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SUBJECT: Urban Adaptive Reuse Zones/ Qualified Adaptive Reuse Buildings Credit

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of hill as
introduced/amended

X AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTSDID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of hill as
X introduced _February 19, 1999

X FURTHER AMENDMENTS NECESSARY .
DEPARTMENT POSITION CHANGED TO
REMAINDER OF PREVIOUS ANALY SIS OF BILL ASINTRODUCED February 19, 1999 STILL APPLIES.
OTHER - See comments below.

SUMVARY OF BILL

Under the Governnment Code, this bill would authorize a new type of econonic
devel opnent area, called urban adaptive reuse zones (UARZ). The Trade and
Commerce Agency (TCA) would be required to designate up to 20 UARZs from
applications submtted by | ocal governing bodies. The designations would be
binding for ten years with the possibility of a five-year extension if specified
vacancy rates exist at the end of the ten-year initial designation period.

Local |egislative bodies may by ordi nance designate buildings |located within the
UARZ as “qualified adaptive reuse buildings.” To be designated, buildings mnust
have been built before 1975 and have been 50% or nore vacant, excluding first
floor retail space, for a period of six nonths or longer. Qualified adaptive
reuse buildings would be eligible for various regulatory, tax, program and ot her
i ncentives.

Under the Personal Incone Tax Law (PITL) and the Bank and Corporation Tax Law
(B&CTL), this bill would allow a tax credit in an amount equal to either of the
fol | owi ng:

1. 20% of the anmount paid or incurred during the taxable or incone year for
qual i fi ed adaptive reuse, or

2. 30% of the anmpbunt paid or incurred during the taxable year for qualified
adapti ve reuse that includes an affordabl e housi ng component or involves the
rehabilitation of a building that is listed in the California Register of
Hi storical Resources.

This bill would nmake various changes to ot her provisions of the Governnent Code
and the Revenue and Taxation Code. These changes do not inpact the departnent’s
prograns or procedures and are not discussed in this analysis.
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SUMVARY OF AMENDMENT

The April 19, 1999, anendnent nade various changes to the Governnent Code
provi sions that would not inpact the departnment and elimnated the Health and
Saf ety Code provi sions.

The April 5, 1999, anmendnent added criteria regarding the Iength of the

desi gnation period of a UARZ. 1In addition, this anendnent changed t he nane of
the zone fromurban incentive zone to urban adaptive reuse zone, made vari ous
changes to the Government Code provisions that would not inpact the departnent,
and elimnated the Public Resources Code provisions.

The department’s analysis of the bill as introduced February 19, 1999, still
applies. The inplenentation and technical considerations addressed in the
departnment’s prior analysis are included bel ow for conveni ence.

| MPLEMENTATI ON CONSI DERATI ONS

This bill raises the follow ng inplenentation considerations:

1. The credit provisions state that the credit would be allowed for “qualified
adaptive reuse,” but do not specifically require that the building invol ved
necessarily be one for which an agreenent has been executed as provided under
t he Government Code provisions of the bill.

2. This bill does not specify for which taxpayer (i.e., building ower, |essor,
contractor that does the work) the credit would be intended. If the bill does
not specify, the potential would exist for nultiple taxpayers to claimthe
credit.

3. This bill does not clearly define which expenditures would qualify as
“qualified adaptive reuse.” The Governnent Code provisions of the bill would

include in that termany and all costs directly or renpotely involved in:

A. conversion of a nonresidential building to include 25% of the floor space
as residential units or 50% of the floor space as “live-work” units, or

B. a 50%increase in residential or “live-work” use of floor area of an
existing residential or “live-work” buil ding.

4. This bill does not define the terns “live-work” and “affordabl e housing
component.” This lack of definitions could | ead to di sputes between taxpayers
and the departnent regarding the correct interpretation of these terns.

5. Credits that require qualified use of an asset or validation of the qualified
use generally also require that the qualification or validation be nade by a
state agency famliar with the qualification criteria. Wthout validation by
an appropriate state agency, the departnent would have difficulty
adm ni stering this credit because the determ nation of the “qualified use” of
buil dings is beyond the department’s adm nistrative duties and experti se.

6. This bill defines “qualified expenditure” in the credit provision, but that
termis not tied to the anmount paid or incurred for which a credit would be
all owed. Further, the paragraph that defines “qualified expenditure” appears
to suggest that taxpayers m ght be allowed sone sort of special expense
deducti on or depreciation deduction.
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This | anguage may relate to the possibility of “IRC 179" deductions for
personal income taxpayers. However, the |language is too anbiguous to
determne its intended application, and should be clarified since existing tax
law rul es woul d generally require capitalization of the expenditures and
recovery over the remaining useful life of the underlying building.

7. If this bill is anmended to provide a sunset date, the bill also should be
anended to limt the number of years the unused portion of any credit could be
carried forward. Credits with unlimted carryovers nust be maintained on tax
fornms and systens even long after the underlying credit has expired. Since
tax credits are usually used within eight years, nost recently enacted credits
contain limted carryover provisions.

TECHNI CAL CONSI DERATI ONS

The B&CTL credit provision uses the term*“taxable year.” This term should be
changed to “income year.”



