COMMITTEE ON LEGISLATIVE RESEARCH
OVERSIGHT DIVISION

FISCAL NOTE
L.R. No: 0775-04
Bill No.: Perfected HS for HB 197
Subject Cities, Towns and Wlages. EconongiDevelopment.
Type Original
Date March 12, 2003

FISCAL SUMMARY

ESTIMATED NET EFFECT ON GENERAL REVENUE FUND

FUND AFFECTED FY 2004 FY 2005 FY 2006
General Revenue * ($1,410,747 tc ($1,410,747 tq
(Unknown) Unknown) Unknown)

Total Estimated
Net Effect on

General Revenue ($1,410,747 to ($1,410,747 to
Fund * (Unknown) Unknown) Unknown)

ESTIMATED NET EFFECT ON OTHER STATE FUNDS
FUND AFFECTED FY 2004 FY 2005 FY 2006

None

Total Estimated
Net Effect on Other
State Funds * $0 $0 $0

* The fiscal impact could be divided between the General Revenue Fund and the County
Foreign Insurance Fund (which ultimately goes to local school districts) if some of the tax
credits are utilized against insurance premium taxes.

Numbers within pantheses: () indate costs or losse
This fiscal note @ntains 9 pages.
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ESTIMATED NET EFFECT ON FEDERAL FUNDS
FUND AFFECTED FY 2004 FY 2005 FY 2006

None

Total Estimated
Net Effect on All
Federal Funds $0 $0 $0

ESTIMATED NET EFFECT ON LOCAL FUNDS
FUND AFFECTED FY 2004 FY 2005 FY 2006

Local Government $0 $0 $0

* The fiscal impact could be divided between the General Revenue Fund and the County
Foreign Insurance Fund (which ultimately goes to local school districts) if some of the tax
credits are utilized against insurance premium taxes.

FISCAL ANALYSIS

ASSUMPTION

Officials from theDepartment of Economic Development (DED) state the bill authorizes new
enterprise zoneand satellite entprise zones. DEDoes not feel thellbhas enough imnukate

impact on DED to warrant additional personnel or expenditures. At some point in the future,
enough additional enterprise zone credits could be issued that would require an additional person.
At that time, DED wout request aditional funding.

DED states the average cost for each of the three enterpniss in rural areas (not located in a
Standard Metropiban Area such@Kansas CitySt. Louis, St. JosbpSpringfield, oJoplin) is
estimated to be $22849 per yar. DED estimatethe cost for eacof the three newatellite

zones is $60,000 to unéwn each gar. DED estimas the cost for theew urban entprise

zone is $862,200. The cost of gerprise zones is anticipated to begin in FY 2005 and include
the cost of EZ tacredits, refundsand income modidations (modificaon times tax rate to

convert to dollar benefit) for a year. Theseifegs are an average so some zones will cost more
and some will cost less.

ASSUMPTION(continued)
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It is not possibléo predict anthing more than #haverages ed aghe cost until the zone has
been created and mapped.

DED assumes the $t&s Total State Renue will be redced by théax credits and irmene
modifications. T will be offset bysome positive but imderminable amau of economic
benefit realizedby the desigation of enterfige zones.

Officials from theDepartment of Insurance (INS) state the desigtion of additionlenterprise
zones will increase the areas that receive enterprise zone tax credits. If masorapanies

invest or expand intthe new enterfge zone, thewill be eligible br additional tax @dits,

reducing premium tax revenue. Premium tax revenue is split evenly between Beneraie

and the Countfforeign hsurance fund kch is later distbuted to school digtts. INS is

unable to projedtow much in additica tax credits male generatednd what effeat will

have on premium tax collections. Fiscal impact will be an unknown loss of revenue to GR and
the County Foreign Insurantuend.

In response to a similar proposal from this year, iafidrom theCity of Richland andPulaski
County each assumed the proposal would not fiscally impact their respectiveieggwithin the
three fiscalyears reflectedn this fiscal note dugo the amouat of time it would take to design
and make applitian for entergse zone status.

Officials fromSpringfield assimethis bill w ould have no fiscalimpact on the city.

Officials from theDepartment of Revenue (DOR) state they do not anticipate a significant
increase in the number of new credits filed. Therefore, DOR will not request additional FTE at
this time.

However, if DOR is incorrect in this assumption, they will need one Tax Processingfdech |
every 5,000 personal taxpayel@ming the credit and one for every 3,680 business taxpay
claiming the credit. These employees would maintain the certification afettiéscand verify
the amounts on the returns as claimed by the taxgpayer

DOR defers to the Department of Economic Development or the Office of Administration -
Budget and Planning for a revenue impact estimate.

Officials from theDepartment of Economic Development (DED) state the followig programs
may be impaed by the canges in the ppmsal;

ASSUMPTION(continued)
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NEIGHBORHOOD PRESERVATION TAX CREDIPROGRAM: (Sections 135.478, 135.481,
135.484, 135.487:

The only sigificant chang to the progra proposed in this bithat could have fiscalimpact

that is not

based on the changing designation of a distressed community ightbezation of a rollover of
unused credits for eligible areas to qualifyingaas: Currently, $8 million in credits is set aside

for each type of arean RO01 and 2002 calendar years, all $8 million for quafifareas was
authorized, but of the $8 million for eligible areas, approximately $4 million and $7 million were
authorized respectively. In the initial fiscal note responsewtis program was enacted, DED
responded that the program would cost up to an estimated $16 million per year — based on the
cap. If that is the “baseline”, then the changes proposed to itjebehood Preservation

Program by this bill are no impact. If the “bDas& is actual amounts projected to be issued and
redeemed, it is nable that at this tisy DED projects #hauthorization aothe full $16 million in
Neighborhood Rservation tax edits for CalendaYear 2003 and #reafter (coesponding to

FY 2004 and thereafter). Based upon this methodologp' ®response of “no impact” remains
the same because we are alreadjepting full authorization of the $16 million of the annual cap
for this progran.

DISTRESSED COMMUNITIES DESISBATION: 135.530:

Compared to the earlier version of this bill, this version, by increasing the mgafifgdian

income percengge floor (from70% to 75%) could srease the numbef census blocigroups in
metropolitan statiical areas thatould be desigriad as “distressecommunities.” TIs would

be in addition to thearlier statene that the decese in populatioreguirement coulthcrease

the number of suclireas. This velon makes theseraa changes faronmetropolitanraas,

which could everurther increse the number of siressed commurets in the state. Asi

earlier versions, it would also allow certain portions of metropolitan enterprise zones to also be
designated as “distressed communities.” Several active programseatedhffy the “distressed
communities” desigation as follows:

Rebuilding Communities Tax Credit Program (135.535, RSManly businesses in distressed
communities qualify for this credit. In DED’s fiscal note respdadais bill when enacted (HB

1656, 1999) DED projected a cost of $10 million annually — the cap on the pro@taat. |

fiscal note regmse is the basebnthen this bill will Bve no fiscal impa. If the baeline is

actual amounts projected to be issued and redeemed, this program has never authorized or issued
$10 million in creds in any gar. In FY R02 DED authorizedpproximately$5.5 million in

credits, and appximately $34 million in credits were redeemedror FY 2004, DEprojects

$6.25 million issuedrad $5 million redemed. Accordinly, the eféct of this chargcould

increase the authorized amounts anywhere from $0 to $3.75 million with an increase indorojecte
credits redeemed of $0 to $3 millionASSUMPTION(continued)

RAS:LR:OD (12/02)



L.R. No. 0775-04

Bill No. Perfected HS for Bl 197
Page 5 of 9

March 12, 2003

Transportation Development Tax Credit Program (135.545, RSMa)y transprtation projects

in distressed communities qualify for this credit. In DED’s fiscal ncjeargse to this bill when
enacted (HB 1656, 1999), DED projected a cost of $10 million annually —ttundhe

program. fithat fiscalnote resporse is e bagline, thenthis bill will have ro fiscal impact. If

the baseline is actual amounts projected to be issued and redeemed, this program has never
authorized or issued $10 million in credits in any year=Y 2002 DED authorized

approximately $15,000 in credits, and approximately $850,000 in credits weesmed. For

FY 2004, DED projects $7.7 million issued and $5.87 million redeemed. Accordingly, ttte effe
of this change could increase the authorized amounts anyfrbrer&0 to $2.3 million with a
corresponding increase in projected credits redeemed of $0 to $2.185 million.

Skills Development Tax Credit (a.k.a. individual training account 620.1400 — 620.1460, RSMo)
only projets in distressed camunities qualifyfor this credit. n DED’s fiscal na¢ response to

this bill when enacted (HB 1656, 1999) DED projected a cost of $6 million annually — the cap on
the program. If that fiscal note response is the baseline, then this bill will have no fiscal impact.
If the baseline is actual amounts projected to be issued and redeemed, this g never
authorized or issued any credits in apgiry  For FY 2004, DED projects $10,000 issued and
$5,000 redeemedAccordingly the effect ofttis change codlincrease theughorized amounts
anywhere from $0 to $5.9 million with a corresponding increase in pedjecedits redeemed of

$0 to $2.95 million. Because of the lack of participation in this program, DED would not expect
the addition of gagraphic aras to turn the pregm around such @hthe costs would me likely

be minimal rather than the larger $2.95 million.

Neighborhood Preservation Program (135.475 - 135.487, RSNbg “qualifyng areas”

include areas designated as distressed communities. Regardless of whether the baseline is the
original fiscdnote or actual & the changenidesignation wdd have no fiscalnpact on this
program because DED have alwauthorized the full $8 million in credits set aside for

qualifying areas.

New/Expanding Business Facility Tax Credit Program (135.100 — 135.150, RSBA®jinesses

in distressed communities under this program can receive a slighgty fax credit amount for

jobs and investment. This program is non-discretionary and is not capped. DED did not detect
an increase atbutable to this mvision for distresed communities siedhe bill was eéctive in

1999. DED does not anticipate that the existence of more distressed communities in metro areas
will correspond with a notable increase in the cost of this program and therefore project a zero
fiscal impact as regards this program. However, DED camtatsgertain how many rural areas

may be added by the distressethmunities definition changes and cannot assess what impact

the definition changes might have on the

ASSUMPTION(continued)
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program in thategards.

Other programs affected by the Distressed Commude#ignation are either inactive or are
discretionary programs where the cost is predictadethe change in designation should have
no fiscal impact.

Oversight assumes the chaaggmade to the Ndigorhood Preseation tax credit prgram will

not change the annual cap of $16 million, or $8 million each for the qualifyeag and the

eligible areas. The fiscal note prepared for the enablimglddgn for this program reflected a

loss of state fundsf $0 to ($16 millionannually stding in FY 2001. Therefore, wite this
proposalmay result iran increased Uitiation of the Neigborhood Preseation tax credit

program Oversight assumes the cap on the program has not changed from the $16 million
reflected in the fiscal note for SB 20 in 1999, and therefore, assume no additional fiscal impact
from the changs in this progra.

The proposal alschanges the figition of “distressed communitieshiSection 135.530. hls
definition is used by various programs under DED, including CAPCO, Tax Credit for
Contributions to Innovation Centers, Credit for New or Expanded Business Facilities as well as
others. While some of these programs are capped, the New or Expanding Businessaixacility
credit is not capped. A business in a newly created distressed comwuwriybe allowed a
larger tax credit for expanding an existing business or creating a new businesdliadcilityey
would if they were not in the newly dieéd distressed community. Companies not in a
distressed communities are allowed the credit, but at a lower per-emafayper-capital rate.
With DED’s staement that they camot yet ascettain how many ruralareas may be added tine
changes to the definition of distressed communities (from House Amendment 1), Oversight
assumes an negative unknown fiscal impact on the General Revenue Fund.

Oversight assumes this proposal may result in the increased utilization of some of the various
tax credit programs that use the definition of distressed communities, however, many of the
programs are capped, therefore, Oversight hasdyineflected the potential losses to the
General Reveraufund in previou§iscal notes.

FISCAL IMPACT - State Government FY 2004 FY 2005 FY 2006
(10 Mo.)

GENERAL REVENUE FUND
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Loss- Expansion of definition of
"distressed communyt

Loss- Satellite Entemise zone in
Springfield

Loss- Satellite Enterprise zone in Sugar
Creek

Loss- Satellite Entenise zone in St.
Joseph

Loss- Enterprise Zone in Bourbon

Loss- Enterprise Zone in Pulaski Co. /
City of Richland

Loss- Enterprise dne in Columbia

Loss- Enterprise Zone in Raytown
(Urban)

ESTIMATED NET EFFECT TO THE
GENERAL REVENUE FUND

(Unknown)

$0

$0

$0

$0

$0
$0
$0

(Unknown)

(Unknown) (Unknown)
($60,000) ($60,000)
($60,000) ($60,000)
($60,000) ($60,000)

($122,849) ($122,849)

($122,849) ($122,849)

($122,849) ($122,849)

($862,200) ($862,200)

($1,410,747to  ($1,410,747 to

Unknown) Unknown)

Note: This does not reflect the possibility that some of the tax credits could be utilized by
insurance companies against insurance premium taxes. If this occurs, the loss in tax
revenue would be split between the General Revenue Fund and the County Foreign
Insurance Fund, which ultimately goes to local school districts.

FISCAL IMPACT - Local Government

FISCAL IMPACT - Small Businss

FY 2004

(10 Mo.)

I8

FY 2005

I8

FY 2006

I8

Small businesses that qualify for the tax credit may be fisoafigcted by this legislation.
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DESCRIPTION

The proposal establishes enterprise satellite zones in Springfield, Sugar Creek and St. Joseph.

The proposal establishes enterprise zones in the City of Bourbon, Pulaski Countyf/ City
Richland, Columbia as well as in Raytown.

This proposal also makes various changes to the law concerning economic development of
distressed communities.

The proposal expds the definition o& "distressedaenmunity” in he law relatingo tax credits

for investment in orelocating a bainess to a distrem$ community A distressed comumity

will include areas within metropolitan statistical areas that are designated as either a federal
empowerment zone, a federal enhanced enterprise compurrstate enterprise zones

designated prior to January 1, 1986, but will not include the expansion of those zones done after
March 16, 1988. The proposal also changes population and income requirements for distressed
communities.

The proposal also modifies provisions of the Rebuilding Communities and Neighborhood
Preservation Acin that it: (1) Expaais the definition ofeligible regdence" to inclde certain
condominums, entie apartmenbuildings or single @artmentswithin an gartment hiilding;

(2) Expands the definition of "new residence" to include separate adjacenfamiyednits; (3)
Expands the definition of "project” to include the new construction, rehabilitation, or substantial
rehabilitation oimultiple residenes, whether comised of one straare containingnultiple
single-family residences (e.g., an @peent building) or multiple individual structures (e.g.,
townhouses or individual homes), in addition to single residences; (4) Corrects the definition of
"qualifying residence" so that it acctely references census blocks groups within metropolitan
statistical areas; (5) Clarifies the term "nonmetropolitan statistical area” asuanty not located

in a metropolitan statistical area; (6) Limits the tax credits available for the rehabilitation and
construction of residences in distressed communities and census blocks to $1.5 million for
projects commenced after August 28, 2002.

Under current law, of the $16 million in community improvement tax credits allowed, $8 million
are to be allocated for "eligible residence" paogs and $8 million for "qualifying residence"
programs; the

DESCRIPTION(continued)

proposal provides that if, by October 1 of the calendar,jthe Director of the Department of
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Economic Development has issued alh$ilion of the creds allowed for onef these

programs and Banot issued the ergi$8 million allowace for the othgorogram, the dactor is
required to rdbocate 70% of anunused taxredits from the mrgram which hasot reached its

$8 million cap to the one which has; the reallocated credits will be given to taxpayers who have
applied for, but hae not receivedax credits in thatesne yearrad who are engged in projects

in the area where the tax credit cap has been met for that saméhg maximum reallocated tax
credit for any project mayot exceed $500,000; (7) Increases the value of the "eligéitenee"

tax credit maximum per project up from $25,000 to $40,000 but does not raise the annual cap for
this tax credit; and (8) Allows one application for tax credits to be submitted to the department
for preliminary approval in the case of projects involving the ravwstcuction, rehabilitation, or
substantial rehabilitation of more than one residence; tax credits will be awarded upon final
approval of an application and presentation of acceptable proof that substantial construction of
each individualesidence has be completed, ther than delagg issuance ahe tax credits

until the entire project is substantially complete.

This legislation is not federally mandated, would not duplicateottmer program and would not
require additional capital improvements or rental space.

SOURCES OF INFORMATION

Department of Economic Development
Department of Revenue
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Pulaski County
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City of Springield
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