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A REVISED SUMMARY OF HOUSE BILL 4369 (H-1)

The bill would create a new act, the Commercial Rehabilitation Act, under which certain
rehabilitated commercial property in specially designated districts would receive a
reduction in property taxes for one to ten years, with the length determined by the local
unit of government (a city, village, or township).

The bill would apply only to a building or group of contiguous buildings of commercial
property consisting of at least 1 million square feet of space, at least 30 percent of which
isvacant. It would have to be located in a commercial rehabilitation district of at least 75
acres in size established by the local unit of government. A local unit would first have to
create arehabilitation district and then could entertain applications for tax exemptions. A
county could veto the creation of a district (through the action of an elected county
executive or by resolution of the county board of commissioners, where there was no
elected executive).

Such a "qualified facility" would be exempt from standard property taxes (although not
the land or persona property). Instead the facility would be subject to a newly created
specific tax that would, generally speaking, base the tax liability of the facility on its
value prior to rehabilitation. The property tax exemption would last for one to ten years,
as determined by the local unit of government. For a facility to be eligible for an
exemption, the rehabilitation could not begin before the commercial rehabilitation district
was created. The abatement would not apply to local school operating taxes or the State
Education Tax.

The tax exemption would require approval by the local unit of government, which would
be required to notify the local assessor and the legislative body of al taxing units affected
of any application for an exemption, and then hold a public hearing on the issue. The tax
exemption would also require the approval of the State Tax Commission.

[Note: The new act contains provisions very similar to those contained in Public Act 146
of 2000, known as the Obsolete Property Rehabilitation Act, which applies to blighted,
functionally obsolete, and contaminated propertiesin core cities.]

The property eligible for this program would be facilities devoted to such commercial

activities as retail, office, engineering, research and devel opment, warehousing, and parts
distribution, and would include buildings previously used for industrial purposes that are
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to be converted to commercial business operations. Casino property and professional
gports stadiums would not be eligible.

A new exemption could not be granted under the act after December 31, 2015, but an
exemption then in effect could continue until it expired.

The following is amore detailed description of key provisions.

Creation of a Commercial Rehabilitation District. The legidative body of a city,
village, or township could create one or more districts. A district could be established by
the local legidative body on its own initiative or upon the written request of property
owners with more than 50 percent of the taxable value of the property within a proposed
district. Before adopting a resolution establishing a district, the local legidative body
would have to give written notice by certified mail to the owners of all rea property
within the proposed district and afford an opportunity for a hearing at which property
owners and other residents and taxpayers could appear and be heard. Notice of the
hearing would have to be provided not less than ten days or more than 30 days before the
hearing.

County Action. Within 28 days of receiving a copy of the resolution establishing a
district, the county could reject its establishment. If the county had an elected county
executive, he or she could notify the local unit in writing of the rejection; otherwise,
rejection would require aresolution passed by the county board of commissioners.

Commercial Rehabilitation Exemption Certificate. The owner of qualified property
within adistrict could file an application for an exemption certificate with the local clerk.
The application would have to contain or be accompanied by a general description of the
facility and the proposed use of the rehabilitated facility, the genera nature and extent of
rehabilitation to be undertaken, a descriptive list of the fixed building equipment that
was to be part of the rehabilitation, a time schedule for the proposed work and its
completion, and a statement of the economic advantages expected from the exemption,
including the number of jobs to be retained or created as a result of rehabilitation, as well
as the construction jobs involved. Upon receipt of an application, the local clerk would
have to notify in writing the assessor of the local tax collecting unit and the legidlative
body of each taxing unit levying ad valorem taxes where the facility was located. Before
acting on the application, the local legislative body would have to hold a public hearing
and give public notice to the assessor, representatives of affected taxing units, and the
genera public.

Action by Local Legidative Body/ State Tax Commission. The local legidative body
would have to approve or disapprove the application for an exemption certificate, by
resolution, within 60 days after its receipt by the clerk. Within 60 days of receiving the
resolution from the local unit, the state tax commission would have to approve or
disapprove the resolution. If approved, the exemption certificate would be issued to the
applicant containing, among other things, the period of time authorized by the legidative
body in which the rehabilitation must be completed. If the certificate was for less than 10
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years, it would have to contain the factors, criteria, and objectives for extending the
period of time, if any. The effective date of an exemption certificate would be the
December 31 immediately following its issuance. An exemption certificate could be
transferred and assigned by its holder to a new owner of the rehabilitated facility with the
approval of the local unit.

Approval Criteria. An exemption certificate could not be approved unless, among other
things, the rehabilitation of the facility began after the establishment of the rehabilitation
district; the completion of the rehabilitation was likely to increase commercial activity,
create employment, retain employment, prevent a loss of employment, revitalize urban
areas, or increase the number of residents in the community in which the facility was
situated; the applicant stated in writing that the rehabilitation would not be undertaken
without the exemption certificate; and the applicant was not delinquent in the payment of
any taxes related to the facility.

Override of Taxable Value Limit. If the taxable value of the property proposed for an
exemption, considered together with exemptions previously granted, exceeded five
percent of the taxable value of the local unit, the legisative body would have to make a
separate finding and include a statement in its resolution that exceeding that amount
would not have the effect of substantially impeding the operation of the local unit or
impairing the financial soundness of an affected taxing unit.

Required Reports. Local units would be required to report annually to the State Tax
Commission on the status of each exemption, including the current value of exempted
property, the number of jobs retained or created, and new residents. The Department of
Treasury would use this information in making an annual report to the committees in the
Senate and the House responsible for tax policy and economic development issues. After
the act had been in effect for three years, the department would have to submit to those
committees an economic analysis of the costs and benefits of the new act in the three
local units where the exemption had been used the most.

Commercial Rehabilitation Tax. The owner of a qualified facility that had received an
exemption certificate would pay a new specific tax instead of standard property taxes.
The act contains the formula for determining tax liability. Generally speaking, it freezes
the taxable value of the buildings at the level prior to rehabilitation. The taxable value of
land and personal property would remain unchanged. The new specific tax would be an
annual tax paid in the same manner as the property tax and, generally speaking, disbursed
in the same manner.

FISCAL IMPACT:
The following is an example of the impact of this proposed |egislation, based on the listed
assumptions, which anticipates the rehabilitation of a retail, commercial, and office
complex.

1. Pre-improvement property value = $20 million
2. Property value of improvements = $10 million
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3. Millage; School = 10 mills, All other = 40 mills, Total = 50 Mills
4. Life of Abatement = 1-10 years

The property tax on the existing property would be frozen at its pre-improvement level of
50 mills times $20 million times 50% taxable value = $500,000.00. This has no fiscal
impact.

The tax on the property value of the improvements is abated by 40 mills times $10
million times 50% taxable value = $200,000.00 for one year. This $200,000.00 in lost
revenue is the measurable fiscal impact on local units of government within the
commercia rehabilitation district. In addition, to the extent the rehabilitated property
draws customers and tenants away from surrounding businesses, in the long run there
may be lost tax revenue to the adjoining local units of government if property values
decline.

Legidative Analyst: Chris Couch
Fiscal Analyst: Richard Child

m This analysis was prepared by nonpartisan House staff for use by House members in their deliberations, and does
not constitute an official statement of legislative intent.
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