Bill Analysis
Airica Clay Legislative Service Commission

Sub. H.B. 427
125th General Assembly
(As Reported by H. Finance and Appropriations)

Reps. Martin, Calvert, Hoops, C. Evans, D. Evans, Faber, Flowers, Hughes,
T. Patton, Schmidt, Schneider, Trakas

BILL SUMMARY

Subject to school board approval, increases from ten to 15 years the
period for which enterprise zone agreements or urban jobs and enterprise
zone agreements may exempt real and tangible personal property from
taxation and may require the provison of governmental services or
assistance to project sites.

Requires that the increased period be reflected in the statements that are
required by law to be incorporated into enterprise zone agreements.

Addresses the priority of multiple tax exemptions under tax increment
financing and related economic development programs, and also
enforcement and other issues concerning those programs.

Makes an appropriation of $25.8 million to the Department of
Development from the Job Development Initiatives Fund for Investment
in Training Expansion, the Worker Guarantee Program, and Wright
Operating Grants.

CONTENT AND OPERATION

Background of enterprise zones and urban jobs and enterprise zones

(R.C. 5709.61 to 5709.69, 5709.82, and 5709.83)

Under continuing law, the legislative authority of a municipal corporation
or aboard of county commissioners may designate enterprise zones, or a board of
county commissioners may designate urban jobs and enterprise zones, in which
businesses project sites that are newly constructed, expanded, renovated,
occupied, reopened (pertaining only to a large manufacturing facility), or



environmentally remediated may qualify for property tax exemptions and other
incentives to encourage job growth or retention. The incentives that may be
offered by either of those subdivisions to businesses in an enterprise zone include
the following:

--Real and tangible personal property tax exemptions for up to ten years, or
up to 15 years if the project involves the enrichment and commercialization of
uranium or uranium products or research and development activities related to that
enrichment or commercialization and either the project includes a fixed asset
investment of at least $100 million or the Director of Development determines
there are extraordinary circumstances (hereinafter "uranium enrichment and
commercialization project”).

--Exclusion of non-retail real or tangible personal property in determining a
business's value for corporation franchise tax purposes or in determining the extent
to which its income is taxed by Ohio for corporation franchise or personal income
tax purposes.

--Governmental services or assistance provided by the subdivision for up to
ten years, or up to 15 years for a uranium enrichment and commercialization
project.

Property tax exemptions or other incentives granted to a business must be
set forth in a written agreement. Continuing law establishes the format of the
agreement, which must contain certain information and statements, including a
business's proposed investment in buildings, equipment, and inventory; the
estimated number of employees to be hired or retained and the payroll for them;
and conditions under which incentives may be revoked.

A school board within the territory of which a project site is or will be
located must be notified of any property tax exemption before the agreement is
approved by the subdivision, unless the school board, in writing, has waived its
right to be notified. Generally, school board approval is required for any property
tax exemption that exempts more than 75% of the increased property value
resulting from the agreement (in unincorporated areas, the threshold is 60%).
Prior approval of a school board also is required for tax exemptions that are
granted for more than ten years, but not exceeding 15 years, for a uranium
enrichment and commercidization project.

The subdivision or business that enters into an enterprise zone or urban jobs
and enterprise zone agreement may be required to compensate a school district for
the property tax revenue forgone because of atax exemption. If an enterprise zone
is located in a municipal corporation that imposes an income tax, and the annual
payroll of new employees at a project site is $1 million or more, the school board
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must be compensated for at least a portion of forgone property taxes or agree to
forgo compensation.

Enterprise zones under the bill

Increase in length of exemptions and provision of governmental services

(R.C. 5709.62 and 5709.63; 5709.632(C) (not in bill))

The bill increases to 15 years the period for which tax exemptions may be
granted wnder an enterprise zone agreement, and also increases to 15 years the
period for which a subdivision may agree to provide governmental services or
assistance to a project site. The bill retains the requirement that school board
approval must be obtained for any tax exemptions granted, or governmental
services or assistance provided, for more than ten years, but not in excess of 15
years. In other words, a tax exemption or governmental service may be granted
for between ten and 15 years, but only with the approval of the school board.

Moreover, the bill applies the extended time period to all types of project
sites, not just those that involve uranium enrichment and commercialization
projects. In doing so, the bill eliminates the $100 million fixed asset investment
trigger and the extraordinary circumstances requirement to which uranium-related
projects currently are subject.

I ncreased period isreflected in the agreement

(R.C. 5709.631(B)(2))

As part of the statements incorporated into an enterprise zone agreement,
current law requires that the agreement contain a clause stating that "in no instance
shall any tangible personal property be exempted from taxation for more than ten
return years unless the project that is part of the agreement involves the
enrichment and commercialization of uranium, . . . in which case the tangible
personal property may be exempted from taxation for up to fifteen return years."

The bill requires that the agreement contain a modified version of this
statement conveying that in no instance may tangible personal property be
exempted from taxation for more than ten return years, unless the school board
approves exemption for a number of years in excess of ten, in which case the
property may be exempted for that number of years, not to exceed 15 return years.
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Principal city conforming change

(R.C. 5709.62(A) and 5709.632(A))

Under current law, one of the conditions a municipal corporation can meet
in order to be eligible to create an enterprise zone is to be the principal city of a
metropolitan statistical area as defined by the United States Office of Management
and Budget (R.C. 5709.61(A)(1)(a), not in the bill). Formerly, the term "central
city" was used in this definition. The bill makes two conforming changes to the
Enterprise Zone Law in recognition of this change.

Tax increment financing and related economic devel opment programs

Background

Tax increment financing (TIF) is an economic development tool that
enables municipal corporations, townships, and counties to apply the increase in
taxes resulting from an increase in the assessed value of a developed parcel of land
toward payment of public improvements that directly benefit that parcel. To
create a TIF, the governmental authority (1) designates a parcel as exempt from
taxation on the increased valuation due to improvements for a specified period of
time, (2) generaly requires the owner of the parcel to make service payments in
the amount of the exempted taxes, and (3) applies those service payments towards
financing public improvements that benefit the parcel.

A municipal corporation, township, or county may also designate an area of
land as an incentive district rather than designating individual parcels. In order to
create an incentive district, amunicipal corporation, township, or county must pass
an ordinance (in the case of municipal corporations) or aresolution (in the case of
counties and townships) that specifies the borders of the incentive district. Some
percentage of the increase in valuation on parcels withinthe area is exempt from
property taxation. The governmental authority may charge the owner a service
payment in lieu of the exempted taxes, and must use those payments to help
finance the improvements that benefit the incentive district. (R.C. 5709.40 b
5709.43, 5709.73t0 5709.75, and 5709.77 to 5709.81.)

Under an urban renewa program (R.C. Chapter 725.), municipal
corporations may enter into development agreements with property owners in
"slum areas' or "blight areas' that have been designated by the municipal
corporation as appropriate for an urban renewal project. The agreement exempts
improvements to the property from taxation and binds owners of the
improvements to make service payments in lieu of taxes upon the improvements
during the exemption period. Similarly, the Community Redevelopment
Corporations Law (R.C. Chapter 1728.) authorizes municipal corporations to enter
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into financial agreements with "community urban redevelopment corporations” for
the redevelopment of blighted areas. The corporations pay service chargesin lieu
of taxes on the real property of the corporation or improvements made by the
corporation in the project area.

Attachment of liens

(R.C. 5709.91)

Under current law, alien of the state for real estate taxes attaches annually
to all real property subject to those taxes and continues until the taxes are paid
(R.C. 323.11, not in the bill). The bill provides that service payments in lieu of
taxes required under an urban renewal or TIF program, and service chargesin lieu
of taxes required under a community redevelopment program, are to be treated in
the same manner as taxes for al purposes of that lien, including but not limited to,
the priority and enforcement of the lien and the collection of the service payments
or charges secured by thelien.

Filing of applications for exemption: priority of exemptions; notice

(R.C. 5709.911)

The bill states that a municipal cooperation, township, or county that has
enacted an ordinance or resolution under a TIF program or that has entered into an
agreement under an urban renewal program or community redevelopment program
may file an application for exemption under those programs in the same manner as
other real property tax exemptions, "notwithstanding the indication in division (A)
of section 5715.27 of the Revised Code that the owner of the property may file the
application."

Except as provided below, if an application for exemption under an urban
renewal program, community redevelopment program, or TIF program is filed by
a municipal corporation, township, or county and more than one real property tax
exemption applies by law to the property or a portion of the property, both of the

following apply:

1 RC. 5715.27(A) states that except as provided in the Community Reinvestment Area
Law, "the owner of any property may file an application with the tax commissioner, on
forms prescribed by the commissioner, requesting that such property be exempted from
taxation and that taxes and penalties be remitted as provided in" the Property Tax
Administration Law.
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(1) An exemption granted under any of those programs is subordinate to an
exemption with respect to the property or portion of the property granted under
any other provision of the Revised Code.

(2) Neither service payments nor service charges in lieu of taxes can be
required with respect to the property or portion of the property that is exempt from
real property taxes under that other provision of the Revised Code during the
effective period of the exemption.

If the application for exemption under an urban renewal program,
community redevelopment program, or TIF program is filed by the owner of the
property or by a municipal corporation, township, or county with the owner's
written consent attached to the application, and if more than one real property tax
exemption applies by law to the property or a portion of the property, no other
exemption can be granted for the portion of the property already exempt under
those programs unless the municipal corporation, township, or county that enacted
the authorizing ordinance or resolution for the earlier exemption provides its duly
authorized written consent to the subsequent exemption by means of a duly
enacted ordinance or resolution. After the Tax Commissioner has approved or
partialy approved an application for exemption filed by or with the consent of the
property owner, the municipal corporation, township, county, or property owner is
required by the bill to file a notice with the county recorder for the county in
which the property is located that clearly identifies the property and states that the
property, regardless of future use or ownership, remains liable for any service
payments or service charges required by the exemption until the terms of the
exemption have been satisfied, unless the municipal corporation, township, or
county consents to the subsequent exemption and relinquishes its right to collect
the service payments or service charges as provided above.

If the application for exemption under an urban renewal program,
community redevelopment program, or TIF program is filed by a municipal
corporation, township, or county and approved by the Tax Commissioner, if the
owner of the property subsequently provides written consent to the exemption and
the consent is filed with the Commissioner, and if more than one real property tax
exemption applies by law to the property or a portion of the property, no other
exemption can be granted for the portion of the property already exempt under
those programs unless the municipal corporation, township, or county that enacted
the authorizing ordinance or resolution for the earlier exemption provides its duly
authorized written consent to the subsequent exemption by means of a duly
enacted ordinance or resolution. If a property owner subsequently provides
written consent to an exemption as described above, the bill requires the municipal
corporation, township, county, or property owner to file notice with the county
recorder for the county in which the property is located that clearly identifies the
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property and states that the property, regardless of future use or ownership,
remains liable for any service payments or service charges required by the
exemption until the terms of the exemption have been satisfied, unless the
municipal corporation, township, or county consents to the subsequent exemption
and relinquishes its right to collect the service payments or service charges as
provided above.

The county recorder's office is required by the bill to charge a fee of $14 to
record either of these notices. Upon filing of the notice with the county recorder,
the above provisions are binding on all future owners of the property or portion of
the property, regardless of how the property is used. Failure to file the notice
relieves future owners of the property from the obligation to make service
payments in lieu of taxes under an urban renewal or TIF program or service
charges in lieu of taxes under a community redevelopment program, if the
property or a portion of the property later qualifies for exemption under any other
provision of the Revised Code. The hill states that failure to file the notice does
not relieve the owner of the property, at the time the application for exemption is
filed, from making those payments or charges.

Re-filing of applications for exemptions; application of bill

(Section 6)

The bill states that it applies to applications for exemption that are pending
on, or are filed on or after, the bill's effective date. Any application for exemption
under an urban renewa program, community redevelopment program, or TIF
program that was approved prior to the bill's effective date is to be considered to
have been granted subject to the limitations set forth in the bill. These
applications may, but are not required to, be re-filed with the Tax Commissioner
within 90 days after the bill's effective date, although the failure to re-file an
application does not affect the continuing validity of the exemption.

The Tax Commissioner is required to expeditiously approve a re-filed
application in accordance with the bill. The Commissioner's review of these
applications is to be ministerial and must have the same effect and effective date
asthe original approval, subject to the bill's provisions.

If an application for exemption under an urban renewal program,
community redevelopment program, or TIF program was filed by the owner of the
property and approved prior to the bill's effective date, the municipal corporation,
township, county, or current owner of the property may file the notice described
above with the county recorder. Upon filing of that notice, the property remains
liable for any service payments or charges required by the exemption until the
terms of the exemption have been satisfied, unless the municipal corporation,
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township, or county consents to a subsequent exemption and relinquishes its right
to collect the service payments or charges as provided above.

Rulemaking by the Tax Commissioner

(R.C. 5709.912)

The bill authorizes the Tax Commissioner to adopt rules to implement the
above-described sections (R.C. 5709.91 and 5709.911) of the bill.

Department of Devel opment appropriation

(Sections 3 and 5)

The bill requires the transfer of up to $25.8 million of unclaimed funds to
the Job Development Initiatives Fund, and appropriates this money to the
Department of Development for Investment in Training Expansion, the Worker
Guarantee Program, and Wright Operating Grants.?

HISTORY
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2 See the Legislative Service Commission's Fiscal Note for H.B. 427 for a detailed
discussion of the bill's appropriation provisions.
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