L egidative Fiscal Bureau

One East Main, Suite 301 « Madison, Wi 53703 » (608) 266-3847 « Fax: (608) 267-6873

April 6, 2011

TO: Members
Joint Committee on Finance

FROM: Bob Lang, Director

SUBJECT: 2011 Assembly Bill 2. Commerce -- Enterprise Zone Expansion

2011 Assembly Bill 2, which would increase the number of authorized enterprise zones, was
introduced on January 14, 2011, and referred to the Assembly Committee on Rural Economic
Development and Rural Affairs. On March 2, 2011, Assembly Amendment 1 to AB 2 was adopted
by avote of 1310 0, and AB 2, as amended, was recommended for passage by a vote of 10 to 3.

CURRENT LAW

The enterprise zone program provides refundable tax credits that can be claimed, under the
state individual income and corporate income and franchise taxes, for eligible expenses for
increased employment, retaining employees, employee training, capital investment, and purchases
from Wisconsin vendors. (Under current law, the Department of Commerce is responsible for
designating enterprise zones, certifying taxpayers, allocating and verifying tax credits, and
performing other general administrative functions related to the enterprise zone program. Those
functions are described in this section. However, provisions included in 2011 Assembly Bill 40
would transfer most of Commerce's economic development functions, including administration of
the enterprise zone program, to the Wisconsin Economic Development Corporation (WEDC),
which was created under 2011 Wisconsin Act 7.)

Jobs Tax Credit. The enterprise zones jobs tax credit is provided to businesses that are
certified by the Department of Commerce. The enterprise zones jobs tax credit is calculated as
follows:

1. Determine the lesser of: (a) the number of full-time employees that are employed in an
enterprise zone whose annua wages are greater than $20,000 in atier | county or municipality, or
greater than $30,000 in atier I county or municipality in the tax year, minus the number of full-



time employees that were employed in the enterprise zone in the base year whose annual wages
were greater than $20,000 in a tier | county or municipality, or greater than $30,000 in a tier Il
county or municipdity; or (b) the number of full-time employees in the state whose annual wages
are greater than $20,000 in atier | county or municipaity, or greater than $30,000 in atier |1 county
or municipality in the tax year, minus the number of full-time employees in the state in the base
year whose annual wages were greater than $20,000 in a tier | county or municipality, or greater
than $30,000 in atier Il county or municipality. ("Base year" is the year prior to the year in which
the enterprise zone was created.)

2. Determine the claimant's average zone payroll ("zone payroll” excludes wage amounts
that are over $100,000) by dividing total wages for full-time employees in the zone whose annual
wages are greater than $20,000 in atier | county or municipality, or greater than $30,000 in atier 11
county or municipality, and who the claimant employed in an enterprise zone for the tax year, by
the number of employees whose annual wages are greater than $20,000 in a tier | county or
municipality, or greater than $30,000 in a tier Il country or municipality, and who the claimant
employed in the enterprise zone in the tax year.

3. For employees in a tier | county or municipality subtract $20,000 from the average
wage determined under "2," and for employees in atier || county or municipality subtract $30,000
from the average wage determined under "2."

4, Multiply the amount determined under "3" (average wage in excess of $20,000 a year
inatier | county or municipality, or in excess of $30,000 a year in atier || county or municipality)
by the number determined under "1" (net number of new employees hired in the zone).

5. Multiply the amount determined under "4" by a percentage determined by Commerce,
not to exceed 7%.

Payroll Tax Credit. An additiona refundable tax credit can be claimed for an amount equal
to the percentage, up to 7%, as determined by Commerce, of the claimant's zone payroll ("zone
payroll" excludes wage amounts that are over $100,000) paid in the tax year to full-time employees
who were employed in the enterprise zone in the tax year and whose annual wages were greater
than $20,000 in a tier | county or municipality, or greater than $30,000 in a tier Il county or
municipality, not including the wages paid to employees that are used to claim the enterprise zone
jobs credit. The total number of employees hasto equal or be greater than the number of employees
in the base year. Credit claims are limited to five consecutive years.

Job Retention. A refundable tax credit can be claimed for job retention, if the business makes
asignificant capital investment, and is an origina equipment manufacturer with a Wisconsin supply
chain, or has more than 500 full-time employees in an enterprise zone.

Training Component. A supplemental, refundable credit may be claimed that is equal to the
amount paid in the tax year to upgrade or improve the job-related skills of any of the claimant's full-
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time employees, to train any of the clamant's full-time employees on the job-related use of new
technologies, or to provide job-related training to any full-time employee whose employment with
the clamant represents the employee's first full-time job. The training must be provided to
employees who work in the enterprise zone

Sgnificant Capital Expenditures. A refundable tax credit is provided equal to an amount
determined by Commerce, but not exceeding 10% of the claimant's significant capital expenditures
in the enterprise zone. Commerce must determine that the business investment is a significant
capital expenditure, and allocate the tax benefits over the remaining life of the zone.

Purchases from Wisconsin Suppliers. A refundable credit may be claimed of up to 1% of the
amount the claimant paid in the tax year to purchase goods or services from Wisconsin venders, as
determined by Commerce. A claimant cannot claim the credit for expenditures also used to claim
the enterprise zone significant capital expenditures tax credit.

As noted, the credits are refundable. Therefore, if the amount of credit exceeds the clamant's
income or franchise tax liability, the state issues a check to the claimant for the difference.

Commerce is required to determine the maximum amount of tax credits that a certified
business can claim and notify the Department of Revenue (DOR) of the amount. Commerceis aso
required to verify information submitted to it that is related to enterprise zone expenses and tax
credits. Claimants are required to include, with their tax returns, a copy of the certification for tax
benefits and verification of expenses from Commerce. Businesses may not claim enterprise zone
tax credits to the extent the basis for the credit is the basis for another tax credit clamed by the
business. Commerce may require a business to repay any tax benefits the business claims for a year
in which the business failed to maintain employment or capital investment levels required by the
certification agreement.

Enterprise Zone Designation and Certification. Under the enterprise zone program,
Commerce is authorized to designate up to 12 areas in the state as enterprise zones. A zone
designation cannot last more than 12 years. Eligible businesses that conduct operations in an
enterprise zone that are certified by Commerce can claim the refundabl e enterprise zone tax credits.

In determining whether to designate an area as an enterprise zone, Commerce is required to
consider al of the following:

1 Indicators of the area's economic need, including data regarding household income,
average wages, the condition of property, housing vaues, population decline, job losses,
infrastructure and energy support, the rate of business development, and the existing resources
availableto the area.

2. The effect of designation on other initiatives and programs to promote economic and
community development in the area, including job creation and job training, and creating high-
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paying jobs.

Commerce is required to specify whether an enterprise zone isin atier | or tier Il county or
municipality, and to promulgate administrative rules defining "tier | county or municipdity" and
"tier 11 county or municipality." The Department has to consider al of the following information
when establishing the definitions: (1) unemployment rate; (2) percentage of families with incomes
below the poverty ling; (3) median family income; (4) median per capita income; and (5) other
significant or irregular indicators of economic distress, such as anatura disaster or mass layoff.

To the extent possible, Commerce must give preference in designating areas to those with the
greatest economic need.

Commerceis required to certify a business as eligible for the enterprise zone tax credits. The
Department may certify for tax benefits any of the following:

1 A business that begins operations in an enterprise zone.

2. A business that relocates to an enterprise zone from outside the state, if the business
offers compensation and benefits to its employees working in the zone for the same type of work
that are at |east as favorable as those offered outside the zone (as determined by Commerce).

3. A business that expands its operations in an enterprise zone, and increases its
personnel by at least 10%, and enters into an agreement with Commerce to claim tax benefits only
for years during which the business maintains the increased level of personnel. The business must
offer compensation and benefits for the same type of work to its employees working in the
enterprise zone that are a least as favorable as those offered to its employees working in
Wisconsin, but outside the zone.

4, A business that expands its operations in an enterprise zone and that makes a capital
investment in property located in the enterprise zone if the following apply: (a) the value of capital
investment is equal to at least 10% of the business' gross revenues from business in the state in the
preceding tax year; (b) the business enters into an agreement with Commerce to claim tax benefits
only for years during which the business maintains the capital investment; and (c) the business
offers compensation and benefits for the same type of work to its employees in the zone that are at
least as favorable as those offered to employees working in Wisconsin, but outside the zone.

5. A business that retains jobs in an enterprise zone, but only if the business makes a
significant capital investment in property located in the zone, and at least one of the following
applies: (a) the business was an original equipment manufacturer with a significant supply chain in
Wisconsin; or (b) more than 500 full-time employees were employed by the business in the
enterprise zone.

6. A business that is located in an enterprise zone that purchases tangible personal
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property, items, property, goods, or services from Wisconsin vendors (as determined by
Commerce).

Commerce must notify DOR when it certifies a business to receive tax benefits and when it
revokes certification. Commerce is required to revoke afirm's certification if the business does any
of the following: (1) supplies false or misleading information to obtain tax benefits; (2) leaves the
enterprise zone to conduct substantially the same business outside the zone; or (3) ceases operations
in the zone, and does not renew operation of the business or asimilar businessin the zone within 12
months.

In general, "full-time employee” means an individual who is employed in a regular, non-
seasonal job and who, as a condition of employment, is required to work at least 2,080 hours per
year, including paid leave and holidays. Commerce can specify, by rule, circumstances under which
it can grant exceptions to that requirement. However, under no circumstances, would a full-time
employee mean an individua who, as a condition of employment, was required to work less than
37.5 hours per week. "Personnd” means. (1) a business employees in an enterprise zone; and (2)
individuals who provide services to businesses as independent contractors. "State payroll” means
the amount of payroll apportioned to this state under the income and franchise tax apportionment
rules for multi-state businesses that were in effect prior to the implementation of single sales
apportionment in 2008. "Zone payroll" is defined as wages paid to full-time employees for services
performed in the enterprise zone. "Zone payroll" does not include the amount of compensation paid
to any individua that exceeds $100,000. The definition of "wages' is referenced to the federa
Internal Revenue Code to mean al remuneration for employment, including the cash vaue of all
remuneration (including benefits paid in a medium other than cash, with specified exceptions, such
as payments to certain trusts or annuitant plans).

Currently nine of the 12 enterprise zones have projects for which contracts have been signed.
The attachment provides summary information related to each of the contracted projects. The
attachment shows that that a total $264.8 million in tax credits will be allocated to the 12 projects.
However, al expenditures for which credits are claimed must be verified by Commerce. Actual
expenditures and the timing of such expenditures may differ from credit allocations for a given tax
year. Under 2011 Assembly Bill 40 (the 2011-13 biennia budget bill), the sum-sufficient GPR
appropriation used to fund enterprise zone tax creditsis estimated to be $13,800,000 for fiscal year
2011-12 and $34,100,000 for 2012-13.

SUMMARY OF BILL

Assembly Bill 2 would increase the number of authorized enterprise zones by 4, from 12 to
16. Commerce would be required to designate as enterprise zones at least two areas in political
subdivisions with populations of less than 5,000, and at least two areas in political subdivisions
with populations of 5,000 or more, but less than 30,000. The bill would aso specify that a business
that was located in these zones could claim the enterprise zone credit for retaining jobs and making
a significant capital investment in zone property, but a business that is retaining jobs in the zone
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would not have to meet the current law requirements that the business be an original equipment
manufacturer with a significant supply chain in the state, or have more than 500 employees at the
businessin the zone. Further, in designating the four areas under the bill, Commerce would not be
required to consider indicators of the area's economic need, the effect of the designation on other
economic and community development efforts in the area, and would not be required to give
preference to an area with the greatest economic need.

ASSEMBLY AMENDMENT 1

Assembly Amendment 1 to AB 2 would clarify the provisions that require the designation of
zones in political subdivisions with certain populations. The amendment would specify that
Commerce designate as enterprise zones a least two areas "comprising” (rather than "in") political
subdivisions whose populations total less than 5,000, and at least two areas comprising political
subdivisions whose populations total 5,000 or more but less than 30,000.

FISCAL EFFECT

Assembly Bill 2. AB 2 would authorize Commerce to designate four additional enterprise
zones. The Department would be required to designate four zones in political subdivisions with
specified populations. In addition, businesses in these zones could claim the enterprise zone tax
credit for retaining jobs and making a significant capital investment and not have to meet current
law requirements that the business be an origina equipment manufacturer with a Wisconsin supply
chain, or have at least 500 employees in the zone. Eight of the nine contracted zones were
designated in 2009 and 2010 (one zone was designated before 2009), and atotal of $264.8 million
in enterprise zone tax credits have been alocated to al zone projects. Credit alocations through
2013 are shown in the attachment. Based on Commerce experience with enterprise zone projects,
the fiscal effect of 2011 AB 2 would be an estimated increase in GPR expenditures of up to
$11,600,000 in 2012-13 and, annually thereafter during the life of the zones. Expenditures would
increase because the enterprise zone tax credit is a refundable tax credit. To the extent that
enterprise zones in smaler municipalities might be provided lower than average tax credit
alocations, the fiscal effect would be reduced accordingly.

Assembly Amendment 1. The modifications included in AA 1 to AB 2 would have no fiscal
effect.

Prepared by: Ron Shanovich
Attachment
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