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Objectives

 Discuss why incentives are provided

- Develop an understanding of when these programs
should be pursued

« Know what questions to ask in order to access the
Incentives

- Know the process- what you will have to go through in
order to successfully obtain the incentives

« Review current property tax credits and incentives
programs offered by state and local governments
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THE LEADER

Property Tax Incentives Policy and Goals
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Purpose of Incentives

State and local governments offer business incentives to
encourage economic development and induce
businesses to engage in the following activities:

« Locate new operations or expand current operations
 Create new jobs or retain existing employee base
 Create higher wages of living for local residents

* Invest in research and development equipment
 Increase employee skills through training programs

* Invest in new property, plant, machinery & equipment
- Employing disadvantaged individuals

 Invest in green and renewable energy property
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Economic Drivers and Policies for Incentives

Incentives are also used by jurisdictions to achieve
desired social and economic policies. Below are some
samples of such social and economic policies.

- States can target groups for employment that are
“disadvantaged.”

- States can use location based credits and incentives, such
as “enterprise zones,” to encourage inner-city and rural
investment and job creation.

 States can lure targeted industries or retain existing ones.

« States can achieve environmental clean-up simultaneously
with new investment.

« States can boost vocational or “basic” skills of new and
existing workers.
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THE PROPERTY TAX
INCENTIVE

Two Basic Types
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Statutory Y/N?

* Incentives granted by statute are called "statutory" incentives.
« A property tax incentive can be granted by a statute, but may
not be automatic.
* So, if Y-
« Have you identified it?

« Do you qualify for it?
« Have you claimed it?

- Example- "Freeport" inventory tax exemption in Georgia- annual filing
required. Contrast- Alabama does not levy a property tax on inventory of
goods, wares, and merchandise that is offered for sale.

- An incentive is either statutory or discretionary.
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Discretionary- Y/N?

« If Y-

« Community can grant or withhold property tax incentive in its
discretion

- Example- Alabama Code- certain abatements (not including
educational taxes) are valid for a maximum period of ten
years and must be granted by the local granting authority
prior to placing the project in service.

 Typically requires negotiations, hearings, satisfaction of "but
for" test in some form, review and approval
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Discretionary- Y/N?

« If Y-
« Also typically involves goals and accountability, and post-
closing reporting and compliance

« Accountability for goal shortfalls can be "clawbacks" or prospective
disqualification

« Sometimes advance notification is required

« Theory- no incentives for "bird in hand“
- Example: Louisiana
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Who are the players?

« There are usually multiple taxing jurisdictions
« City, county, school board, special districts, state, other

- Does the incentive mechanism automatically affect all taxes?

- Does a taxing jurisdiction opt in (grant consent) or opt out
(veto inclusion of its taxes) of the incentive?

« Who are the stakeholders whose approval is expressly or
implicitly needed in order to succesfully obtain the incentive?
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THE DELIVERY MECHANISM

Four Basic Methods
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Credit? Refund? Exemption? Abatement?

* Credit-

* Imposition of property taxes themselves is not affected
* Incentive can be provided by state through credit against income tax

* Example- Florida (Enterprise Zone Program)
* Incentive can also be provided by credits to property tax liability

« Example- Georgia (brownfield program- "tax savings accrued on the property
equal the eligible brownfield costs")
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Credit? Refund? Exemption? Abatement?

» Refund-

* Imposition of property taxes themselves is not affected
« Rebate of amount equal to all or part of property taxes paid
» Examples- "Synthetic TIF"- North Carolina, Florida
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Credit? Refund? Exemption? Abatement?

* Exemption-
« Operates to suppress or freeze assessment and taxation of qualified property

« Example- Louisiana (Industrial Tax Exemption; new manufacturing investment
except land)

» Property receiving the incentive is not on the tax digest and is not subject to
property taxation during the duration of the incentive
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Credit? Refund? Exemption? Abatement?

- Abatement-
« Strict abatement-

- tax liability applies but is reduced by an abatement granted by
statute

¢ Example- Alabama

« OR
« Tax substitution

- tax liability is eliminated and another type of payment is
substituted in a reduced amount
- Examples- South Carolina (FILOT), Tennessee (PILOT)
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Credit? Refund? Exemption? Abatement?

- Abatement-

 Local option abatement-

« The incentive can either be founded on a statute or it can be
"local option®

- if local option, the incentive will always be discretionary

 Local option incentive has to be legal but it doesn't have to be
granted by a specific statute
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Credit? Refund? Exemption? Abatement?

- Abatement-

 Local option abatement-

« Might be structured to either reduce taxes or to substitute
another type of payment for taxes in a reduced amount

« Huge implications when payments required are contractual,
not statutory and not actual taxes
« Contract governs the deal
« "Monetization" might be possible
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Credit? Refund? Exemption? Abatement?

- Abatement-

 Local option abatement-

 Valuation method- incentive provided by matching valuation of
property with incentive offered

- Example- Kansas, Georgia (bonds for title when leasehold valuation
methodology is used)

- All taxes that are due are paid
« But the amount due is reduced because of the incentive

« Nontaxability method-

- tax liability is eliminated and another type of payment is substituted
« Example- Georgia (PILOT bonds when nontaxable lease is used)
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Credit? Refund? Exemption? Abatement?

- Abatement-

« Regardless of the mechanism for the incentive-

« Sometimes a transaction is required (examples: Georgia, bonds for title;
Tennessee- PILOT)

« Sometimes a transaction is not required (South Carolina- FILOT)



June 28 - July 1, 2015 IPT 39th Annual Conference * San Diego, California

Transaction- Y/N?

* If N-

- Abatement in some states is provided via a general statute
on the state level

« SC, AL, FL (if referendum approved)

 Typically, the abatement still has to be documented
(within parameters) and documented

« Documentation in some states amounts to a "bond deal
without the bond"
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TRANSACTION STATES

It matters whether or not you are in a "transaction” state.
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Transaction- Y/N?

o If Y-
« The state is a "transaction" state.
- "transaction" =

* Incentive is discretionary and more is required than just
claiming on tax return

- Requirement means transfer of title to the project to a public
body (example- Tennessee, Georgia, Kansas)

« Often the transaction structure is that of a financing in a sale-
leaseback structure
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Transaction- Y/N?

e |f N-
- If a transaction is not required, you still might need to meet a
special qualification-
- Geography
« Example- Indiana (Economic Revitalization Area)

- Redevelopment

« Example- Missouri (V.A.M.S. Chapter 353- property tax abatement for
real estate located within a defined redevelopment area)

« Enterprise zone

« Example- Oregon (Enterprise Zone Program)

* Industrial sector
« Example- North Carolina (special assessment for solar projects)
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Transaction- Y/N?

e If N-
- If the incentive is provided via TIF/TAD, even without a title
transfer, numerous requirements apply- creation of district,

development agreement, negotiation of funding mechanism
(pay/go versus bonds)

- long lead time required, particularly if TIF/TAD has to be created
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Synthetic- Y/N?

If a TIF is a real transaction, then what is a "synthetic TIF"? Or
TAD?

- "Synthetic TIF/TAD" in some states involves grant back of
portion of property taxes paid

 FL (if referendum not approved)
* NC

 "Leakage" of property taxes paid occurs if less than all
taxing authorities participate

* Legal basis often not clear
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WHAT'S TRENDING

GASB




THINGS TO COME

GASB: Proposed Statement of Governmental Accounting Standards
Regarding Tax Abatement Disclosures (the “Proposal”)

« Would require governments that are subject to tax abatement
agreements to make certain disclosures.

« "We have a specific concern that the Proposal should not be
applied to property tax savings resulting in practice when a local
authority leases a project to a company. The savings in that case
results from the difference in the taxability or valuation of the
lease. Calling this “tax abatement” means that, for example, a
non-taxable lease by a convention center authority of space for
an event would be subject to the Proposal, which surely cannot
be your intention. However, the potential for confusion exists,

under the current Proposal, and needs to be corrected.” comment on
the Proposal by the Georgia Economic Developers Association
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PUTTING INTO PRACTICE

Turning Your New Information Into Incentives
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Targeted Industries

There are certain targeted business industries for which
Incentives are most often offered. They are:

- Manufacturing and industrial processing;
- Assembly, warehousing, distribution;

- Research and Development (“R&D”), high-tech,
communications;

- Financial and professional services;

- Data and information processing;

- Customer-service and call centers;

« Numerous back-office operations (retail); and
« Other high-tax or high-growth businesses.
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Parties Involved

Company Community
- Real Estate - Governor's Office
- Tax Department - State Eco. Dev.
* Procurement - Mayor/City Manager
-« Human Resources - City Eco. Dev.
- Government Affairs - County Judge
« Company Controller - County Eco. Dev.
- Facility Manager « Regional Eco. Dev.
 Public Relations - Community College
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Incentive Types

Listed below are a few examples of credit and incentive
types:
« Property tax reductions

- Sales/use, and other non-income tax exemptions /
reductions

- Direct grants, low-interest financing, bond financing
- Utility, infrastructure, real estate cost reductions

« Training grants and subsidies

- Targeted economic development area benefits
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Property Tax Incentives

 Property tax incentives are the most widely utilized.

« In 2013, state and local tax collections totaled S671 B of
which $242 B or 36% were for property taxes.

« Certain state have higher property tax burdens than
others creating opportunities to introduce incentives
« 2015 State Business Tax Climate Index:

« Most favorable property tax states include New Mexico,
North Dakota, Idaho, Utah, and Indiana

- Least favorable property tax states include New York, Rhode
Island, Vermont, Connecticut, and New Jersey
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Triggers for Incentives

« Opportunities to pursue incentives include the following:
* New Construction
* New Investment
* New Jobs
» Retention of Jobs/New Investment
« Facility Consolidation

» Facility Relocation
« Other
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Types of Property Tax Incentives

- The types and forms of property tax incentive program can be
vary from state to state and sometimes local government to
local government.

- The more lucrative programs may also be the most difficult to
navigate and secure.

« Programs include:
« Local level abatements

Tax Increment Financing (TIF)

Industrial District Agreements

Industrial Revenue Bonds/Tax-Exempt Entity Ownership

Foreign Trade Zones
Value limitations through the Texas Ch. 313
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Local Level Abatements

 Property tax is typically collected by the county, city, school, and a
host of smaller government units.

« The school portion typically represents approximately 60% of the
total tax liability but is not available for tax abatement under this
statute. The county and city represent approximately 32% of the
total tax liability with the city typically being the larger share.

- Both the county and city may abate ‘new’ incremental real and
personal property with each adopting its own unique guidelines.

« The guidelines may include benchmarks for investment, property
value, new jobs, wages, geographic favorability, or type of industry.
Terms and conditions may be adopted as well reflecting the needs of
the taxing authority.
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Tax Increment Financing (TIF)

 TIF uses incremental property taxes to subsidize improvements
within the boundaries

 TIFs may be established for up to 35 years, depending on state

- With federal and state sources for redevelopment less
available, TIF has become the go-to financing for municipalities

« 49 of 50 states, and DC currently have active TIF programs
 Arizona is the only state without TIF enabling legislation

 Four of the seven leading states in the use of Tax Increment
Financing are Indiana, Minnesota, Wisconsin and lllinois

- Missouri and Utah offer state level TIF programs
- Massachusetts' state TIF program is really an abatement
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Typical Uses of TIF Proceeds

* Property Acquisition

- Revitalization of commercial districts

- Development of new industrial parks

 Parking subsidies

e Infrastructure development

* Building facade improvements

- Development of new schools and student housing
« Improvements to health care systems

« City-wide training initiatives
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Industrial District Agreements (IDA)

 Texas allows taxing jurisdictions the opportunity to create
special geographic jurisdictions called industrial districts.

- These districts are typically created in heavy manufacturing
zones outside of the city boundary.

« The companies located in these districts pay a "payment in lieu
of taxes" (PILOT) in return for not being annexed into the city.

« The PILOT payment may range from 30-60% of the total city tax
rate.

« County and school taxes will continue to apply.
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Industrial Revenue Bond/
Tax-Exempt Entity Ownership

- Typically an arrangement structured where a tax-exempt entity
holds title to a new facility

 Could allow the tax-exempt entity to construct the facility free
of property tax and sales tax

 Actual project owner would enter into a lease with the tax-
exempt entity for a certain number of years, may be up to 30

* Property taxes are not assessed; however, PILOTs would
typically be made as lease payments

 Everything is negotiated in advance

 This arrangement is typically found states that allow local tax
exempt entities the abilities to enter into such arrangements,
including Arkansas, Georgia, Louisiana, Tennessee, and Texas
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Foreign Trade Zones

- Many companies establish a foreign trade zone in order to
reduce tariffs associated with importing certain products.

« Can provide an opportunity to exempt taxes on inventory

across all taxing jurisdictions for an unlimited time creating a
very valuable incentive.

« Companies must consider the costs of maintaining a zone
before adopting this tool.
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Texas Chapter 313

- Incentive (relief) of the millage associated with School Districts

- The amount of tax relief determined by the taxable value of
the school district.

« Only the incremental value above the school district minimum
qualifies for value limitation.

- Must be in a reinvestment zone and must be devoted to
qualified activities including manufacturing, research and
development, a clean energy, power generation (electric,
nuclear, renewable), or a computer center used primarily in
connection to a qualified category.

« Commit to an average wage 110% greater than the county
average

* Provides for 10 years of value limitation
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CONCLUSION

Where to go from here
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THE RIGHT WAY TO LOOK AT IT

* It is often said that "Incentives never made a bad deal good."

- The value of the property tax incentive along should never
dictate a project location or expansion.

 But it is also said that "Incentives can make a good deal
better."

- We hope this information will give you the tools you need to
make your next project an even bigger success!



