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CONTENTS: To increase from 10 to 15 the number of years that enterprise zones or urban jobs and
enterprise zone agreements may exempt property from taxation, to create the Job
Development Initiatives Fund, to transfer up to $25.8 million of unclaimed funds, to
convey state-owned real estate to Hamilton County, to broaden the scope of activities
which may be supported by state payments to municipalities and counties that attract
federal jobs, to create a moldbuilder's lien, to add state buildings to the Clean Ohio
Brownfield Revitalization Program, to prevent repeal of the Employee Ownership
Assistance Program at the end of this year, to create and make an appropriation for the
Industrial Site Improvement Fund for the purpose of making grants to counties for job
development, to make appropriations, to make various changes to the tax increment
financing law, and to declare an emer gency

State Fiscal Highlights

STATE FUND FY 2005 FY 2006 FUTURE YEARS
Unclaimed Funds (Fund 543)

Revenues -0- -0- -0-

Expenditures Decrease of up to $25.8 million -0- -0-

due to the transfer of fundsto
the Job Development Inititives
Fund

Job Development Initiatives Fund (Fund 5AD)

Revenues Gain of up to $25.8 million from -0- -0-

Unclaimed Funds

Expenditures Increase of up to $25.8 million -0- -0-
General Revenue Fund

Revenues -0- -0- -0-

Expenditures Potentia minimal increase Potentiad minimal increase Potentia minima increase
Unemployment Compensation Trust Fund — Department of Job and Family Services

Revenues Potential $300,000 gain -0- -0-

Expenditures -0- -0- -0-




Liguor Control Fund (Fund 043)

Revenues -0- -0- -0-

Expenditures Increase of $5.0 million -0- -0-
Indugtrial Site Improvement Fund (Fund 5AR)

Revenues Gain of $5.0 million -0- -0-

Expenditures Increase of $5.0 million -0- -0-

Note: The state fiscal year isJuly 1 through June 30. For example, FY 2004 is July 1, 2003 — June 30, 2004.

Unclaimed Funds. Thetransfer of $25.8 million from the Unclaimed Funds (Fund 543) to the Jobs Development
Initiatives Fund (Fund 5AD) for three new Department of Development programs reduces the amount of funds
available for other programs and reduces amounts available to pay claims of those seeking to claim their funds.

Department of Development. The transfer of $25.8 million from the Unclaimed Funds (Fund 543) to the Job
Development Initiatives Fund (Fund 5AD) dlows moneys to be spent on three new Department of Devel opment
programs in FY 2005 $12.8 million for the Invesment in Training Expanson, $3.0 million for the Worker
Guarantee program, and $10.0 million for Wright Operating Grants.

Unemployment Compensation Trust Fund. The bill dlowsthe Hamilton County Commissionersto purchase a
state-owned office building located in Hamilton County for $300,000. The payment is to be deposited in the
Unemployment Compensation Trust Fund.

Liquor Control Fund (Fund 043). The bill transfers $5.0 million from the Liquor Control Fund (Fund 043) to
the Indugtrid Site Improvement Fund (Fund 5AR) to be used for the Indugtrial Site Improvement program.

Industrial Site Improvement Fund (Fund 5AR). The bill appropriates $5.0 million to the Industrid Site
Improvement Fund (Fund 5AR) to be disbursed by the Director of Development to eligible counties. This money
will be used for the purpose of making improvements to commercid or indudtrial areas when these improvements
cregte new jobs or preserve existing jobs. The revenue source of these funds is the Liquor Control Fund (Fund
043), from which money is transferred to the Industrid Site Improvement Fund (Fund 5AR).

General Revenue Fund. Because mogt of the adminigtrative support for current programs is paid for usng
Generd Revenue Funds (GRF), there is a potential minimal increase in GRF expenditures due to the Investment in
Training Expansion and additiond funding for the Wright Operating Grants.

The hill broadens the scope of activities to attract federd jobs that the Department of Development may support by
payments to a county or municipa corporation. This provison is intended to attract the NASA Shared Services
Facility to Ohio.

A reped of the sunset provison of the Employee Ownership Assistance Program within the Department of
Deve opment would have aminimd fiscal impact on the Generd Revenue Fund which supports program operations.




Local Fiscal Highlights

LOCAL GOVERNMENT FY 2004 FY 2005 FUTURE YEARS
Countiesand Municipal Cor porations
Revenues Possble gan Possblegan Indeterminate
Expenditures Possibleincrease Possible increase Possibleincrease
Other Local Governments
Revenues Possblegan Possible gain Indeterminate
Expenditures -0- -0- -0-
Hamilton County
Revenues -0- -0- -0-
Expenditures Potential $300,000 -0- -0-
increase, plus negligible
conveyance costs
Courts of Common Pleas
Revenues Potentid gain in court fees Potentid gain in court fees Potentid gain in court fees
Expenditures Potentid minimd increesein | Potentid minimd increasein Potentiad minima increase
Cases cases in cases

Note: For most local governments, the fiscal year isthe calendar year. The school district fiscal year is July 1 through June 30.

Loca property tax revenues may increese if extending partial tax exemption in enterprise zones from 10 years to 15
years dtracts investment that would not have been made if these incentives were available only for the 10 years
generdly dlowed under current law.

Alternatively, loca property tax revenues may decrease in years 11 through 15, 2014 or later, if the investments
would have been made in an enterprise zone even without the longer period of partia tax exemption provided in this
hill, but nevertheless receive this benefit.

Businesses in an enterprise zone pay an annud fee of 1% of the vaue of incentives (but a least $500 and no more
than $2,500), to cover the cost of reporting and of Tax Incentive Review Council oversght. More agreementsasa
result of lengthened tax abatements would increase these revenues and expenditures.

Expenditures by municipal corporations and counties may increase to provide optiona services or assstance to
project stes. This may occur in years 1 through 15 for additiond investments attracted by the longer period of tax
exemption, or in years 11 through 15 for investments that would have been undertaken without the longer period of
benefit but which nevertheless receive these services for the extended period of time.

The bill dlows the Hamilton County Commissioners to purchase a sate-owned office building for $300,000. The
Hamilton County Commissoners are aso responsible for paying rdevant conveyance codts, including conveyance
fees, transfer tax, and recordation feesto the gpplicable jurisdictions. These costs would be negligible. Payments on
interest and principa will increase revenue and expenditures in future years.

The bill broadens the scope of activities to attract federa jobs that the state may support by payments to a county or
municipa corporation. This provison isintended to aitract the NASA Shared Services Fecility to Ohio.




The bill may result in a possible increase in cases in courts of common pleas by moldbuilders who have not been paid
by customers. Itisunclear how many new civil actions would take place as aresult of thishbill.

The bill modifies certain aspects of incentive districts created by H.B. 405 of the 124th Generd Assembly under the
Tax Increment Financing (TIF) Law. The bill requires service payments and charges in lieu of property taxes to be
treated as taxes for purpose of lien, i.e, pendties, interest, or other charges may be imposed when recipients of
exemptions are not making those payments as agreed.

The bill makes other clarification regarding incentive digtrict TIFs. This fiscd note assumes that these changes do not
ater incentive digtricts agreements with school boards where school digtricts are compensated for any taxes lost to a
TIF.

The hill requires that a portion of service payments for ared property located within an incentive district TIF created
by amunicipa corporation or atownship be distributed to the county treasury to the credit of the county genera fund
if the incentive didrict is created by a municipa corporation or township. Alternatively, if a county crestes an
incentive didrict within a township, a portion of service payments for a red property that should be paid to the
county will be distributed to the township.

The hill may potentialy increase revenues to the county or the township that would not have occurred otherwise.
Conversdly, the municipa, county, or township public improvement tax increment fund may lose an equa amount of
revenues to their service payment fund.

The bill permits the Director of Development to provide from the Industrid Site Improvement Fund (Fund 5AR) a
grant of up to $1 million to digible counties that apply for the funds, with the money used to make qudified
improvements to indugtria or commercid Stes.

Detailed Fiscal Analysis

H.B. 427 extends to 15 years, from 10 years under current law, the period during which
enterprise zone agreements or urban jobs and enterprise zone agreements may exempt real and tangible
persona property from taxation. It aso creates three programs within the Department of Devel opment:
the Investment in Training Expangon, the Worker Guarantee Program, and Wright Operating Grants.
These three programs are funded through the newly created Jobs Development Initiatives Fund (Fund
5AD), which is funded with revenue from a transfer of $25.8 million in FY 2005 from the Unclaimed
Funds (Fund 543). The bill aso conveys sate-owned red estate to the Hamilton County
Commissioners. It broadens the scope of activities that may be supported by state payments to loca
governments that attract federd jobs, creates a moldbuilder's lien, adds state buildings to the Clean
Ohio Brownfiedd Revitdization Program, and repedls the sunset provision of the Employee Ownership
Assgance Program within the Department of Development, which would have otherwise expired on
December 31, 2004. It makes various changesto Tax Increment Financing programs.

Enterprise Zone Agreements




The hill dlows the legidative authority of a municipa corporaion or a board of county
commissoners to enter into agreements providing property tax exemptions for up to 15 years to
businesses located within an enterprise zone, as inducements to them to hire and invest. Currently, with
a vay limited exception, the maximum term of these agreements is 10 years. So the maximum
exemption would increase 50% as a result of the increased term.  Any extension beyond 10 years
requires gpprova of the board of any affected school district, and would continue to do so under the
bill. The tax exemption applies to 75% or less (60% or less in unincorporated areas) of the taxable
vaue of tangible persond property first used on the Ste and of the increase in the vaue of the red
property at the dte. This tax exemption may exceed these percentages with school board approval.
Details including the term and percentage of tax abatement and property to which abatement gpplies are
negotiable, and are specified in each agreement. The extension from 10 to 15 years dso appliesto the
maximum period for which a municipdity or county may commit to provide optiond services or
assistance to the project site. Consequently, the total service or assstance cost could increase 50% as
aresult of the increase in years.

The Enterprise Zone program in Ohio, begun in 1982, was originaly intended to help distressed
cities atract business investment and jobs. In the late 1980s, digibility was extended to nondistressed
aressin the date. An enterprise zone is a geographic area, which is required to have a single continuous
boundary. Large portions of many of Ohio’'s counties are included in enterprise zones. The agreements
have had a maximum term of 10 years, except for an extenson to 15 years passed last year for
uranium-related projects, as part of the state’ s successful competition for alarge investment.

As of January of this year, 344 enterprise zones were active in the state, with 3,207 agreements
in effect with businesses, out of 4,813 entered into since the program started. The taxable value of redl
property that is partialy tax exempt under these agreements was less than $1.15 billion in calendar year
2002, or less than 0.5% of the value of dl red property in the state* The 2002 annual report for the
program shows red property taxes paid by participating businesses of $47 million and rea property
taxes forgone under these agreements of $51 million. Tangible persona property taxes paid by these
firms on business equipment and inventory were $51 million and tangible persond property taxes
forgone were $145 million. Companies may aso enter into agreements with school digtricts and other
units of local government to compensate them for tax revenue forgone as a result of the enterprise zone
agreements.

Using these revenue figures as a guide would imply that the maximum possble effect if this
proposad would have been adopted 15 or more years ago and the maximum time period was used
extensvely, up to a 50% increase in the loss of $196 million, or $98 nillion, would be possble.
Because of paymentsto school districts and agreements with less than the maximum term, loss incresses
would probably be subgtantialy less. On the other hand, both taxes paid and forgone by businesses
under enterprise zone agreements would tend to be higher if avalability of the longer term led to an
increase in the number of exemptions granted. The average agreement entered into in 2002 provided an
average incentive of 50% for 7 years on increases in the vaue of red property and of 66% for 9 years
on investments in tangible persona property, according to the annuad report. No sSmilar summary

An Ohio Department of Taxation report, Taxable Value of Real Property Improvements Exempted by Tax Abatements
(PE-3), shows enterprise zone tax abatements as part of an “other” category which includes several programs, the
largest of which is enterprise zone abatements.
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figures are provided in that document for al outstanding agreements, but a review of the information
provided on individua agreements indicates that incentives vary widdy, including up to 100% for 10
years on red property but no tax abatement on persona property, and no abatement on red property
but 100% for 10 years on persona property. Presumably, currently outstanding agreements reached
for less than the 10-year term permitted under current law would not have instead been for 15 years, if
that had been allowed.

Enterprise zone agreements include commitments by businesses to make specified investments,
anticipated dates between which the investments are to be made, projections of the number of
employees to be hired or retained, and estimates of the amount of payroll associated with those
positions. The bill adds a requirement that the business benefiting from the enterprise zone agreement
repay exempted taxes for any three-year period in which it does not create or retain at least 75% of the
number of jobs estimated in the agreement. In addition, the municipa corporation or county with which
the business has an enterprise zone agreement may terminate or modify these exemptions. Performance
in meeting these commitments is to be monitored by Tax Incentive Review Councils (TIRCs), which
include representatives of the county auditor and of taxing jurisdictions affected by each enterprise zone
agreement. A TIRC lacks power to take punitive action againgt a business that fails to live up to its
commitments, but may only recommend that locd legidative bodies take such action.

A business participating in an enterprise zone agreement is required to pay an annua fee of 1%
of the vaue of incentives offered to it, with a minimum of $500 and a maximum of $2,500, to be used to
pay for reporting on its activities in the enterprise zone and for oversght by a TIRC. An increase in the
number of such agreements as a result of lengthening the period of tax abatement would increase both
revenues and expenditures under these provisons. Thisfee, but not the duties for which it pays, may be
waived by the municipa corporation or county within which the enterprise zone is located.

Other gtates competing with Ohio for business investment dollars use a variety of tax incentives
to dtract invesments, including enterprise zones. A summary this year from the Department of
Development indicated that Indiana and Kentucky offered enterprise zones with terms up to 20 years.
The time period for tax benefits to individuad companies is tied to the term of the zone. Michigan has
multiple programs to encourage business investment and job crestion, dfering tax abatements for
various periods of time up to 20 years. Numerous other states around the country have enterprise zone
programs.

Academic dudies of the effectiveness of enterprise zones have reported mixed findings.
Cas=l, in reviewing research on whether enterprise zone incentives attract additionad business and
investment, states that “ effectiveness of enterprise zone programs is notorioudy difficult to assess” He
cites savera studies, some of which conclude that enterprise zones tend to increase job growth and
invement, while others find that enterprise zone incentives aone do not offset other locationd
disadvantages or have no discernible impact on employment growth. Peters and Fisher conclude that
enterprise zones have “little or no” effect on growth of establishments or employment.?

2 Mark Cassell, “Zoned Out: Distribution and Benefits in Ohio’s Enterprise Zone Program,” Policy Matters Ohio,
October 2003, page 8.

% Alan H. Peters and Peter S. Fisher, State Enterprise Zone Programs. Have They Worked? W.E. Upjohn Institute for
Employment Research, 2002, page 225.
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Avallability of partid exemption from property tax in an enterprise zone for 15 years instead of
10 years might attract some investments that otherwise would be made elsawhere or not be undertaken
Such investments would generdly tend to add to property tax revenues of loca governments, though
other investments that might have occurred if these had not been made should be offset againgt any such
gans. For example, if a dedrable site is occupied by a business attracted by the enterprise zone tax
abatements in years 11 through 15, and if in the absence of the added tax incentive another business
might have located at that Site, the net gain (if any) in tax revenues resulting from the changes in thishill
would be the difference between tax revenues from the two projects.

Alternatively, if investments that would have been attracted to an enterprise zone by 10 years of
tax abatements under current law instead receive 15 years of tax reductions as a result of this bill, the
result would be a net loss of tax revenues in years 11 through 15. Locd authorities have an obvious
incentive to offer tax benefits only to the extent necessary to attract investment and jobs, but determining
that needed extent may be difficult. The loss of tax revenues might occur sooner than 11 years in the
future if existing agreements, with benefits ending 1 to 9 years in the future, could be renegotiated. The
bill does not provide for reopening existing agreements to extend their term, but neither does it appear
to preclude such a change. Also, prospective investors in an enterprise zone may come to expect
whatever period of benefits is permitted, and might indst on 15 years of benefits if the law dlows that,
even if 10 years of tax abatements would have been sufficient to attract the project if that was the
maximum alowed by law.

Answers to such “what if” questions, regarding dternative possible outcomes, are inevitably
murky and difficult to determine. Academic literature on enterprise zonesin generd, as well as the more
specific plaugble outcomes of this bill outlined above, suggest that the changes in law in the bill might
result in increased or decreased revenues in years 11 through 15 of future agreements. Consequently
the revenue impact of thishill in that time period gppears indeterminate.

Taxes are only one of various consderations in business location decisons. Net present vaueis
a commonly used business decision technique for making choices among dterndives that have differing
future consequences. The net present value of red property tax abatements discounted from 11 to 15
years in the future might be rdaively smdl, and might play only a minor role in many location andyses.
However, as property vaues rise, the discounted vaue of the out year vaues could be substantia unless
the business uses a high discount rate in its caculations. In some cases, this could conceivably be the
deciding factor in an investment decison.

Some types of property taxes—bond issues and school digtrict emergency levies—are designed
to collect specific amounts of money. To the extent that an enterprise zone tax abatement results in an
increase in the tax base, relative to what it would otherwise have been, the taxes of other taxpayersin a
taxing digtrict would go down. But to the extent that the enterprise zone program reduces the tax base,
other taxpayers would have to pay more. More generaly, there is an equity issue in imposing different
effective Bx rates on two essentidly smilar taxpayers, differing only in that one of them satisfies the
qudifications for the enterprise zone tax abatement and the other does not.




In some cases, enterprise zone incentives are viewed as an essentid tool for competing with
other states for business investment and employment. In other cases, Ohio loca governments use the
enterprise zone tax abatements to compete with other local governments within the state for these
investments. This intrastate competition may result in anet loss of locd tax revenues with no net gainin
investments and jobs for the Sate as awhole.

The date plays a limited role in adminigration of enterprise zones. The Depatment of
Development certifies zones to dlow local communities © negotiate agreements. Loca governments
must apply to the Department for certification. The Department has authority to approve or deny
requests from companies looking to relocate within Ohio to nondistressed based zones. It provides
technicd assstance to zone managers, communities, and busnesses.  Findly, it publishes an annud
report based on the data supplied by zone managers.

State Specid Revenue appropriation item 195-630, Enterprise Zone Operating, provides
funding for adminidrative support of the program, through the Department’ s Office of Tax Incentives.
Am. Sub. H.B. 95 of the 125th Generd Assembly appropriated $211,900 to this line item in each of
FY's 2004 and 2005, funded by application fees and pendties collected under the Ohio Enterprise Zone
and Community Reinvestment Area programs. The Depatment believes that the funding in the
operaing budget bill should be sufficient to cover any costs from this bill. It does not expect the hill to
result in alarge increase in new projects or the need to hire additional staff.

I nvestment in Training Expansion

In this hill, the Investment in Training Expansion program receives an appropriation of $12.8
million in FY 2005 through appropriation item 195-667, Investment in Training Expangon, which isto
be used under the same purposes and in the same manner as specified in Section 38.09 of Am. Sub.
H.B. 95 of the 125th Generd Assembly. Language in that section directs the use of the moneys for the
Investment in Training program, which is funded through GRF appropriation item 195-434, Investment
in Training Grants. That line item recelved appropriations of $12.2 million in FY 2004 and FY 2005,
which are to be usad to promote training through grants for the reimbursement of digible training
expenses. The appropriation in H.B. 427 must be used for the same purpose and added to the $12.2
million gppropriation in Am. Sub. H.B. 95 of the 125th Generd Assembly thus bringing the totd
appropriations for the program to $25.0 millionin FY 2005.

Am. Sub. H.B. 238 of the 116th General Assembly created the Investment in Training Program
through appropriation item 200-514, Post Secondary Vocationad Education, in the Department of
Education. The program was transferred to the Department of Devel opment and renamed the Industrial
Training Grants program. During the FY 2002-2003 biennium, the program name was again changed
to Investment in Training Grants to better reflect the changing scope of the program.  The program
provides financid assstance of up to 50% reimbursement for indructiona cogts, materids, and training-
related activities for new and expanding Ohio busnesses. The program places an emphads on
manufacturing and sdected employment sectors that have sgnificant training and capita invesments
related to creating and retaining jobs. The program has 12 regiond coordinators who wak companies
through al phases of the application and approva process, a no cost to the business. The program




drives to achieve increased employee productivity, improved labor/management relations, and a highly
skilled labor pool.

Adminidrative expenses for the Office of Investment in Training are supported through GRF
appropriaion item 195-415, Economic Development Divison and Regiond Offices, which received
appropriaions of nearly $5.6 million in each fiscal year through the biennia operating budget, Am. Sub.
H.B. 95 of the 125th Generd Assembly. In addition to the Office of Invesment in Training, the line
item aso funds other components of the Economic Development Divison as well as the Department’s
Regiond Offices. The Department estimates the adminigrative expenses of the Office of Investment in
Training will cost gpproximately $354,000 in FY 2004; the Department anticipates using its current staff
to handle the increased workload due to the expansion of the program and does not see a need to
incresse its daff Sze.

Worker Guarantee Program

Created in this bill, the Worker Guarantee Program is funded through appropriation item 195
668, Worker Guarantee Program, a $3.0 million in FY 2005. The program will be available to
employers who create at least 100 high-paying, full-time jobs over a three-year period; prior to the
commitment of sate funds, the employer must show that the availability of those skilled workersis a
magor factor in the employer’s decision to locate or expand in Ohio. Activities digible for funding under
this program include job assessment services, screening and testing of potentiad employees, customized
training activities, and any other training or related service determined by the Director.

For each approved project, state funds will total one-third of a project’s cost if an employer
and locd workforce development service provider, in conjunction with the loca community, contracts
with the Department of Development to provide services under the program. The contributions by the
employer and the locd community must equd that of the State, or one-third of the project’s cost. I+
kind contributions shdl be counted towards the loca community’s contribution. A loca workforce
development service provider may include, but is not limited to, a community college, technica or
vocational school, one-stop center, or any other entity designated by the Director of Development, to
provide services under the program.

Again, the Department does not anticipate the need to hire additiond staff to manage the new
program, but rather intends on using its current saff in the Office of Investment in Training to handle the
incoming program applications. The entire gppropriation will be used for Worker Guarantee projects,
none will be used for adminigrative expenses.

Wright Operating Grants

The hill appropriates $10.0 million in FY 2005 in gppropriction item 195-669, Wright
Operating Grants to support the nonbioscience-oriented Wright Centers and Wright Capital Projects
funded by the Board of Regents capitd appropriation item CAP-068, Third Frontier. Funding of the
Wright Operating Grants shall be awarded based on criteria developed by the Department of
Devdopment. Grants must first be recommended for funding by the Third Frontier Commission, which
conssts of the Director of Development (chair), the Governor’s Science and Technology Advisor, and
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the Chancdlor of the Board of Regents, and then approved by the Controlling Board before funds are
disbursed.

Previous Appropriations for Wright Centers and Wright Capital Projects

The Wright Cepita Fund was initidly funded in Am. Sub. SB. 261 of the 124th Generd
Asambly in CAP-068, Third Frontier, through a $50.0 million appropriation. Then another $50.0
million gppropriation was made in H.B. 675 of the 124th Generd Assembly to provide additiona
funding for the program. The two gppropriations dlowed $100.0 million to be spent on the program
over the FY 2003-2004 capitd biennium. These gppropriations are part of the Governor's Third
Frontier Project, a plan to create high-wage jobs and support the expansion of high-growth indudtriesin
Ohio. The Wright Brothers Capital Fund was proposed by the Governor to be a 10-year commitment
of $50.0 million per year in competitive grants for capital assets to support leading edge research and
commercidization activities in Ohio, though funds cannot be gppropriated that far in the future. The
Wright Capitd Projects Fund supports commercidization collaborations involving Ohio universties,
other nonprofit research inditutions, and Ohio companies. Collaborations between these entities are
formed to further the near-term commercidization of pecific or platform technology or capability with
sgnificant, defined market opportunities in the areas of information technology, power and propulsion,
advanced materids, and instruments, controls, and electronics. The agppropriaions, made from the
Higher Education Improvement Fund (Fund 034), are used to provide grants for the acquisition,
renovation, or congtruction of facilities, as well as the purchasing of equipment for research programs,
technology development, product development, and commercidization programs. Though funds are
gopropriated through the Board of Regents, the Department of Development provides adminigtrative
support to the Third Frontier Commission, which is responsible for determining the recipients of Wright
Capitd Fund grants.

Of the $100.0 million in capita funds appropriated for the program, $11.6 million was spent on
seven Wright Capita projects, $18.0 million on one nonbioscience Wright Center, and $20.0 million on
two bioscience Wright Centersin FY 2003; in FY 2004, $3.0 million was spent on two Wright Capitd
projects, $22.0 million on two nonbioscience Wright Centers, and $19.8 million on one bioscience
Wright Center. In addition, gpproximately $16.6 million in FY 2003 and $7.9 million in FY 2004 of the
Biomedical Research and Technology Transfer Trust Fund (BRTTTF) dallars, which are provided
through the biennid tobacco budget, were used for the bioscience Wright Centers.  The Department
hired independent, outside contractors to review and evauate the proposals, spending $178,000 in FY
2003 and $113,000 in FY 2004 from GRF appropriation item 195-422, Third Frontier Action Fund.
Based on the recommendations of the contractors, the Third Frontier Commission awarded the grants.

Recently, Am. Sub. S.B. 189 of the 125th General Assembly appropriated $50.0 million for the
program for the FY 2005-2006 capitd biennium because of the absence of a capital budget this spring.
That gppropriation alows the program to continue with its funding rounds. The Department plans on
issuing the next request for proposas for the program in May 2004.

Appropriationsin H.B. 427 for Wright Centers and Wright Capital Projects

10




The $10.0 million gopropriation made in this bill will be adminigtered in the same manner thet the
Wright Capitd Fund grants are adminisered. This additiona funding will baance out the funding
provided through the BRTTTF for the bioscience Wright Centers snce BRTTTF funds are not available
for nonbioscience Wright Centers.  The three existing nonbioscience Wright Centers include a fue cdl
center at Case Western Reserve University, an advanced data management center at Wright State
University, and the Ohio Center for Advanced Power and Propulsion, which is a collaborative effort
between research entities in Columbus and Cincinnati. The Department does not anticipate an increase
in adminidrative expenses reating to the additiona gppropriation in this bill, as it plans on usng the
exising structure to adminigter the grants.

Unclaimed Funds Transfer to the Job Development I nitiatives Fund

The Depatment of Commerce, Divison of Uncdamed Funds, collects unclamed funds and
deposits them to the credit of the Unclamed Funds Trust Fund. These unclamed funds are then
transferred to: (1) Fund 543, Unclamed Funds — Operating, to be used for administrative codts of the
divison, and (2) Fund 543, Unclaimed Funds — Claims, to be used to pay the unclamed fund owners
who dam ther funds. The remainder of the unclamed funds is then made available to the following
funds (1) the Mortgage Insurance Fund, (2) the Minority Business Bonding Fund, (3) the Housing
Guarantee Fund, and (4) the Housng Development Fund. The Housing Guarantee Fund and the
Housing Development Fund are used to fund programs of the Ohio Housing Finance Agency. These
funds are guarantee funds so that only occasond draws are made on unclaimed funds due to defaullts.

The hill contains temporary law authorizing the transfer of up to $25.8 million in unclaimed funds
to the Job Development Initiatives Fund (Fund 5AD) prior to June 30, 2005. This transfer would
effectively decrease the amount avalable to the Mortgage Insurance Fund, the Minority Business
Bonding Fund, the Housng Guarantee Fund, and the Housing Development Fund. It aso reduces
funds available to pay dams by those seeking their unclaimed funds.

Department of Development Payments to L ocal Governments in Support of Projects to Attract
Federal Jobs

The bill broadens the scope of activities to attract federal jobs that the Department of
Development may support by payments to counties or municipa corporations. This change is intended
to enable Ohio to attract the Shared Services Facility of the National Aeronautics and Space
Adminigration (NASA) to the state. This new service center, which could bring with it 400 to 500 jobs
(both federa government employees and contractors), is to be selected among existing locations that
house other NASA fadilities in Virginia, FHorida, Alabama, Mississppi, Ohio, and Texas. NASA is
trying to save millions annudly by consolidating a range of business services, financid management, and
human resources activities. These sarvices include procurements, financid management, grant
gpplications, payroll processing, and personnd training.

Changes to the law include a broadened definition of employee, to include contractors. The
definition of the federd entity whose rentd payments to the local government may be subsidized by the
date is broadened to include persons under contract with the United States. This change in law, if it is
successful in dtracting the desired tenant, will result in additiond Department of Development
expenditures beginning in sate FY 2006, in corresponding additiond local government receipts, and in
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additiond loca government expenditures for debt service on financing for congtruction of a facility for
the tenant. State funding to make the anticipated payments is to come from money “not raised by
taxation, including profits on the sale of spirituous liquor.”

Repeal Sunset Provision of Employee Ownership Assistance Program

H.B. 427 repeds Section 2 of Sub. SB. 186 of the 123rd General Assembly which would
have abolished the Employee Ownership Assgtance Program (EOAP) within the Department of
Development on December 31, 2004. Currently, the EOAP is supported through appropriation line
item 195-436, Labor/Management Cooperation, which received appropriations of $811,869 in FY
2004 and FY 2005 in the most recent budget bill. The extenson of EAOP operations would continue
exiging program activities, which include grants to the Ohio Employee Ownership Center (OEOC),
housed at Kent State University. In FY 2004, the grant to the OEOC was $93,000.

Land Conveyance to the Hamilton County Commissioners

The hill authorizes the Hamilton County Commissioners to purchase a state-owned office
building located at 1916 Centrd Parkway for $300,000. The proceeds from the sale of the building will
be deposited in the Unemployment Compensation Trust Fund.

According to the Depatment of Job and Family Services (JFS), this office building was
congtructed in 1961 and used by the former State Bureau of Employment Services using federa and
date dollars. This two-gory building, consgting of 48,354 square feet on 0.793 acres of land, was
appraised at $1,023,700 by the Auditor, with atax value of $358,295. According to JFS, this building
is no longer needed due to its consolidation plan. Federd legidation was recently passed waiving the
federd government'sright to the equity in thisbuilding. This bill conveys the sate's portion of the equity
to the county in exchange for $300,000. The Hamilton County Commissioners plan to use this building
as their One-Stop Employment and Training Center.

Moldbuilder Liens

This bill establishes a new, separate moldbuilder's lien for a molder who fabricates, cadts, or
otherwise makes or improves a die, mold, pattern, or form that is used to produce plastic or metal
projects. This bill dso specifies that the moldbuilder must comply with certain requirementsin order for
a lien to be enforceable. By complying with these requirements, the moldbuilder has the right to (1)
enforce the right to possesson of the mold by judgment, foreclosure, or any avaladle judicia
procedure, (2) commence a civil action in a court of common pless to enforce the lien, including by
obtaining a judgment for the amounts owed and a judgment permitting the mold to be sold a an
execution sae, (3) take possesson of the nold, if possession without judicial process can be done
without breach of the peace, or (4) sdll the mold in a public auction. 1n addition, the bill specifiesthat in
any action by amoldbuilder to enforce a perfected lien, the court must award the moldbulder that is the
prevailing party reasonable atorney fees, court costs, and expenses related to enforcement of the lien.
These provisons may result in a possible increase in cases in courts of common pleas by moldbuilders
who have not been paid by customers, either molders or the end-user of the product fabricated from the
mold.
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Workforce Development Designation Change

The hill reduces the minimum county population necessary for a county to become a single
county local area for the purposes of workforce development. Under the current state plan, a county
must iy severd criterig, including a minimum population of 225,000, to be desgnated a sngle
county loca area. The bill would lower the minimum population threshold to 175,000 until June 2005.
Clermont County, the only county impacted by this section, currently operates as a sngle county sub-
area in the Ohio Option Area 7. With the new minimum population threshold, Clermont County could
be designated a sngle county loca area, removing it from the Area 7 designation until June 2005.

The fiscd impact of this change is expected to be minima. The county’s adminidrative
obligations under the new arrangement are expected to continue a the current leve. The Ohio
Department of Job and Family Services has indicated that departmenta support to the county will not
increase.  Other dtate agency partners, including the Rehabilitation Services Commission, the Ohio
Department of Aging, the Ohio Department of Development, and the Ohio Department of Education,
may be required to offer additiona, but minimal, support to the county.

Tax Increment Financing and I ncentive Districts

The bill modifies certain agpects of incentive digtricts created by H.B. 405 of the 124th Generd
Assembly under the Tax Increment Financing (TIF) Law.

Background on I ncentive Districts under TIFs

An incentive digtrict is defined as an area of land that is no more than 300 acres enclosed by a
continuous boundary and has one or more of the following characteridtics.

51% of the residents have incomes less than 80% of the median income of resdents of the
political subdivison in which the digtrict islocated.

The average rate of unemployment in the didtrict is 150% or more of the unemployment rate of
the state.

20% of theresidentslive a or below the poverty line.

Thedidrict isa“blighted area.”

The didrict is in a “dtuationd distress ared’ as desgnated by the Director of the Ohio
Department of Development.

The engineer for the palitical subdivison has certified the public infrastructure serving the district
to be below the standards of the economic development plan of the subdivision.

The didtrict is comprised entirely of unimproved land located in a* distressed area.”

The incentive digrict may incdlude one or many parcels, but al parcds mugt be identified in the
ordinance that creates the incentive didrict. Under certain circumstances it dso dlows housing
renovations to benefit from TIFs. A percentage of the increases in the taxable vaue of red property
due to improvements made to parcels located in the incentive didricts are exempt from taxation.
Instead, service payments are required in lieu of the property taxes. The service payments are to be
used to finance public improvements that benefit or serve the district, rather than public improvements
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that directly benefit the parcels in the didtrict. Findly, townships with TIFs adopted before duly 21,
1994, are dlowed to add additiond public infrastructure improvement projects. If these added projects
include land acquigtion in the ad of industry, commerce, distribution, or research, demalition on private
property, or sorm water and flood remediation projects, it may do so only if the affected school
digricts are held harmless.
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Modifications to the I ncentive District TIFs

H.B. 427 requires service payments and charges in lieu of property taxes to be treated as taxes
for purpose of lien, i.e, pendties interest, or other charges may be imposed when recipients of
exemptions are not making those payments as agreed. The bill dso makes the following clarification on
the gpplication of the incentive didrict TIFs

A municipa corporation, township or county that has enacted an ordinance or resolution for
incentive digrict TIFs and has entered into an agreement with a school board may dso file
for exemption of property under incentive didrict TIFs, in addition to the owner of the
property as indicated in section 5715.27 of the Revised Code. If amunicipa corporation,
township or county does so, an exemption granted under the digtrict incentive TIF would be
subordinate to any exemption granted under any other provison of the Revised Code, and
there will be no service payments from a property exempt from real estate taxes under other
provisons of the law.

If the application for exemption in the incentive didtrict is made by the owner of the property
or amunicipa corporation, township or county, no other tax exemption shdl be granted for
the portion of the property already exempt under the incentive didtrict TIF.

If the gpplication for exemption is filed by municipd corporation, township or county and
goproved by the tax commissioner, if the owner of the property subsequently provides
written consent to the exemption, if more than one red property tax exemption applies to
the property or a portion of it, no other exemption shal be granted for the portion of the
property dready exempt under the digtrict incentive TIF unless the municipa corporation,
township or county than enacted the didtrict incentive TIF provides an ordinance or
resolution consenting to subsequent exemption.

After the tax commissioner has gpproved an gpplication for exemption filed by or with the
property owner consent, the owner, the municipa corporation, township, or county shdl file
with the county recorder a notice identifying the property and its owners. The notice shdl

date that the property, regardiess of future use or ownership, remains ligble for any service
payment or charges required by the exemption, unless the municipa corporation, township,
or county consents to subsequent exemptions or relinquishes its right to collect the service
payments and charges. The county recorder shall charge a fee of fourteen dollars to record
the notice with the proceeds retained by the county.

These clarifications to the gpplication of the incentive digtrict TIFs are not expected to have a
sgnificant fiscd impact on the locad governments that have enacted incentive digtricts under TIF law.
This fiscal note assumes that these changes do not dter incentive digtricts agreements with school
boards where school digtricts are compensated for any taxeslost to a TIF.
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Payments to counties or townshipsin lieu of service payments

The bill requires that no later than 30 days prior to goplying for an exemption from taxes on
behdf of owners of a property located within a proposed incentive TIF didtrict, the legidative body of a
municipa corporation, township or county that has proposed the incentive district TIF shal conduct
public hearings on the proposed ordinance or resolution, and give notice on the proposed ordinance or
resolution to every red property owner whose property is located within the boundaries of the
proposed incentive digtrict which is the subject of the ordinance or resolution. Under the bill, a county
that proposes to create an incentive digtrict TIF within a township shdl dso notify the township’s clerk
of the proposed incentive digtrict TIF.

Under current TIF law, any red property owner that receives a tax exemption is required to
make certain service payments in lieu of taxes to the rdevant county, municipad corporations or
townships based on the vduation of the property and other requirements in the TIF agreement. The
service payments are used by the municipal corporation, township, or county to finance improvements
within the incentive digtricts.  In addition to public hearings and the natification of red property owners,
the bill requires that a portion of service payments for ared property located within an incentive district
TIF created by amunicipa corporation or atownship be distributed to the county treasury to the credit
of county generd fund if the incentive didtrict is crested by a municipd corporation or township.
Alternatively, if acounty creates an incentive didtrict within a township, a portion of service payments for
a red property that should be paid to the county would be distributed to the township (Generdly, a
county cannot cregte an incentive digtrict within amunicipa corporation).

The bill requires establishing the vaue of redl property prior to a TIF (“base red property”)*
and the vaue of red property after the implementation of a TIF, with specific monetary vaues
caculated for the “base red property” and to the improvements/congtruction as a result of the TIF.
Then, the increase in value for the base red property from the TIF is used to calculate an amount to be
pad to county or the township. The bill provides the mechanics of the caculation of potentid payments
to the counties or the townships based on inside millage rates gpplicable to the county or township, as
illugtrated in the table below.

Table 1. lllustration of the calculation of reimbursements to a local government Amount
Pre - Incentive District TIF assessed value Base Real Property $1,000
Post-Incentive District TIF assessed value Base Real Property $1,500
Post-Incentive District TIF assessed value TIF Improvements/Additional Construction $1,500]
Increase in the assessed value Base Real Property $500]
TIF Improvements/Additional Construction $1,500
Calculation of payment to a county (a) Exemption percentage on Base Real Property 75%
(b) County inside millage rate (mills) 4
Step 1: base real property increase x (a) x (b) $1.5
Step 2: Estimated payment to county $0.8

* Thisis defined asland, building, and structures that existed and in the condition in which they existed for the year
the ordinance or resol ution creating the incentive district was adopted.
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The bill exempts from the rembursement mechanism parcels located in incentive didricts
crested by municipa corporation before the effective date of the hill, and incentive districts entirdy or
mostly devoted to resdentid use (at least 90%). The bill dso exempts from the reimbursements land
which, prior to the crestion of an incentive digtrict, was vaued for red property tax purposes a its
current agricultural use vauation.

The bill may increase revenues to the county or the township that would not have occurred
otherwise. Conversdly, the municipd, county or township public improvement tax increment fund
created by the TIF may lose an equa amount of revenues to their &rvice payments fund.  This
provision does not gpply if county entersinto an dternative agreement with the municipa corporation or
the township that this provison of the law would not apply. Also, such dternative agreement may
instead provide for other payments to the county by the municipa corporation or the township, or to the
township by the county. The extent of additiona revenues to counties or townships will depend on the
number of incentive digtricts TIFs created by the municipa corporations and townships, the increasein
vaue of property, and other agreements between the counties, municipa corporations, and townships.
Service payments are used by the municipa corporation, townships, or county to finance improvements
within the incentive digtricts. Generdly, locad governments issue bonds for the cregtion of the incentive
digtricts, and it is unclear how changes proposed by the bill may affect that process.

Technical Changes

Current law permits the legidative authority of a municipa corporation that the U.S. Office of
Management and Budget defines as a“centrd city” of a Metropolitan Statistical Area to designate one
or more areas of the municipa corporation to be an enterprise zone. The bill changes the wording from
“centrd city” to “principd city.” Thereisno fiscd effect from this change.

Current law requires township officids to submit to the Director of Development a report on the
datus of each economic development project for which the officids have granted a red property tax
exemption to the developer as an incentive. The report must be submitted by March 31 each year, and
must include a summary of the receipts from service payments in lieu of taxes, expenditures from funds
created under section 5709.75 of the Revised Code, a description of the public infrastructure
improvements and housing renovations financed, and a quantitative summary of changes in employment
and private investment resulting from the project. The bill removes the requirement that a summary of
the changes in employment be included in this report, retaining al other reporting requirements. Thereis
no fiscd effect from the change.

I ndustrial Site | mprovements

This provison creates the Indudrid Ste Improvement Fund (Fund 5AR) and trandfers
$5.0 million in cash to the fund in FY 2005 from the Liquor Control Fund (Fund 043). The money in
this fund will be used a the discretion of the Director of Development to make grants to digible counties
for the purpose of making improvements to an industrid or commercia Ste that will create or preserve
jobs. An digible county meets one of four criteria

Is one of 29 Appaachian Countiesin Ohio.
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Is defined in section 122.06 of the Revised Code as distressed. A county must meet two of
the following criteria

0 The average unemployment for the most recent five years is greater than 125% of the
nationa average;

0 The county per capitaincome isless than 80% of the U.S. county median;

0 Theration of transfer payment income to total county income is greater than or equd to
25%.

For counties with a population of less than 100,000 residents, 350 or more residents were
permanently or temporarily terminated through no fault of their own.

For counties with a population of more than 100,000 residents, 1,000 or more residents
were permanently or temporarily terminated through no fault of their own.

This provison will provide additiond funds to counties that can establish need based on the
above criteria.  Counties will dso have to prove tha the usage of the funds is digible.  Eligible
improvements to qudify for funding indude expanding, remodding, renovaing, and modernizing
exiding buildings and structures, remediating environmentaly contaminated property that could cause
Ohio or the U.S. EPA to identify the property as contaminated, and infrastructure improvements.

An digible county will aoply to the Director of Development through an application process
determined by the Director, but which requires the county to describe how they meet the digibility for
this grant, as well as the amount of the grant requested. Once a county receives a grant from this fund
they are not digible for additiond grants from this fund.

Liquor Control Fund (Fund 043)

The Liquor Control Fund (Fund 043) is used to fund the operating expenses of the Division of
Liquor Control and the Liquor Control Commission and is used to pay debt service on certain
Department of Development bonds. Any money not used for these purposes is then transferred to the
GRF. The transfer of $5.0 million to the Industrid Site Improvements Fund (Fund 5AR) will decrease
the amount transferred to the GRF by $5.0 million.
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