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SUBJECT: Enterprise Zone/Hring Credit/Mdify Qualified Taxpayer

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

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

AMENDMENTS DID NOT RESOLVE THE DEPARTMENT’'S CONCERNS stated in the previous analysis of bill as
introduced/amended

FURTHER AMENDMENTS NECESSARY .

DEPARTMENT POSITION CHANGED TO

REMAINDER OF PREVIOUS ANALY SIS OF BILL AS INTRODUCED/AMENDED STILL APPLIES.
X OTHER - See comments below.

SUWARY OF BILL

Under the Revenue and Taxation Code, this bill would nodify the enterprise zone
hiring credit to allow the credit only to taxpayers that pay |ivable wages to at
| east 80% of their qualified enpl oyees and provide health benefits to all of
their qualified enpl oyees, both as determ ned by the Trade and Conmerce Agency.

Under the Government Code, this bill would require the Trade and Commerce Agency
(TCA), when review ng and ranking enterprise zone applications, to give speci al
consi deration or bonus points, or both, to applications that nmeet two of three
specified criteria. This analysis will not discuss this provision as it does not
i npact the department’s prograns and operations.

SUWARY OF AMENDMENT

The proposed anendnments renoved the bill’s provisions that would have increased
the nunber of enterprise zones and replaced themw th the provisions discussed in
this anal ysis.

EFFECTI VE DATE

This bill would beconme effective January 1, 2001, and would apply to taxable or
i ncome years beginning on or after January 1, 2001.

PROGRAM HI STORY/ BACKGROUND

California has four types of econom c devel opnent areas that have simlar tax
i ncentives:
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Ent er pri se Zones,

Local Agency Mlitary Base Recovery Areas (LAMBRA)
Targeted Tax Area (TTA), and

Manuf act uri ng Enhancenent Areas (MEA)

The follow ng table shows the incentives available to each of the economc
devel opnment ar eas.

Types of Incentives EZ LAMBRA TTA MVEA
Sal es or Use Tax Credit X X X

Hring Credit X X X X
Enpl oyee Wage Credit X

Busi ness Expense Deducti on X X X

Net I nterest Deduction X

Enhanced Net Operating Loss X X X

SPECI FI C FI NDI NGS

Under the Government Code, existing state |law allows the governing body of a city
or county to apply for designation as an enterprise zone. Using specified
criteria, the Trade and Comrerce Agency (TCA) designates enterprise zones from
the applications received fromthe governing bodies. Enterprise zones are
designated for 15 years (except enterprise zones meeting certain criteria may be
extended to 20 years), and TCA has desi ghated each of the 39 enterprise zones

aut hori zed under existing law. Wen an enterprise zone expires, TCA is

aut hori zed to designate another in its place (or redesignate the existing zone)
to maintain a total of 39 enterprise zones. TCA may approve the geographic
expansion of enterprise zones up to 15%in size and, for certain small enterprise
zones, up to 20% in size.

TCA may audit enterprise zone prograns and deternmine a result of superior, pass,
or fail, and nay dedesignate failing prograns. Any business located in a

dedesi gnated zone that has elected to avail itself of any state tax incentive for
any taxable or income year prior to dedesignation may continue to avail itself of
those tax incentives for a period equal to the remaining life of the enterprise
zone, provided the business otherwise is still eligible for those incentives.
Once an enterprise zone is dedesignated, TCA may desi gnate another enterprise
zone in its place to miintain a total of 39 enterprise zones, even though
taxpayers in the dedesignated zone may continue to use the tax incentives that
the taxpayers qualified for prior to dedesignation

Under the Revenue and Taxati on Code, existing state |aw provi des special tax

i ncentives for taxpayers conducting business activities within an enterprise

zone. These incentives include a sales or use tax credit, hiring credit,

busi ness expense deduction, special net operating |loss treatnent, and net

i nterest deduction. |In addition, specified enpl oyees of businesses operating
within an enterprise zone may claima wage credit.

The enterprise zone hiring credit allows a taxpayers operating a business in an
enterprise zone to reduce tax by a percentage of wages paid to qualified

enpl oyees. A qualified enployee nmust be hired after the area is designated as an
enterprise zone and neet certain other criteria. At |least 90%of the qualified
enpl oyee’s work nust be related directly to a trade or business |ocated in the
enterprise zone and at | east 50% nust be perforned inside the enterprise zone.
The business may claimup to 50% of the wages paid to a qualified enpl oyee as a
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credit against tax inposed on enterprise zone incone. The credit is based on the
| esser of the actual hourly wage paid or 150% of the current mninmum hourly wage
(under special circunstances for the Long Beach enterprise zone, the maximumis
202% of the m ni num wage). The ampunt of the credit nust be reduced by any other
federal or state jobs tax credits and the taxpayer’'s deduction for ordinary and
necessary trade or business expenses nust be reduced by the anpunt of the hiring
credit.

This bill would nodify the enterprise zone hiring credit to allow the credit only
to taxpayers that pay livable wages, as determ ned by TCA to at |east 80% of
their qualified enployees within the enterprise zone, and provide health
benefits, as determ ned by TCA, to all of their qualified enployees within the
enterprise zone.

Pol i cy Consi derati ons

The enterprise zone tax benefits are designed to encourage businesses to
operate in econom cally disadvantaged areas. This bill may negate the
credit’s incentive by inposing additional restrictions on its usage.

Enterprise zones are designated for 15-year periods. This bill would apply
its hiring credit restrictions to businesses |located in all enterprise zones
regardl ess of when the enterprise zones were designated, rather than only to
t hose busi nesses located in enterprise zones designated after the bill’s
effective date. Changing a tax incentive before the zone's expiration date
may be viewed as unfair to taxpayers that relied on the tax benefit as an

i ncentive to open businesses within the zone.

| npl enent ati on Consi derations

The bill does not define “livable wage” or “health benefits.” Although TCA
and not the departnent woul d be responsi ble for determ ning whether the

t axpayer pays both a |livable wage and provides health benefits to its

enpl oyees, this bill could inpact the department if taxpayers dispute TCA s
determ nation. Requiring TCA to certify annually those taxpayers that neet
the requirenments would resolve this issue.

FI SCAL | MPACT

Departnmental Costs

Assuming that the inplenmentation concern is resolved, this bill would not
significantly inpact the departnent’s costs.

Tax Revenue Esti mate

Definitions are needed regarding “livable wage” and “health benefits.”
Wthout those definitions, it is not possible to project the revenue effect
of this bill.

According to departnental data, the total ampunt of hiring tax credits
applied for enterprise zone activity in California was nearly $13 mllion
for tax year 1996. It is projected for year 2000 that applied hiring tax
credits will increase to nore than $25 million. The reason for the
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significant increase is the repeal of the Los Angeles Revitalization Zone

(LARZ). (Taxpayers in fornerly overlapping enterprise zone and LARZ areas

now wi I | generate only new enterprise zone incentives, which will increase
the amount of enterprise zone credits clained).

BOARD POSI TI ON

Pendi ng.



