being sent up to the Govemnor this week.

I have tried {o communicate with Dr. Brill with little success. At this point, I am just hoping for
answers. Are there concerns about our project that we are not aware of? If there are ‘negatives',
or pieces of information that could be construed as negative, we would obviously like the chance
to address concerns directly. We just do not understand how we have dropped out of a process at
EFI while still being so consistently recruited by a long list of legislators. I understand EFI has a
very different process than the sometimes free-wheeling approach of certain legislators, but it
just seems odd that we are not from either OTTED or EFI why we are not on the recommended
list.

Bob, we have a lot of people that have been working very hard to keep Florida in the mix for our
company. | would really appreciate a personal call to learn what happened.



Thanks.
John
Cell - 772-485-0220

John C. Textor
Co-Chairman

Digital Domain, Inc.
www.DigitalDomain.com

FL:  (772) 545-9062
CA: (310)314-2827

jtextorid2.com







----~{Jriginal Message-----

From: John C, Textor [mailto: fextor@wyndcrest.com)

Sent: Monday, April 13, 2009 07:26 PM Eastern Standard Time

To:  Dale Brll; Kelsha Rice

Cc:  Stephanle Gibbons; Brenda Workman; Bob Rohrlack; Teaford Jonathan; Tom
McNicholas; Timothy Proctor

Subject: Project Bumblebee - 288,075 - Call Request for 10:00am Tomorrow

Dear Dr. Brill and Ms. Rice:

This correspondence Is intended both to summarize where we think we
are in the process and to propose a specific solution to a problem

that EFI seems to have with our Martin County slte selection (or at

least with the documentation between us and our Martin county partner).

Status

- We are all famillar with the confusion surrounding our prior
recommendation from EFI. We belleved we were already vetted In
connection with the Martn County site and we received an offer from
EFI based on that location, We accepted that offer and expected to
progress with QTTED and be presented to the Legistative Budget
Committee. In any event, we are not currently on the recommended list
and we are hoping to be re-established as a priority project. We
remain extremely concemed about {iming and are not sure, as a
comparry, that we can postpone olr ‘Flerida vs, Vancouver' dedsion.
We have very litle ime before needing to make a dedslon regarding
the acquisiion of a 100-person VFX studlo in Vancouver. This
decision could materially alter our view of a Florida studio. That

sald, we are certainly disappointed to hear about the low probabliity
of consideration at this week's LBC meeting, We had long locked at
this week as the week when we would achieve 'certainty’. We remain
hopeful that we can still be presented to the LBC in the near term and
avoid being pushed deeper into 'uncertainty’.

- We met as a group on March 30th, after we learned that we were
excluded from EFL's list of recommended projects, This meeting
focused on a list of issues that EFI wanted addressed before dedding
agaln to recommend our project for funding. The issues ralsed at the
meeting were all addressed both that day in person and in our
correspondence dated April 3rd.

- We ended that meeting with an understanding that EFI would formalize
this list of outstanding Issues and that we would provide answers as
quickly as possible to get back on rack. Following our conference
call on April 8th during which we provided a number of responses to
your questions, we were asked to provide the following:
1)  An updated EFI Application and General Project Overview
2)  An updated business mode}

3) Revised documentation refated to our commitment from a Real Estate
partner

- On April 5th we provided Items 1 and 2 above, the updated EFI




Application and General Project Overview and the updated business model,

Predicament

- We belleve that wa have satisfactorily responded to all of your
outstanding questions with the exception of the form of the commitment
from our Real Estate partner but we have not recelved an affimmative
acknowledgement from you that this is the case.

- With regard to the form of our agreement with our Martin county Real
Estate partner, we don't know that there will be an answer that Is
acceptable to EFI within the time frame necessary for us to make our
Florida decislon. While we understand the question, we do not agree
with EFI's concems about our finandal partner and its commitment to
our project. Rockwood Capital Is a mult-billion doliar financial

partner that is well known in the finandal and real estate

industries. They are also extremely well known to Forida State
Unlversity and, for 30 years, to FSU's Chalrman Jim Smith, FSU has
separately entered into a significant LOI with Groves / Rockwood on
the same site for an approximately 100-acre project. The princpal
concem of EFI seems o be that their commitment Is not yet bindIng.
‘The predicament Is that a non-binding LOI is perfectly approprate to
the clrcumstances, given that we do not have a state commitment to
rearuit us to Florida and that the structure of our build-to-sult
financing requires that commitment along with many other stateflocal
development approvals,

- We may not see our existing agreement with Groves/Rockwood evolve
into a form of commitment that Is satisfactory to EFI/OTTED In the
time frame necessary to make a decision to come to Florida. We have
discussed this Issue with Groves / Rockwood. They are extremely
willing to help provide comfort to EFI, though we don't have
confidence that EFI will ever get comfortable with necessary non-
binding elements of our arangement with Groves / Rockwood. We
believe the standard of 'commitment’ imposed by EFI may not be
appropriate as it relates to a real estate deal with a long list of

future approvals required. In tum, it seems that an out-of-state
company has to be aareful not to choose an early stage development
property as its preferred site when also requesting Incentive funding
from EFI / OTTED,

- In short, we have selected a site and a mult-billlon dollar
financtal partner that glves our company a high degree of confidence
that we will complete and properly fund our project. EFI may not feel
as comfortable with this conclusion and it may prevent us from being
re-established as a recommended project,

- Cther than this central Issue, we know of no other Issues that are
preventing Project Bumblebee from returning fo the recommended list,

Solutions

A.  Martin County Solutlon - The easiest solution would of course be to
get confirmation from EFT that our Martin relationship Is acceptable
and that any remaining concems regarding the non-binding elements are
addressed by requiring such elements to become binding as & pre-




condition to the execution of a contract with OTTED. Such Indication

of scceptance would need to ocour immediately to keep Bumblebee on a
workable timeline that preemptively mitigates the time pressures of

our non-Florida alternatives. We unfortunately cannot wait for an
unspecified LBC calendar.

B.  Broward County Solution — While we do still find the Martin County
solution atiractive, we do belleve that the uncertainty at EFT aeated

by the development Issues is jeopardizing our path to Florida, This
process has simply taken much longer than expected and our business
an no longer wait. As we think about the altematives, we do belleve
Broward County Florida to represent a superior cholee to Vancouver, If
the selection of Broward allows EFI and OTTED to submit their
recommendation ta the LBC In the current imeline, then we belleve

this project can remain planned for the state of Forida,

In support of this, we have asked Ram Development, our finandal
partner In Broward {who Is also an original shareholder of Digital
Domaln), to strengthen its documentation Into a commitment letter that
conforms to your reguirements. We have recenty recelved such a
commitment for the full apltl required for our project as Is
evidenced by the atlached material. Please remember that Broward was
actually the first package to reach completion and that EFI completed
its analysis related to that site prior to doing the same for Martin
County. In fact, the ROI for the state was higher for the Broward
site than the Martin site. Also relevant Is that our finandal
partner (and fellow shareholder) has already provided finandal
Information and a description of his fund to demonstrate the finandal
capabiity to draw down funds necessary for the project. The
following summarizes Information on hand at EFI (or attached) related
to the Broward site:

General Project Overview as previously submiited to EFT on February
13, 2009 and attached hereto (if appropriate, we can quickly amend
this from a 300 job commitment to a 500 job commitment)

Complete package prepared by Broward County contalning site detaits,
locat poiitical support and local govemnment finandal support
(submitted in February and attached heveto). This package was first
recelved by EFT on or about February 10, 2009, resulting in the
originat offer from EFI of approximately $6 million of QACF proceeds.
Financials from Ram Development and their related fund, induding
complete biographies and references (submitted in February)

Project Investment Analysis showling break-down of company /
stakeholder Investment and expected state and local commitment
{submitted in February and attached hereto)

{NEW) Broward Ananclal Partner Commitment Documentation Incuding

Commitment Letter execubed by Ram Development Including Landlord Work

Letter and Commierclal Property Lease Agreement (collectively attached
hereto). This collection of documents demonstrates a fully committed
agreement that is subject only to WDDF's execution of the Lease (We
assume OTTED would not ask us to sign a lease in advance of LBC
approval), execution of an agreement between WDDF and OTTED, and any
fina! building parmits. This agreement provides a direct Investment

capital commitrnent of $9 miliion (which can be used to fund

operalions) and a capital expenditures commitment to build a 175,000
square foot facility at a cost of $34.1 million.

The Broward project, also known as Sheridan Station, Is a shovel
ready project that we understand Is Important to the Governor's office
as a transit oriented development project that Includes both bus and
Tri-Rail stations on site. It is also a steward of environmental

e L0



leadership as it Is one of sbx projects across Florida to be selected

for the US Green Bullding Council’s new Leadership In Energy and
Environmental Design - Neighborhood Development (LEED ND)
certificatlon program. While we have honored our agreement with EFT
and have not had any recent contact with Broward county
representatives, Ram Development has regular contact with Browand
county as an ordinary part of thelr business dealings and reports that
Broward continues to be excdited to support our project and thelr
original proposal to us and to EFI,

Accordingly, we suggest that, to satisfy EFI and OTTED’s
requirements for the form of agreement between Project Bumblebee and
Its Real Estate pariner, we replace our Martin county site selection
with a Broward county selection. We presume that you would require an
updated EFI Application and Projact Overview. Prior o submitting
this Informatien, we would llke to confimm that such a switch can be
accomplished quickly In the EFI / OTTED process. Qur goal Is to have
a recommendation from EFI to OTTED re-established by the end of the
day on Wednesday. Further, we hope this fadlitates a recommendation
from OTTED that we be added to the approved profect list (for the
2008-2009 fiscal year) and that a budget; amendment request be prepared
and submitted to the LBC with a request that the LBC be convened to
hear the amendment at the earflest possible date. Please keep In mind
that, while we continue to see Floiida as a preferred alternative, we
do not Intend to postpone completior of discussions with our Vancouver
merger pariner regarding our studio expansion plans In Canada beyond
the end of April. Please advise us as to the fikelinocod of the LBC
meeting to approve an OTTED amendment for cur project prior to the end
of tegislative session.

In support of this timellne, we respectfully request a conference call
to discuss the possible switch from Martin County to Broward County,
or the possibility of receiving an EFI recommendation for Martin with
Broward as a sultable back-up. We would like, if possible, to
schedule such a call for tomorrow morning at 10:90 a.m. Eastern time
to confirm that such a switch can be made expeditiously, Please let
us know if you can make yourselves avallable at this time for such a
call. :

Best regards,
John Textor
Wyndarest DD Florida, Inc.

John C, Textor
Co-Chalrman
Digital Domaln, Inc.



FL:  (772) 545-9062 -
CA:  (310) 314-2827
itextor@d? .com
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From: Tom McNicholas <tommchiphone@gmail.com>

Date: April 2, 2009 11:03:10 AM EDT

To: "keisha.rice@eog.myflorida.com" <keisha.rice@ecg.myflorida.com>, Dale
Brill <dale.brill@myflorida.com>

Cc: Brenda Workman <bworkman@eflorida.com>, Bob Rohrlack
<brohrlack@eflorida.com>, "John C. Textor" <jtextor@wyndcrest.com>, John
Teaford <jteaford@wyndcrest.com>

Subject: Project Bumbie Bee 288.075 (Confidential)

Dear Keisha and Dale,
The principals of Wyndcrest DD Flonda committed to and completed what they were asked to
do in regards to communication issues with legislators.

Yet, we still stand waiting, willing, ready and able to provide more answers to the questions that
were presented to us verbally on Monday.

When will a written list be coming to us? Or in fact is a list of questions no longer needed to
move "Project Bumble Bee" forward as a recommended project in Martin County as it was
offered to us by EFI weeks ago and as we relied upon that offer and reccomendation?

You suggested that an expeditious process was necessary and we have been waiting to do just
that. Please let us know what we can do.

Thank you very much for your work.

Tom McNicholas
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Project Bumble Bee Digital Media Economic
Impact Study

1. Introduction - by Company Bumble Bee

Wyndcrest DD Holdings Inc., was created as a Florida corporation In 2006,
by the princlpals of Wyndcrest Holdings, LLC, for the purpose of acquiring
Digital Domain, Inc,, a leading visual effects and animation company in
Venice, California. Wyndcrest DD has since been renamed Digital Domain and
Is now a Delaware corporation, the parent company of the California~based
Digitat Domaln Productlons, Wyndcrest Holdings has now created Wyndcrest
DD Florida, Inc.,, a speclal purpose Florida corporation, to explore the
possibility of bullding a visual effects, animation and video game
development studio in the State of Florida with the assistance of State and
local government incentive support. This prospective studio would be a
175,000 square foot facility employing up to 500 digital artists, software
programmers, Informatlon technology speclalists, finance, human resources
and management employees In the visual effects work-for-hire portion of this
facility. We hope to grow this facility to include up to 900 people In the
animated feature film and video game content creation/development pertion
of this facility. This project Is designed to create jobs In Florida for Floridlans.
While some of the most well respected digital arts university courses
(including some of the most well respected universities that focus exclusively
on digital arts) are located in Florida, the State lacks the infrastructure of
employers to hire these students after their graduatlion. This has led to large
numbers of graduates leaving Florida to puruse Jobs In California, Louisiana,
New York, New England and other places. While our students can get world-
class eduations in Florida, many must relocate and set down new famlly roots
out of our state. Our project is designed to bulld an infrastructure to both
train Florida students and to employ those students after gracuation. We
expect that this infrastructure will be beneficlal to our company as well as to
other companies in our Industry that will be attracted by the resulting
business climate. Businesses in our industry tend to cluster near each other
as employees often move from company to company depending on either
personal interests or the needs of specific companles or related film and
game projects. We belleve our leadership can be instrumental.In the creation
of a next-generation industry concentration in the state of Florida, centered
around digital content creation, that can result in tens of thousands of high-
paying, clean jobs for Floridians that come on-line during the coming
economic cycles.

Educational Partnership

An important component of our plan Is to partnar with several state and
private universities and community colleges to bulld a substantial digital arts
university campus at or adjacent to our facility. At a8 minimum, and in the
near term, we can establish or Improve programs within existing educational



facilities to accelerate programs that are beneficial to both our project and
the Florida workforce. We plan to implement active research and
development, software tools tralning, content creatlon curriculum and
internship programs in partnership with these Facilities. This cooperative
proegram will serve two symbiotic goals:

(i) Our Interest in creating a well trained hire-ready workforce and In
lowering our operating costs, and;

(i) The Florida school system s goal of producing graduates that are highly
sought after by employers in high-paying, growth industries.

We envision that students that have worked at our facility will graduate with
resumes that include having contributed to (and in some cases being
Included In film credits of) some of the most visually stunning and respected
films in the market. Films that we have worked on in each of the last several
years have been nominated for Academy Awards, which could lend even
more credibility to these students resumes. For any student looking for work
in the digital media world, having a portfolio that includes participation in a
graduate candidates in the industry, Our employees constitute
mathematicians, graphic artists, software programmers, writers, physicists,
and, preferably, some combination of the aforementioned. We believe that
this partnershlp will drive exemplary career tralning for students and will
provide us with a steady and reliable source of postgraduation employees.
We have entered into dlscusslons with several universitles regarding such a
partnership and are working quickly to ldentify the right counterparty or
counterparties,

Workforce Development

Qur efforts In Florlda are deslgned to create a substantial digital aris
infrastructure that wliil support both our company's and other firms' human
resource needs. Our Industry drives Ingenuity at the highest level of a
number of fields Including creative arts, software programming, engineering,
mathematics, and film production, among others. We believe that our
educational partnership will drive exemplary career training for students and
will provide us with a steady and reliable source of post-graduation
employees. Employees at our facllities outside Florida currently receive a
substantial amount of on-the-job tralning. We continually refresh the skill
sets of our employees so that they are trained on the most advanced
technology and software packages avallable. We perform the most cutting-
edge speclal effects for some of the largest films in the market, which
requires that our employees be very highly trained and skilled. Furthermore,
each film that we produce can require a different skill set, knowledge base or
a different technigue. These skills are taught to our employees prior to and
during each new film that runs through our facility. Our Florida employees
would develop new skills through frequent training and will build new skills
with each of the various projects to which they contribute.




Natlonal Example of Domestic Job Creation Model

We also belleve the project will serve as a strong national example of a
private-public workforce development partnership that creates jobs in the
United States that otherwise would have certainly been sent to either India,
Canada, Australia or England. Leading companies In the Industries of film,
anirmation and video games are aggressively looking to reduce costs by
expanding or relocating out of California, or the Unlted States generally,
often to foreign locations that provide average quality talent that comes at
dramatically reduced labor pricing. Certain of these countries are also
offering significant incentives thatfurther reduce costs. Without a creative
soiution offered domestically, the Unlted States is at risk of losing a
significant amount of jobs and job growth from within the entertainment
Industry, a globally significant industry in which America has long been
dominant. Wyndcrest s proposed partnership with Florida s state secondary
schools, community colleges and universitles can develop large numbers of
qualified workers In a highgrowth,exclting Industry while dramatically
reducing the cost of dolng business In the United States thereby refleving the
pressure to relocate a true American industry to foreign countries.

Job Creatlon

Should we be successful In obtaining public funding support, we intend to
build a fully functioning Visual Effect facility In Florida that will physically
support between 500 and 900 people. Our initial minimum goal is to hire at
least 300 people prior to the end of 2014, We expect that the number of jobs
will at least grow as follows:

Figure One. Employees ~ VFX Work-For-Hire
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Figure Two. Employees — Film/Game Production Studlo
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In additlon to the above, It 1s our goal for this facliity to become a content
generation facllity capable of producing animated feature films and video
games. Below are the number of jobs that would be employed In this
expanded facllity: Project Bumble Bee Florida, Inc Is deslgned to create jobs
in Florlda for Floridians. 1t Is our bellef that a substantlal portion of the
graduating class of most digital media-related associate, bachelor or masters
level educational programs in Florida are qualifled to earn a $45,000 to
$70,000 starting salary at our company. It is also our belief that some
portion of the graduating class of digital media-related high-schocls are
amount of our workforce will be Floridians. RIngling College of Art and
Deslgn, Full Sail University, Florlda State University, University of Florida and
other area schools offer exemplary digital medla and digital entertainment
degrees at the Bachelor and/ or Masters levels, Indian River State College,
Miami Dade College, Manatee Community College, Seminole Community
College and other area colieges schools also offer digital media and digital
entertalnment degrees at the Assoclates and Bachelor levels. Numerous
Florida high schools offer film and digital media coursework, and several
focus intently on these areas through magnate or charter programs.
Furthermore, Florida has taken the exemplary step of developing a Banner
Center for Digltal Medla to aggregate best practices in digital media
educational curriculum and to share them amongst Florida s schoals. While
Florida has had great success in developing an educational infrastructure that
is becoming more visible around the country, Florida has not yet attracted a
critical mass of companies to employ these graduates. Several years ago,
most of the graduates of these digital media programs left Florlda (which
often means leaving their families) and moved to Los Angeles or New York to
begin their careers. In recent years, graduates of digital media programs



have been leaving Florida to move to Louisiana, Connecticut and New Mexlco
in Increasing numbers as those states have made great strides In attracting
companies like us. Florida has a tremendous base of talented graduates.
Adding a base of employers to hire them will help keep Floridians In Florida.

Permanence

Many live action-related entertainment companies chase film production
incentives as they move around the country and around the world. Film
projects will locate In a state or country for only as long as it takes them to
film actors and scenery and then leave, often having built nc permanent
industry. Florlda’s past film Incentives have been admirably structured as
they only rewarded productions based on Fleridians that were hired to work
on a given project. Florida s past incentive programs correctly did not reward
companles for flying in camera operators, directors and set builders from
Californla only to have them leave upon the completlon of production. ‘
Visual Effects, animated film and video game production differs distinctly
from live actlon film production. Visual Effects, anlmation and video game
production studios build physicai plants, and Ffill those buildings with state of
the art technology. More Importantly, these types of companies spend
enourmous amounts of money and other rescurces fitting this technolgy
together with a trained workforce to produce production pipelines that turn
out finished digital product. Moving a facllity like this Is very difficult in terms
of time and expense. There is a significant degree of permanence to a
substantial digital medla production facllity such as the facility that we would
bulld In Fiorida. We intend to invest $30 million In capltal expenditures {not
including the expense of bullding a facility)over 5 years. While we support
the restoration of healthy film production incentives, we belleve that an
appropriate film production incentlve that rewards companles for building a
permanent base of employees and infrastructure In Florida can do even more
to drive a lasting and valuable industry.

Technology Development

Our affiliate, DIlgital Domaln, develops very sophisticated software
technologies as a part of its internal production pipeline. Digital Domain has
been very successful In productizing certain of these software products and
licensing them to customers around the world, We have over 10,000
licensees of our technology products and are the market leader In both digital
compositing software (having recently suplanted an Apple product), in the
plug-in market for digital video effects and In editing software for 3D
Stereoscopic films. We expect that technologies developed at our Florida
facility could also be productized and licensed to third parties.

Clustering

A subset of employees at our facility in Callfornia will typlcalfy work for our
company for six to eighteen months at a time as they complete a particular

I
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fllm project. Approximately half of our California workforce works for us fult
time, moving from one project to the next. The other half of our workforce
enjeys moving from company to company as they seek out projects or films
that interest them. Working on a large, tent-pole film Is often more attractive
to an employee than working on a smaller budget, less technically
sophisticated film. Furthermore, some employees have personal interests In
the subject matter of certain films, or particular skill sets that are better
suited to some films than to others, and move from employer to employer as
those interests or skills dictate. Many employers cluster In Los Angeles to
take advantage of this fluld and vibrant employee base. We believe that our
competitors wlll want to take advantage of the skilled and trained workforce
in Florida that Is created by our facility and our educatlonal partnarship. We
share employees with visual effects companles, fllm production companles,
television production companies, television advertising agencies, animation
companies, video game developers, software developers, web development
and graphics design firms. We believe that firms such as these will follow us
to Florida. We will furthermore help recruit companles like this to Florlda as it
helps us balance our workload across projects.

2. Data

Data for the economic analysis was provided to Florida State University
Center for Economic Forecasting and Analysis (FSU CEFA) by Wyndcrest DD
Holdings Inc. It Is surmised that most (if not all) of the investment and
additional expenditures/costs have been provided to FSU CEFA prlor to the
economic analysis being performed.

2.1 Employment

Table 1: Project Bumble Projected Employment
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2.2 Capital Investment Schedule

Table Two. Capital Investment Schedule for Phase 1 and; 2*

COMPANY X
Phase 1 Contribution | State Funds | Totel Project
tand § 20,000,000 | § - $ 2,500,000
Soft Costs $ 1,0000001% - | ¢ 1,200,000
Site work {Onsite & Offslte) $ 5,000,000 % - $ 3,250,000
Building and Parking : $ 14,000,000 | $ - § 16,625,000
Furnishings, Fixtures and Equipment $ 6,000,000 % - $ 8,000,000
State Contribution $ (3,5000004 $ 3,500,000 )% -
Phasa 1 Total $ 44,500,000 [ § 3,500,000 | § 31,475,000
Phase 2 .
Land 3 - 3 - § 1,875,000
Soft Costs $ 1,500,000|§ - $ 900,000
Building and Parking $ 13,500,000 § = $§ 7,850,000
Furnishings, Fixtures and Equipment $ 4,875,000 | $ - $ 4,875,000
Siate Contribution $ (4675000} § 4,875000) 5| -
Phase 2 Total § 15000000 | $ 4,875,000 ${ 16,500,000
Total Phase 1 &2 $ 59,500,000 | $ 8,375,000 | $ 46,975,000
Additional Amounts .
Additional Capital Expenditures: FF&E: $ 17,125,000 | § - | $ 17,125,000
Additional Capital Expenditures: Capltallzed R&[ $ 7,000,000 | § - § 7,000,000
Software Contributed: $ 2,500000|9 - $ 2,500,000
Training/Job Creation $ 16,625,000
State Contribution $(16,625,000)] $ 16,625,000 1% 186,625,000
| Total Project $ 86,925,000 | $ 25,000,000 | § 90,225,000

3. The REMI Model

Staff used the Regional Economic Model, Inc. (REMI Policy Insight v9.5.26,
2007), a widely accepted and used dynamic integrated input-output and
economelric model for this study. REMI Is used extensively to measure
proposed legislative and other program and policy economic impacts across
the private and public sectors of the state by the Florida Joint Legislative
Management Committee, Division of Economic & Demographic Research, The
Florida Department of Labor and other state and local government agencies.
In addition, it is the chosen tool to measure these impacts by a number of
other leading universities and private research groups .that evaluate
economic impacts across the state and natlon.

There are several advantages to using REMI: 1) It Is calibrated to local
condilions using a relatively large amount of local data. 2) i is based on a
strong theoretical foundation. 3) It combines several different kinds of
analytical tools (including economic base, input-output, and econometric
models). 4) It allows the user to generate forecasts for any combination of

! pata on Investment Schedule provided by Jonathan Teaford, of Wyndcrest DD Holdings, Inc.,
March, 2009.




future years, allowing the user special flexibility in analyzing the timing of
economic Impacts, The REMIL model used for this analysis was specifically
developed for the state of Florlda, and includes 169 sectors. REMI's princlpal
advantage Is that it may be used to forecast direct, Indirect and induced
economic effects over multiple-year time frames. Other input-output madels
primarily model for a single year time horizon.

3.1 The Model Design

To measure the impact of Project Bumble Bee, the number of projected
employees (see Table One) and the expenditures from the Investment
schedule {see Table Two) were entered Into the REMI model, which Includes
cross linkages between every sector of the Florida economy.' Conceptually,
the model consists of five basic blocks: (1) output, (2) labor and capital
demands, (3) population and labor supply, (4) wages, prices, and profits,
and (5) market shares. All of these blocks have been calibrated to the
Florida economy using state specific data. The policy variables, for the
Project Bumble Bee spending categories {(number of firm employees, capital,
and direct expenses), were chosen within the five basic blocks as policy
variables, for the years 2009 - 2015. This study did not quantify the
Intangible benefits generated by the presence of Project Bumbile Bee to the
local economy, such as enhancement of productivity, earing capaclty of
graduating students, quality of life enhancements, intellectual stimulation
{through publications, presentations, public servlce), and creation of spin-aoff
companies, among others.

3.2 The Assumptions

Regarding the investment cost schedule {Table Twa)}, it was assumed that
the Phase One costs (total: $31,475,000) were evenly split between years
one and twe and that the Phase Two costs (total; $15,500,000) were evenly
split between years three and four. The “additional amounts” section of
Table Two includes the project’s non-committed spending amounts. However,
since the llkellhood Is great that those spending amounts will be allocated
towards Project Bumble Bee, it was alsg included In the ecpnomic impact
analysis. The costs for the “additional amounts” section is projected to be:
$26,625,000. These costs were distributed evenly over years three, four, five
and six.

Two scenarlos were examined for the economic impact analysis. The first
scenario Included the aforementloned assumptions; without .a government
contribution. The second scenario included a state contribytion of
$16,625,000 in the REMI model. Both scenarios were run in REMI and their
assoclated impacts are outlined below.
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4. REMI Model Results and Conclusions

The tables show the net present value of economic impacts? from years 2009
- 2025, for both scenarios (1 and 2) on gross regional product, empleyment
and real disposable income. Gross Regional Product (GRP) Is the dollar value
of flnal goods and services produced across the Florida economy. Increases
in real personal disposable income {personal income minus taxes) translate
into more economlc activities and local and state tax revenues. The

employment results are expressed In terms of jobs®.

Table 2. Economic Impact(s) of Project Bumble Bee for Two
Scenarios® (2009-2025).

Seenario One Project Bumble Bee 435357 562 55031 5225678406
Scenario Two Praject Bumble Bee Fded, 700,901 5,048 5247 642 956
* in Feb. 2009 $

According to a recent study, "The Fllm and Entertainment Industry in Florida
- Statewide Economic and Fiscal Impact” conducted by the Haas Center, in
September 2008, the authors found that the Florida Film and Entertainment
Industry Is forecasted to grow faster than other targeted Ir:u:ll.isitrv,.r clusters
with Fliorida.” WIith a projected employment growth rate of 20_ percent (from
101,263 to 121,598 for years 2008 to 2018, respectively), It is expected to
grow faster than the Biomedical/Biotechnical cluster (19%) and the Defense
and Security cluster (18%). In addition, in 2007, the econamic Impact of the
film and entertalnment industry In Florida was $29.2 billion, directly
employing greater than 100,000 Floridians.® The economic benefits expand to
numerous other Industries in Florida, Including restaurants, lodging, retail,
construction, and tourism, which resulted In an additlenal estimated 105,000
related jobs in 2007.

Overall, motion picture Industry continues to grow globally;' in 2007 box
office sales increased 5% from the previous year, and accounted for $9.6

2 Economilc Impacts Include: direct, indirect and induced Impacts, Direct Impacts measure the
immediate effects caused by Project Bumble Bee; l.e., in employment and income. Indlrect
impacts are those that include changes to production, employment, Income, etc., that occur as
a result of the direct effects. Induced irnpacts are those further impacts of spending derived
from direct and indirect activities - I.e., household purchases of consumer goods and services.
s Note: Full time and part-time jobs are not distinguished In REMI, L&, they are viewed as one
job.
* Seenarlo One corresponds to current capltal Investment schedule without state contribution
of $16,625,000. Scenario Two Includes the economic impacts Including the state contribution.

5 Source:

http: #/Rimintlodda.com/docs/odf/Analysis®200f%20the% 20Florida % 20Film %2 0and % 2CEnter
tainment%20Industry. pdf

® Source; The Governor's Office on Film and Entertainment. httn._[[ﬂ_[m]ﬂtlgﬂ.dg.__mj_&g_._a_s_n
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billion ;En domestic sales and $17.1 billlon international sales, :totaling $26.7
billion,

The results of the economic Impact analysls show that Project Bumble Bee
will have a substential positive economic impact for the State of Florida for
years 2009-2025. The economic benefits extend to job creation, GRP and
personal income for Floridians. In terms of GRP, $435 milllion is projected to
be generated over 27 years of the project, and $465 million (with a state
contribution of $16.625 million).? Personal income is projected to be $226
million, and $248 mllllon, without state Investment and with state
investment, respectively. Overall, Project Bumble Bee is projected to support
5,500 jobs without the state Investment, and almost 6,000 jobs, with the
state investment of $16.625 million.

7 Source: MPAA. http:/fwww.mpaa.ora/TesearchStatistlcs.aso

8 1t should be noted that this economic Impact analysls does not include projected revenues
generated from movie and other product sales,
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Project Bumble Bee Digital Medla
Economic Impact Study

1. Introduction - by Company Bumble Bee

Wyndcrest DD Holdings Inc.,, was created as a Florlda corporation In 2006,
by the principals of Wyndcrest Hoidings, LLC, for the purpose of acquiring
Dlgital Domain, Inc., a leading visual effects and animatiocn company In
Venice, Callfornia. Wyndcrest DD has since been renamed Digital Domain and
s now a Delaware corporatlon, the parent company of the Callfornla-based
Digltal Domain Productions. Wyndcrest Holdings has now created Wyndcrest
DD Florida, Inc.,, a special purpose Florda corporation, te explore the
possibility of building a visual effects, animation and video game
development studlo In the State of Florida with the assistance of State and
local government Incentive support. This prospective studio would be a
175,000 square foot facllity employing up to 500 digital artists, software
programmers, information technology specialists, finance, human resources
and management employees in the visual effects work-for-hire portion of this
facility. We hope to grow this facility to Include up to 900 people in the
animated feature film and video game content creation/development portion
of this facility, This project Is designed to create jobs in Florida for Floridians.
While some of the most well respected digital arts university courses
(including some of the most well respected universities that focus exclusively
on digital arts) are located in Florida, the State lacks the Infrastructure of
employers to hire these students after their graduation. This has led to large

numbers of graduates leaving Florida to puruse jobs in California, Loulsiana,

New York, New England and other places. While our students can get world-
class eduatlons In Florida, many must relocate and set down new family roots
out of our state. Our project Is designed to build an infrastructure to both
traln Florida students and to employ those students after greduation. We
expect that this Infrastructure will be beneficial to our campany as well as to
other companies in our Industry that will be attracted by the resulting
business climate, Businesses in aur industry tend to cluster near each other
as employees often move from company to company depending on either
personal interests or the needs of specific companles or related film and
game projects. We believe our leadershlp can be instrumental in the creation
of a next-generation Industry concentratlon in the state of Florida, centered
around digital content creation, that can result in tens of thousands of high-
paying, clean jobs for Floridians that come on-line during the coming
economic cycles.

Educational Partnership
An important component of our plan is to partner with several state and

private universities and community colleges to build a substantial digital arts
universlty campus at or adjacent to our facility. At a minimum, and in the



near term, we can establish or Improve programs within existing educational
facilities to accelerate programs that are beneficlal to both our project and
the Florida workforce, We plan to Implement active research and
development, software tools tralning, content creation curriculum and
Internship programs in partnership with these facilities. This cooperative
program will serve two symbiotic goals:

() Our interest in creating a well trained hire-ready workforce and In
lowering our operating costs, and; ,

(i) The Florlda school system s goal of producing graduates that are highly
sought after by employers in high-paying, growth industries.

We envision that students that have worked at our facility will graduate with
resumes that include having contributed to {and In some cases being
included In fiim credits of} some of the most visually stunning and respected
films In the market. Films that we have worked on In each of the last several
years have been nominated for Academy Awards, which could lend even
more credlbility to these students resumes. For any student looking for work
in the digital medla world, having a portfolio that Includes participation In a
graduate candidates in the Iindustry. Our empioyees constitute
mathematicians, graphic artists, software programmers, writers, physicists,
and, preferably, some combination of the aforementioned. We believe that
this partnership will drive exemplary career training for students and will
provide us with a steady and rellable source of postgraduation employees.
we have entered Into discussions with several universities regarding such a
partnership and are working quickly to Identify the right counterparty or
counterparties.

Workforce Development

Our efforts In Fiorida are designed to create a substantial digital arts
infrastructure that will support both our company's and other firms’ human
resource needs. Our industry drlves ingenulty at the highest level of a
number of fields including creative arts, software programming, engineering,
mathematics, and film production, among others. We believe that our
educational partnership will drive exemplary career training for students and
will provide us with a steady and rellable source of post-graduation
employees. Employees at our facilities outside Florida currently recelve a
substantial amount of on-the-job training. We continually refresh the skill
sets of our employees so that they are trained on the most advanced
technology and software packages avallable. We perform the most cutting-
edge speclal effects for some of the largest films in the market, which
requires that our employees be very highly trained and sklifled. Furthermore,
each fllm that we produce can require a different skill set, knowledge base or
a different technique. These skills are taught to our employees prior to and
during each new flim that runs through our facllity. Our Florida employees
would develop new skills through frequent training and will bulld new skills
with each of the various projects to which they contrlbute.



National Example of Domestic Job Creation Model

We also belleve the project will serve as a strong natlonal example of a
private-public workforce development partnershlp that creates jobs in the
United States that otherwlse would have certalnly been sent to either India,
Canada, Australia or England. Leading companles in the industries of film,
anlmation and video games are aggressively looking to reduce costs by
expanding or relocating out of California, or the Unlted States generally,
often to foreign locations that provide average quallty talent that comes at
dramatically reduced labor pricng. Certain of these countries are also
offering significant incentives thatfurther reduce costs. Without a creative
solution offered domestically, the United States is at risk of losing a
significant amount of jobs and job growth from within the entertainment
industry, a globally significant industry in which America has long been
dominant, Wyndcrest s proposed partnership with Florida s state secondary
schools, community colleges and universities can develop large numbers of
qualified workers In a highgrowth,exciting industry while dramatlcally
reducing the cost of dolng business In the United States thereby relieving the
pressure to relocate a true American industry to forelgn countries.

Job Creation

Should we be successful in obtaining publlc funding support, we intend to
build a fully functioning Visual Effect facility in Florida that will physically
support between 500 and 900 people. Our Initial minimum goal Is to hire at
least 300 people prior to the end of 2014. We expect that the number of jobs
will at least grow as follows:

Figure One. Employees — VFX Work-For-Hire
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Flgure Two. Employees ~ Film/Game Production Studio
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In addition to the above, It is our goal for this facility to become a content
generation facility capable of producing animated feature films and video
games. Below are the number of jobs that would be employed in this
expanded facility: Project Bumble Bee Florida, Inc Is deslgned to create jobs
in Florida for Floridians. It is our bellef that a substantlal portion of the
graduating class of most digital media-related assoclate, bachelor or masters
level educational pregrams in Florida are qualified to earn a $45,000 to
$70,000 starting salary at our company. It is also our belief that some
portion of the graduating class of digital medla-related high-schools are
amount of our workforce will be Floridians, Ringling College of Art and
Design, Full Sail University, Florida State Unliversity, University of Florida and
other area schools offer exemplary digltal medla and digltal entertainment
degrees at the Bachelor and/ or Masters levels. Indlan Rlver State College,
Miami Dade College, Manatee Community College, Seminole Community
College and other area colleges schools also offer digital media and digital
entertainment degrees at the Associates and Bachelor levels. Numerous
Florlda high schools offer film and digital media coursework, and several
focus intently on these areas through magnate or charter programs,
Furthermore, Florida has taken the exemplary step of developing a Banner
Center for Dlgltal Media to aggregate best practices in digital media
educational curriculum and to share them amongst Florida s schools. While
Florida has had great success in developing an educational infrastructure that
is becoming more visible around the country, Florida has not yet attracted a
critical mass of companies to employ these graduates. Several years ago,
most of the graduates of these digltal medla programs left Florida (which
often means leaving thelr famliles) and moved to Los Angeles or New York to
begin their careers. In recent years, graduates of digital media programs



have been leaving Florida to move to Louisiana, Connecticut and New Mexico
in increasing numbers as those states have made great strides In attracting
companles like us. Florlda has a tremendous base of talented graduates.
Adding a base of employers to hire them will help keep Floridlans in Florida.

Permanence

Many live action-related entertainment companles chase film production
incentives as they move around the country and around the world., Flim
projects will locate in a state or country for only as long as it takes them to
film actors and scenery and then leave, often having built no permanent
industry. Florida’s past film incentives have been admirably structured as
they only rewarded productions based on Floridlans that were hired to work
on a given project, Florida s past incentlve programs correctly did not reward
companiles for flylng in camera operators, directors and set builders from
Californla only to have them leave upon the completion of production.

Visual Effects, animated film and video game production differs distinctly
from live actlon film production. Visual Effects, anlmation and video game
productlon studios build physlcal plants, and fill those buildings with state of
the art technology. More importantly, these types of companies spend
enormous amounts of money and other resources fitting this technology
together with a tralned workforce to produce production pipellnes that turn
out finlshed digital product. Moving a facility like this is very difficult in terms
of time and expense. There is a significant degree of permanence to a
substantial digital medla production facility such as the facility that we would
build In Florida. We Intend to invest $30 million In capital expenditures (not
including the expense of bullding a facllity)over 5 years. While we support
the restoration of healthy film productlon Incentives, we believe that an
appropriate film production incentive that rewards companies for building a
permanent base of employees and infrastructure in Florida can do even more
to drive a lasting and valuable industry,

Technology Development

Our affiliate, Digital Domain, develops very sophisticated software
technologies as a part of its internal production pipeline. Digital Domain has
been very successful in productizing certain of these software products and
licensing them to customers around the world. We have over 10,000
licensees of our technology products and are the market leader in both digital
compositing software (having recently supplanted an Apple product), in the
plug-in market for digital videc effects and in editing software for 3D
Stereoscopic films. We expect that technologies developed at our Florlda
faclllity could also be productized and licensed to third partles.

Clustering

A subset of employees at our facllity in California will typically work for our
company for six to eighteen months at a time as they complete a particular



film project. Approximately half of our California workforce works for us full
time, moving from one project to the next. The other half of our workforce
enjoys moving from company to company as they seek out projects or films
that interest them. Working on a large, tent-pole film is often more attractive
to an employee than working on a smaller budget, less technically
sophisticated film. Furthermore, some employees have personal interests in
the subject matter of certain films, or particular skill sets that are better
sufted to some films than to others, and move from employer to employer as
those interests or skills dictate. Many employers cluster in Los Angeles to
take advantage of this fluid and vibrant employee base. We belleve that our
competitors will want to take advantage of the skilled and trained workforce
in Florida that is created by our facllity and our educational partmership. We
share employees with visual effects companles, film production companies,
television production companles, televislon advertlsing agencles, animation
companles, video game developers, software developers, web development
and graphics design firms. We believe that firms such as these will follow us
to Florlda. We will furthermore help recrult companies like this to Florida as it
helps us batance our workload across projects,

2. Data

Data for the economic analysis was provided to Florida State University
Center for Economic Forecasting and Analysis (FSU CEFA) by Wyndcrest DD
Holdings Inc. (See Tables 1 and 2). It Is surmised that most (if not alt) of the
investment and additlonal expenditures/costs have been provided to FSU
CEFA prior to the economic analysls being performed. In addition, there is
anticipated to be a state contribution of $30 million (for capital outliay) and
%25 milllon from FSU for construction of a Fllm School educational facllity.

2.1 Employment

Table 1: Project Bumble Bee Projected Employment*

Employees by Years 20000 2010] 201 2012 2093 2014 2m5
VEX Work-for-Hire 2 75 10l 60 2200 300 400
Fim/Game Production 11 21 100 424 525 565 590
Total 3 o8] 0] R4  745]  Bes| 998

* FSU Flim School Educational Facility: 5 Faculty and 2 Admin positions will
be added In years 2011-2012.



2.2 Capltal Investment Schedule

Table Two. Capital Investment Schedule for Phase 1 and 21

COMPANY X
Phase 1 Contrlbution | State Funds | Total Project
Land $ 20,000,000 | $ - |¥ 2,500,000
Soft Costs $ 1,000,000 % - $ 1,200,000
Site work (Onsile & Offsite) $ 5,000,000 (% - |$ 3,250,000
Building and Parking $ 14,000,000 | § - | % 16,525,000
Fumishings, Fixtures and Equipment $ 8,000,000 % - § 8,000,000
State Contribution $ (6,000,000)| § 6,000,000 | $ =
Phase 1 Total $ 42,000,000 | § 6,000,000 % 31,475,000
Phase 2
Land $ - |3 - |8 1.875000
Soft Coats § 1,500,0 $ - $ 900,000
Buitding and Parking $ 13,500,000 ( $ - $ 7,850,000
Furnishings, Fixiures end Equipment $ 48750001(% - $ 4,875,000
State Contribution § (7,375,000)| § 7,375,000 | % -
Phase 2 Total $ 12500000 ¢ 7,375000|% 15,500,000
Tota] Phase 1 &2 $ 54,500,000 | $ 13,375,000 | § 46,975,000
Additional Amounts
Additional Capital Expenditures: FF&E: $ 17,125,000 | & - § 17,125,000
Additional Capita) Expenditures: Capitalized R{ $§ 7,000,000 | $ - |$ 7,000,000
Software Contributed: $ 2,500,000 % a $ 2,500,000
Training/Job Creation $ 16,625,000
State Contnbution $(16,625,000)] $ 16,625,000 $ 16,625,000
Total Project $ 81,125,000 | $ 30,000,000 | $ 90,225,000

3. The REMI Model

Staff used the Regional Economlic Model, Inc. (REMI Policy Insight v9.5.26,
2007), a widely accepted and used dynamic Integrated Input-output and
econometric model for this study. REMI is used extensively to measure
proposed legislative and other program and policy economic Impacts across
the private and public sectors of the state by the Florlda Jolnt Legislative
Management Committee, Division of Economlc & Demographic Research, The
Florida Department of Labor and other state and local government agencies.
In additlon, it is the chosen tool to measure these impacts by a number of
other leading unlversities and private research groups that evaluate
ecanomic impacts across the state and nation,

! Data on Investment Schedule provided by Jonathan Teaford, of Wyndcrest DD Holdings, Inc.,

March, 2009.




There are several advantages to using REMI: 1) It Is calibrated to local
conditlons using a relatively large amount of local data. 2) It is based on a
strong theoretical foundation. 3) It combines several differant kinds of
analytical tools (including economic base, Input-output, and econometric
models). 4) It allows the user to generate forecasts for any comblnation of
future years, allowing the user speclal flexibility In analyzing the timing of
economic impacts. The REMI model used for this analysis was specifically
developed for the state of Florida, and includes 169 sectors. REMI’s principal
advantage Is that it may be used to forecast direct, indirect and Induced
economlc effects over multiple-year time frames. Other Input-output models
primarily model for a single year time horizon.

3.1 The Model Design

To measure the impact of Project Bumble Bee, the number of projected
employees (see Table One) and the expenditures from the investment
schedule (see Table Two) were entered inte the REMI model, which includes
cross linkages between every sector of the Florida economy. Conceptually,
the model consists of five basic blocks: (1) output, (2) labar and capltal
demands, (3) population and labor supply, (4) wages, prices, and profits,
and (5) market shares. All of these blocks have been callbrated to the
Florlda economy using state speclfic data, The policy variables, for the
Project Bumble Bee spending categories {number of firm employees, capital,
and direct expenses), were chosen within the flve basic blocks as policy
variables, for the years 2009 - 2015. This study did not guantify the
Intangible benefits generated by the presence of Project Bumble Bee to the
local economy, such as enhancement of productivity, earning capaclty of
graduating students, quallty of life enhancements, intellectual stlmulation
(through publications, presentatlons, public service), and creation of spin-off
companies, among others, '

3.2 The Assumptions

Regarding the investment cost schedule (Table Two), it was assumed that
the Phase One costs (total: $31,475,000) were evenly split between years
one and two and that the Phase Two costs (total: $15,500,000) were evenly
split between years three and four. The “addltional amounts” section of
Table Two includes the project’s non-committed spending amounts., However,
since the likelihood 1s great that those spending amounts wlll be allocated
towards Project Bumble Bee, it was also Included in the economlic impact
analysis. The costs for the “addltiecnal amounts” section is projected to be:
$26,625,000. These costs were distributed evenly over years three, four, five
and six,

In addition to the capital investment schedule, the economic model
framework included the state contributlon of $30 million, and the FSU
allocation of $25 million for a Film School educational facility. The economic
model was run in REMI and their assoclated Impacts are outlined below.



4. REMI Model Results and Conclusions

The tables show the net present value of economic Impacts? from years 2009
- 2025. on gross regional product, employment and reai disposable income.
Gross Regional Product (GRP) is the dollar value of final goods and services
produced across the Florida economy. Increases in real personal disposable
income (personal income minus taxes} translate Into more economic
activities and local and state tax revenues. The employment results are
expressed in terms of jobs?,

Table 2. Economic Impact(s) of Project Bumble Bee for Years (2009-
2025).

Economic Impact of Project Bunble Bee for Flovida foc Morch 2009

Cutput® Ewmploy me it Tneonmuwe™
Project Bumble Bee F483,004,958 6,191 $263,097,670
* in Feb. 2009 $

According to a recent study, “The Flim and Entertainment Industry in Florlda
- Statewlde Economic and Fiscal Impact” conducted by the Haas Center, In
September 2008, the authors found that the Florida Film and Entertainment
Industry is forecasted to grow faster than other targeted Industry clusters
with Florida.* With a projected employment growth rate of 20 percent (from
101,263 to 121,598 for years 2008 to 2018, respectively}, it s expected to
grow faster than the Biomedical/Biotechnical cluster (19%) and the Defense
and Securlty cluster (18%). In additlon, in 2007, the economic impact of the
flim and entertainment Industry In Florida was $29.2 billion, directly
employlng greater than 100,000 Floridians.? The economic benefits expand to
numerous other industries in Florida, including restaurants, loedging, retall,
construction, and tourlsm, which resulted In an additional estimated 105,000
related jobs in 2007.

Overall, motion picture industry contlnues to grow globally; in 2007 box
office sales Increased 5% from the previous year, and accounted for $9.6

2 Economic Impacts include: direct, Indirect and Induced impacts. Direct I[mpacts measure the
Immediate effects caused by Project Bumble Bee; l.e., in employment and Income. Indirect
Impacts are those that Include changes to production, employment, Income, efc., that occur as
a rasult of the direct effects. Induced impacts are those further impacts of spending derived
frem direct and indirect activities - I.e., househoid purchases of consumer goods and services,
? Note: Full time and part-time jobs are not distinguished in REMIL, i.e, they are viewed as one

tainment%20Industry.odf
% Spurce: The Governor’s Office on Film and Entertainment. http://filminflorida.com/ifi/ea.asp
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billion t['n domestic sales and $17.1 billion international sales, totaling $26.7
billion.

The results of the economic Impact analysls show that Project Bumble Bee
will have a substantial posltive economic impact for the State of Florida for
years 2009-2025, The economic benefits extend to job creation, GRP and
personal Income for Floridlans. In terms of GRP, $483 milllon Is projected to
be generated over 27 years of the project.” Personal Income Is projected to
be $263 million. Oversll, Project Bumble Bee is prajected to support almost
6,200 jobs, with the state Investment of $30 milllon.

6 Source: MPAA. http://www.mpaa.oro/researchStatistics.asp

7 It should be noted that this economic impact analysls does not include projected revenues
generated from movie and other product sales.
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