The Florida Senate

PROFESSIONAL STAFF ANALYSIS AND ECONOMIC IMPACT STATEMENT

(This document is based on the provisions contained in the legislation as of the latest date listed below.)

Prepared By: Commerce Committee

BILL:

CS/SB 856

INTRODUCER: Commerce Committee and Senator Diaz de la Portilla

SUBJECT: Economic Devel opment
DATE: April 9, 2007 REVISED:
ANALYST STAFF DIRECTOR REFERENCE ACTION

1. Pugh Cooper CM Fav/CS
2. TA
3. RC
4,
5.
6.

Summary:

CS/SB 856 creates a pilot “ super enterprise zone” in Miami-Dade County. To qualify asthe
super enterprise zone, the area must be located within the specified geographic area, be
recommended by the local enterprise zone devel opment agency, meet certain criteria, and be
designated by the Office of Tourism, Trade, and Economic Development (OTTED). The
designation isfor 10 years.

The local enterprise zone development agency will certify businesses within the super enterprise
zone, based on a number of criteria. Certified businesses will be eligible for a 100-percent
exemption from sales and discretionary tax on tangible personal property. In addition, retail
sales made by certified businesses in a super enterprise zone will have a 100-percent exemption
on sales and discretionary tax for any tangible personal property item priced up to $1,000.

The committee substitute’ s exemptions extend to state and local-option sales taxes.

CS/SB 856 creates an application and approval process for the super enterprise zone, requires
annual reports, and provides for an interim and final review by the Office of Program Policy
Analysis and Government Accountability (OPPAGA).

This program is repealed on June 30, 2020.

CS/SB 856 creates ss. 290.00681 and 290.00682, F.S., and amends ss. 212.02, 212.08, 290.0056,
290.0057, and 290.007, F.S.
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Present Situation:

Enterprise zonesin Florida

The Florida Enterprise Zone Program was created in 1982 to encourage economic devel opment
in economically distressed areas of the state by providing incentives and inducing private
investment. Currently, Florida has 56 enterprise zones.

OTTED reports that between October 1, 2005 and September 30, 2006, new businesses
numbering 3,324 moved into or were created in enterprise zones and 12,490 new jobs were
created by businesses in enterprise zones.> More than $33.2 million in state and local financial
incentives were approved during that period.

Over the last 5 years, some 13,279 new businesses have moved into or were created in enterprise
zones and 42,490 new jobs have been created.?

Sections 290.001-290.016, F.S., authorize the creation of the zones and sets forth criteria and
goals for the program. Prior to submitting an application for a zone, alocal government body
must determine an area:

e Haschronic extreme and unacceptable levels of poverty, unemployment, physical
deterioration, and economic disinvestment;

e Needs rehabilitation or redevelopment for the public health, safety, and welfare of the
residents in the county or municipality; and

e Can berevitalized through the inducement of the private sector.

OTTED isresponsible for approving applications for enterprise zones, and also approves
changes in enterprise zone boundaries when authorized by the Florida Legislature. As part of the
application process for an enterprise zone, the local county or municipality in which the
designation will be located also is responsible for creating an Enterprise Zone Devel opment
Agency and an enterprise zone devel opment plan.

Asoutlined in s. 290.0056, F.S., an Enterprise Zone Development Agency is required to have a
board of commissioners of at least 8, and no more than 13, members. The agency has the
following powers and responsibilities:

e Assisting in the development, implementation and annual review of the zone and
updating the strategic plan or measurable goals,

|dentifying ways to remove regulatory burdens,

Promoting the incentives to residents and businesses;

Recommending boundary changes;

Working with nonprofit development organizations; and

Ensuring the enterprise zone coordinator receives annual training and works with
Enterprise Florida, Inc.

! Florida Enterprise Zone Program Annual Report, October 1, 2005 - September 30, 2006, on page 1. Available at
http://www.floridaenterprisezones.com/Zones/Orgl/uploads/07REPORT . pdf.

2 |bid, page 6.
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Pursuant to s. 290.0057, F.S., an enterprise zone development plan (or strategic plan) must
accompany an application. At a minimum this plan must:

Describe the community’ s goal in revitalizing the area;

Describe how the community’s social and human resources—transportation, housing,
community development, public safety, and education and environmental concerns—will
be addressed in a coordinated fashion;

Identify key community goals and barriers;

Outline how the community is afull partner in the process of devel oping and
implementing this plan;

Describe the commitment from the local governing body in enacting and maintaining
local fiscal and regulatory incentives;

|dentify the amount of local and private resources available and the private/public
partnerships;

Indicate how local, state, and federal resources will all be utilized;

|dentify funding requested under any state or federal program to support the proposed
development; and

|dentify baselines, methods, and benchmarks for measuring success of the plan.

Florida s enterprise zones qualify for various incentives from corporate income tax and sales and
use tax liabilities. OTTED reports that $23.4 million in state incentives was approved by the
Department of Revenue (DOR), between October 1, 2005 and September 30, 2006, for al state
enterprise zones. During the same time period, $9.8 million in incentives was provided by local
governing bodies. Examples of local incentivesinclude: utility tax abatement, reduction of
occupational license fees, reduced building permit fees or land development fees, and local funds
for capital projects.

Available state sales tax incentives for enterprise zones include:

Building Materials Used in the Rehabilitation of Real Property Located in an Enterprise
Zone: Provides arefund for sales taxes paid on the purchase of certain building
materials, up to $5,000 or 97 percent of the tax paid.

Business Equipment Used in Enterprise Zones: Provides arefund for sales taxes paid on
the purchase of certain equipment, up to $5,000 or 97 percent of the tax paid.

Rural Enterprise Zone Jobs Credit Against Sales Tax: Provides asales and use tax credit
for 30 or 45 percent of wages paid to new employees who live within a Rural County.
Urban Enterprise Zone Jobs Credit Against Sales Tax: Provides a sales and use tax
credit for 20 or 30 percent of wages paid to new employees who live within the
Enterprise Zone.

Business Property Used in an Enterprise Zone: Provides arefund for sales taxes paid on
the purchase of certain business property, up to $5,000 or 97 percent of the tax paid per
parcel of property, which is used exclusively in an Enterprise Zone for at least 3 years.
Community Contribution Tax Credit: Provides 50 percent sales tax refund for donations
made to local community development projects.
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e Electrical Energy Used in an Enterprise Zone: Provides 50 percent sales tax exemption
to qualified businesses located within an Enterprise Zone on the purchase of electrical
energy.

Available state corporate income tax incentives for enterprise zones include:

e Rura Enterprise Zone Jobs Credit Against Corporate Income Tax: Provides a corporate
income tax credit for 30 or 45 percent of wages paid to new employees who live within a
Rural County.

e Urban Enterprise Zone Jobs Credit against Corporate Income Tax: Provides a corporate
income tax credit for 20 or 30 percent of wages paid to new employees who live within
the Enterprise Zone.

e Enterprise Zone Property Tax Credit: Provides a credit against Florida corporate income
tax equal to 96 percent of ad valorem taxes paid on the new or improved property.

e Community Contribution Tax Credit: Provides 50 percent credit on Florida corporate
income tax or insurance premium tax, or a sales tax refund, for donations made to local
community development projects.

Effect of Proposed Changes:

CS/SB 856 creates s. 290.00681, F.S., establishing one pilot “super enterprise zone” in Miami-
Dade County. The designation will provide existing certified businesses in the zone with a tax-
free statusfor 5 years, and certified new businesses with tax-free status for 10 years. Certified
businesses will be eligible for a 100-percent exemption from sales and discretionary tax on
tangible personal property.

In addition, retail sales made by certified businesses in a super enterprise zone are eligible for a
100 percent exemption on sales and discretionary tax for any tangible personal property item
priced up to $1,000.

Section 1 amends s. 212.02, F.S., to add a definition for “certified business,” which means a
business located in a super enterprise zone certified pursuant to s. 290.00682, F.S. This
subsection is repealed June 30, 2020.

Section 2 amends s. 212.08, F.S., to add tax exemptions related to super enterprise zones.
Certified businesses within super enterprise zones are exempt from paying tangible personal
property tax on purchases for their exclusive use within the zone. Also, retail sales of tangible
personal property from certified businesses located within super enterprise zones are exempt
from sales and use tax, under the following conditions:

e The exemption applies only to items priced at $1,000 or less.

e Thesale must be made at the physical location of the certified business and the buyer
takes possession of the items there, or the items must be shipped from inside the zone. Al
qualified sales made by a certified business in a super enterprise zone shall be considered
to have occurred in the zone, regardless of where the transfer of title or possession takes
place.
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New businesses certified on or after July 1, 2008, in a super enterprise zone qualify for the tax
exemptions provided in this CS for a period not to exceed 10 years. Existing businesses located
in asuper enterprise zone that become certified are eligible for tax exemptions provided in this
CSfor aperiod not to exceed 5 years after certification.

Section 3 amends s. 290.0056, F.S., to authorize the local enterprise zone development agencies
to recommend and submit applications to OTTED regarding super enterprise zone designations,
and to coordinate with local governmental entitieslocal tax exemptions.

Where applicable, the local agencies also are directed to submit to OTTED areport, due
December 1 of each year, about the super enterprise zones within their jurisdictions. The report
shall include the following information about the economic impact of the super enterprise zone:

e A list of businesses, and whether the businesses were new or from where they relocated;

e The number of jobs created;

e The percentage of employees employed by certified businesses who reside in the super
enterprise zone, or in an enterprise zone within the same county;

e Theextent of capital investment by the certified businesses; and

e The success of the super enterprise zone as measured by the strategic plan and methods
identified in s. 290.0057(1)(i), F.S.

Both changes to s. 290.0056, F.S, expire on June 30, 2020.

Section 4 adds references to “ super enterprise zones” in s. 290.0057, F.S,, relating to
development plans, and Section 5 repeals those references effective July 1, 2020.

Section 6 creates s. 290.00681, F.S., to establish the super enterprise zone program, and specify
the designation criteriaand eligibility requirements. OTTED is directed to designate one area as
apilot super enterprise zone. The areain Miami-Dade County is specifically described as being:

“bordered by Northwest 23" Street to the north, Northwest 5 Street
to the south, Northeast 1% Avenue to the east, and Northwest 8"
Avenue to the west.”

CS/SB 856 also includes specific eligibility criteriafor an areato qualify as a super enterprise
zone, in addition to the geographic description. To qualify, the Miami-Dade County area must:

Belocated in an enterprise zone;

Be no larger than 3 contiguous square miles;

Have an average unemployment rate four times greater than the state average;
Have a minimum of 40 percent of residents living below poverty level;

Have “general distress’ of business and residential property; and
Demonstrate evidence of significant job loss or dislocation.



BILL: CS/SB 856 Page 6

CS/SB 856 gives alocal enterprise zone devel opment agency the power to recommend and
submit an application to OTTED for the designation of a super enterprise zone. The application
must:

e Briefly describe the community’s goals for revitalization and include a devel opment
plan;

e Describe the ways in which the community’ s approach to economic devel opment, social
and human services, transportation, housing, community development, public safety, and
educationa and environmental concerns will be addressed in a coordinated fashion;

e |dentify and describe key community goals and the barriers that restrict the community
from achieving those goals;

¢ |dentify the amount of local and private support, and the resources that will be available;

e |dentify baselines, methods, and benchmarks for measuring success; and

¢ Include written approval from any associated county office or mayor’s office.

Section 6 of the CS also creates s. 290.00682, F.S., which specifies how businesses are certified
to participate in the program. To qualify as a certified business and receive a tax exemption
certificate, abusinessis required to file an application with the local enterprise zone
development agency. The business must also meet the following criteria:

e Operate and be located in the designated super enterprise zone;

e Create new employment in the zone while not causing unemployment elsewhere in the
state;
Have no outstanding state or federal tax obligations; and

e Demonstrate that no fewer than 20 percent of its employees are residents of the super
enterprise zone or enterprise zone located within the same county. This requirement may
be waived by the local enterprise zone development agency for good cause.

Each year, the local enterprise zone development agency is required to submit alist of new and
existing certified businesses to the local government entity, DOR, and OTTED. Also, DOR is
required to annually issue each certified business atax exemption certification. The certificateis
good for one year only. CS/SB 856 gives DOR and the local enterprise zone devel opment
agency the ability to disqualify a certified business from the super enterprise zone tax benefits if
the business fails to continue to meet required criteria.

A business that makes a fraudulent claim for payment of any tax exemption is liable for penalties
set forthins. 212.085, F.S. This statute requires payment of the tax plus a mandatory penalty of
200 percent of thetax, liability for fines, and possible conviction of afelony of the third degree.

The provisions in both of these new statutes expire June 30, 2020.

Section 7 amends s. 290.007, F.S., to add “ super enterprise zones’ and the tax incentives
available to them, and Section 8 repeal s those changes effective July 1, 2020.

Section 9 directs the Office of Program Policy Analysis and Government Accountability
(OPPAGA) to conduct an interim review of the program in 2013, and afinal review of the
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VI.

program by 2019. The review by OPPAGA must be submitted to the Governor, the President of
the Senate, and the Speaker of the House of Representatives.

Section 10 provides an effective date of July 1, 2007, for those sections of the CS where no
effective date has previously been expressed.

Constitutional Issues:

A.

Municipality/County Mandates Restrictions:
None.

Public Records/Open Meetings Issues:
None.

Trust Funds Restrictions:

None.

Economic Impact and Fiscal Note:

A.

Tax/Fee Issues:

On April 3, 2007, the Revenue Estimating Conference by consensus adopted a revised
fiscal, cash impact of $3.4 million in FY 2007-2008. Of that total, $2.7 million would be
the estimated |oss of state tax revenues and $700,000 would be the estimated loss of local
sales-tax revenue.

Private Sector Impact:

Indeterminate. However, the impact could be significant to the businesses that locate or
already are within the super enterprise zone, because of the sales tax savings on all their
purchases related to their operations. The general public also could benefit as consumers
who shop at businesses within the super enterprise zone to save state and, where
applicable, local-option sales taxes. Job-seekers also could benefit from opportunities
afforded them by businesses within the new zone.

Government Sector Impact:

OTTED indicates it can administer the super enterprise zone program without additional
resources.

Technical Deficiencies:

None.
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VII. Related Issues:

None.

This Senate Professional Staff Analysis does not reflect the intent or official position of the bill’ sintroducer or the Florida Senate.
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VIIl.  Summary of Amendments:

None.

This Senate Professional Staff Analysis does not reflect the intent or official position of the bill’ sintroducer or the Florida Senate.




