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James B. Black

North Carolina House of Representatives
Raleigh, North Carolina 27601-1096

HOUSE SELECT COMMITTEE ON ECONOMIC DEVELOPMENT

TO THE HONORABLE MEMBERS OF THE NORTH CAROLINA
HOUSE OF REPRESENTATIVES

Section 1. The House Select Committee on Economic Development (hereinafter
"Select Committee") is established by the Speaker of the House of Representatives pursuant
to G.S. 120-19.6 and Rule 26(a) of the Rules of the House of Representatives of the 2005
General Assembly.

Section 2. The Select Committee shall be composed of the nine members listed
below.

Representative Jim Harrell, III, Chair
Representative Bill Daughtridge, Vice Chair
Representative Bob England

Representative Pryor Gibson
Representative Bruce Goforth
Representative Earl Jones

Representative Bill Owens

Representative Earline W. Parmon
Representative Karen B. Ray

Section 3. The Select Committee may study all aspects of economic development
programs.

Section 4. The Select Committee shall meet upon the call of its Chair. A quorum of
the Select Committee shall be a majority of its members, including the Chair.

Section 5. Members of the Select Committee shall receive per diem, subsistence, and
travel allowance as provided in G.S. 120-3.1. The expenses of the Select Committee
including per diem, subsistence, travel allowances for Select Committee members, and
contracts for professional or consultant services shall be paid upon the written approval of
the Speaker of the House of Representatives pursuant to G.S. 120-32.02(c) and G.S. 120-35
from funds available to the House of Representatives for its operations. Individual
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expenses of $5,000 or less, including per diem, travel, and subsistence expenses of members
of the Select Committee, and clerical expenses shall be paid upon the authorization of the
Chair of the Select Committee. Individual expenses in excess of $5,000 shall be paid upon
the written approval of the Speaker of the House of Representatives.

Section 6. The members of the Select Committee serve at the pleasure of the Speaker
of the House of Representatives. The Speaker of the House of Representatives may dissolve
the Select Committee at any time.

Section 7. The Legislative Services Officer shall assign professional and clerical staff
to assist the Select Committee in its work. The Director of Legislative Assistants of the
House of Representatives shall assign clerical support staff to the Select Committee.

Section 8. The Select Committee, while in the discharge of its official duties, may
exercise all powers provided for under G.S. 120-19 and Article 5A of Chapter 120 of the
General Statutes. The Select Committee may contract for professional, clerical, or
consultant services as provided by G.S. 120-32.02.

Section 9. The Select Committee may meet at various locations around the State in
order to promote greater public participation in its deliberations. The Legislative Services
Commission shall grant adequate meeting space to the Select Committee in the State
Legislative Building or the Legislative Office Building.

Section 10. The Select Committee may submit an interim report on the results of its
study, including any proposed legislation, to the members of the House of Representatives,
on or before May 1, 2006, by filing a copy of the report with the Office of the Speaker of the
House of Representatives and the Legislative Library. The Select Committee shall submit a
final report on the results of its study, including any proposed legislation, to the members
of the House of Representatives, on or before December 31, 2006, by filing a copy of the
report with the Office of the Speaker of the House of Representatives and the Legislative
Library. The Select Committee shall terminate on December 31, 2006, or upon the filing of
its final report, whichever occurs first.

Effective this 3rd day of March, 2006.

James B. Black
Speaker

Revised copy to reflect Representative Daughtridge as Vice Chair.
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NORTH CAROLINA GENERAL ASSEMBLY
Legislative Services Office

George R. Hall, Legislative Services Officer

Researdh Diusion Terrerce D. Sulliwn
300 N, Salisbury Street, Suite 545 . Director

Raleigh, NC 27603-5925 .

Tel 919-733-2578 Fax 919-715-5460

April 5, 2006

The Honorable Jim Harrell, 111, Chair

House Select Committee on Economic Development
North Carolina House of Representatives

300 North Salisbury Street, Room 403

Raleigh, NC 27603-5925

Dear Representative Harrell:

I have asked Mr. Canaan Huie, a staff attorney with the Bill Drafting Division, to join
Ms. Karen Cochrane-Brown and Ms. Cindy Avrette, as staff to the Committee.

Should you wish to contact Mr. Huie, he may be reached by telephone at (919) 732-

‘ 6660.

If I may be of service to you or the Committee, please contact me.

Yours truly,

TDS/lba

cc:  Hon. James B. Black, Speaker Ms. Cindy Avrette
Mr. George Hall Mr. Canaan Huie
Mr. Gerry Cohen Mr. Brian Peck

Ms. Karen Cochrane-Brown

AN EQUAL OFPCRTUMITY/AFFIRMATIVE ACTICN EMPLOYER



HOUSE SELECT COMMITTEE ON ECONOMIC DEVEI.OPMENT
MEMBERSHIP LIST

Representative Jim Harrell, 11l Representative Earl Jones

Chair 21 Loney Circle
405 Legislative Office Building Greensboro, NC 27406
Raleigh, NC earlji@ncleg.net
jha@ncleg.net 336-273-0840

919-715-1883

Representative Bill Daughtridge

Vice Chair

PO Box 593

Rocky Mount, NC 27802
billd@ncleg.net
252-442-5526

Representative Bob England
PO Box 908 ’
Ellenboro, NC 28040
bobe@ncleg.net
828-453-8807

Representative Pryor Gibson
PO Box 1010

Wadesboro, NC 28170
pryorg@ncleg.net
704-694-5957

COUNSEL:
Cindy Avrette
cindya@ncleg.net

COUNSEL:
Karen Cochrane-Brown
karenc@ncleg.net

Legislative Research Division
Room 543, LOB
919-733-2578

Representative Bruce Goforth
137 Stonecrest Drive
Asheville, NC 28803
bruceg@ncleg.net
828-298-6237

Representative Bill Owens
113 Hunters Trail East
Elizabeth City, NC 27909
billo@ncleg.net
252-335-0167

Representative Earline W. Parmon

3873 Barkwood Drive
Winston-Salem, NC 27105
earlinep@ncleg.net
336-767-7395

Representative Karen B. Ray
262 Gibbs Road
Mooresville, NC 281117
karenr@ncleg.net
252-354-6993

CLERK:

Beth LeGrande
harrellla@ncleg.net
Room 405, LOB
919-715-1883



ATTENDANCE
. HOUSE SELECT COMMITTEE ON ECONOMIC DEVELOPMENT
421 Legislative Office Building
1:00 P.M.

DATES

3-22-2006
4-10-2006
5-4-2006
5-9-2006

Representative Jim Harrell, I, YI|[Y[Y|Y
Chair
Representaﬁve Bill, Daughtrdge, Y |Y Y
Vice Chair
Representative Bob England Y|Y|Y]|Y
Representative Pryor Gibson Y |Y Y
Representative Bruce Goforth Y |Y Y |
Representative Earl Jones YIY Y
' Representative Bill Owens Y
Representative Earline W. Parmon Y|Y Y
Representative Karen B. Ray Y |Y Y




NORTH CAROLINA GENERAL ASSEMBLY
STATE LEGISLATIVE BUILDING
RALEIGH, NORTH CAROLINA 27603

NORTH CAROLINA HOUSE OF REPRESENTATIVES
House Select Committee on Economic Development

March 7, 2006
MEMORANDUM
TO: Members of the House Select Committee on Economic Development
FROM: Represéntative Jim Harrell, Chair
RE: Notice of Committee Meetings Dates

COMMITTEE MEETINGS at 1:00 P.M.: MARCH 22, 2006
APRIL 10, 2006
APRIL 27, 2006

The first meeting of the House Select Committee on Economic
Development will meet on Wednesday, March 22, 2006 in Room 421 of the
Legislative Office Building at 1:00 P.M.

The March 22 meeting will be an organizational and planning meeting. We
hope you will be able to attend. Please do not hesitate to let us know if you
have any questions.

Please advise Beth LeGrande, Committee Assistant, at 715-1883, or e-mail
Harrellla@ncleg.net if you are unable to attend.

Thank you.



HOUSE SELECT COMMITTEE ON
ECONOMIC DEVELOPMENT
Wednesday, March 22, 2006

The House Select Committee on Economic Development met on Wednesday, March 22, 2006, in
Room 421 of the Legislative Office Building at 1:00 P.M. The following members were present:
Representative James A. Harrell, I1I, Chairman; Representative Bill Daughtridge, Vice Chairman;
and Representatives Bob England, Pryor Gibson, Bruce Goforth Earl Jones, Earline W. Parmon,
and Karen B. Ray.

The Visitor Registration list and the Committee Agenda are attached and made part of these
minutes. (Please see exhibit #1 and #2.)

Chairman Harrell called the meeting to order with welcoming remarks. He clarified that the goal of
Committee is to present a proposal to the 2006 Short Session that will address improvements and
potential expansions to the William S. Lee Act encourage economic growth. Representative Harrell
noted that both rural and metropolitan areas were represented and welcomed. He defined the
membership as a group focused on economic development with Bill Lee Act concerns in the past
and ideas on ways to improve it.

Canaan Huie, Committee Counsel, Bill Drafting Division, was recognized to review the Bill Lee
Act. (Please see Exhibits #3 & #4.) “Overview of the Tax Incentives for New and Expanding
Businesses: Article 34 of Chapter 105” and “Summary of the William S. Lee Quality Jobs and
Business Expansion Act (Bill Lee Act). The overview included a description of the evolution of
the Bill Lee Act from when the General Assembly first created it in 1996 to where it is today. Mr.
Huie explained that initially the three factors used for determining ratings were unemployment
levels, poverty levels and population growth rates. He noted that the original philosophy of General
Assembly was to look at which industries would have the greatest multiplying effects. The general
administration, basic eligibility requirements, specific credits allowed, and accountability of the
Act were reviewed in detail. Mr. Huie, in response to questions, explained that existing businesses
and industries are allowed credits under the Act as long as they are growing. He further noted that
80% of the credits in the Bill Lee Act are taken by existing industries.

Chairman Harrell recognized Don Hobart, Counsel and Liaison, North Carolina Department of
Commerce. Mr. Hobart acknowledged Tony Copeland, Assistant Secretary of Commerce, and
Norris Tolson, Secretary of the Department of Revenue, in the audience. The Department’s support
of tax credits to encourage business growth and expansion was cited. Recommendations associated
with business tax credits that could improve the current tax structure were reviewed. “The
Department of Commerce - Perspective on Business Tax Incentives”. (Please see Exhibit #5.)

Donny Hicks, Legislative Chair, North Carolina Economic Developers Association, and Executive
Director, Gaston County Economic Development Commission was recognized for remarks. Mr.
Hicks explained the role of NCEDA and noted the critical importance of William S. Lee Act, as
well as, NCEDA’s support in simplifying and streamlining the Act. (Please see Exhibit #6.) The
need for continued competitiveness in all counties was emphasized. Members expressed concern
over industries that were leaving locations to be more profitable. It was suggested that a new
formula was needed for businesses that were expanding with machines and equipments but
subtracting jobs; protections were needed for the mobile equipment and machinery industry in an
effort to keep tax credits and jobs from going to other states; and because urban counties did not
compete with non-urban counties, the importance of not weakening tax incentives in urban
counties. Machine and equipment tax credits were cited as one of the most essential credits that
NCEDA is able to use to keep competitive. He concluded by expre>smg support of wage
modification to assist small business development.



House Select Committee on Economic Development
March 22, 2006
Page Two

Barry Eveland, President, North Carolina Citizens for Business and Industry was recognized for
comments. Mr. Eveland expressed appreciation over the two year extension for recommendations
to be made to the Bill Lee Act, thereby allowing time to discuss the right course of action. He
stated that NCCBI was in agreement with the Department of Commerce and NCEDA. Statewide
economic development, job growth and incentives not only for disadvantaged counties but also for
urban counties. The negative effect that the weakening of urban counties would have on non-urban
counties was emphasized. NCCBI supported small businesses and entrepreneurial development;
along with a special credit to be used to attract corporate headquarters and the need for the wage
standard to be re-considered and re-defined. The creation of a safety net was encouraged in the
event an industry’s circumstance resulted in unemployment. In conclusion, Mr. Eveland suggested
looking at integrating existing programs in rural counties into the Lee Act.

Beau Mills, Director of North Carolina Metropolitan Coalition, an affiliate of the League of
Municipalities; was recognized. The State of North Carolina Urban Distressed Communities and
North Carolina Metropolitan Coalition (Please see Exhibits #7 & #8.) The need for urban tier
counties to remain competitive and again it was stressed that urban counties did not competing with
non-urban counties, but with San Francisco, Boston, and Singapore. Mr. Mills explained that
economic development is a priority for mayors along with infrastructure, public safety and local
flexibility. He expressed concern that urban development zones currently were not realistic and too
broad. He emphasized revitalization of distressed communities applied to urban areas as well.
Further concern was expressed over the poaching of jobs from the Charlotte Metro area to South
Carolina. In conclusion, Mr. Mills agreed that attracting corporate headquarters is crucial to the
economic development of the State.

Chairman Harrell recognized Jim Fain, Secretary, North Carolina Department of Commerce, for
remarks. Secretary Fain stated that the collaborative approach was thought to be the best approach
for all involved and emphasized his commitment to a consensus view.

There being no further business, Chairman Harrell adjourned the meeting at 3:15 P.M.

Respectfully submitted,

I
' /

Repfesentative James A. Harrell, 111 Beth Wood LeGrande
Chairman Committee Assistant
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HOUSE SELECT COMMITTEE ON ECONOMIC DEVELOPMENT
AGENDA

1:00 p.m.
March 22,2006
Room 421 Legislative Office Building

I. Call to order:
Representative James A. Harrell, III, Chairman, Presiding

‘ II. Introductions and Remarks

III.  Overview of the Tax Incentives for New and Expanding Businesses:

Article 3A of Chapter 105
Canaan Huie, Committee Counsel, Bill Drafting Division

IV Comments on Tax Incentives for New and Expanding Businesses
Don Hobart, General Counsel, Department of Commerce
Donny Hicks, Legislative Chair, North Carolina Economic Developers
Association, and Executive Director, Gaston County Economic Development
Commission
Barry Eveland, President, North Carolina Citizens for Business and Industry
Beau Mills, Director, North Carolina Metropolitan Coalition

V. Adjournment
Next meeting date: April 10, 2006, at 1:00 p.m. in room 421
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VISITOR REGISTRATION SHEET

‘ HOUSE SELECT COMMITTEE ON ECONOMIC DEVELOPMENT
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March 22, 2006
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Overview of the Bill Lee Act

s Basic Overview of
the Act

» Evolution of the Act

= Accountability under
the Act

Basic Overview of the Bill Lee Act

s General Administration
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a Specific Credits
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Bill Lee — General Administration

a Enterprise Tiers
= Five tiers, counties
ranked according to
. poverty level,
unemployment, and
population growth

= Development Zones

s Areas of high poverty .
at least partially within
urban areas

s
3

Bill Lee — General Administration

» Credits applied against mcome ,f tsew;f
Or gross premiums tax)es ‘

= Credit may not exceed 50% of tdx liability

= Unused portions of a. credit mayxb% camed
forward from 5 to 20 years ! C o

Bill Lee Act — Basic Eligibility

= Must be an eligible activity oo
= Eligibility may be determired*by i r|mary <
business of a taxpayer,;the prima ,usmess L

of the establishment, the location 0 :the

created at the establishment A
= Manufacturing, warehousing, wholgzale trade,
computer services, data processipgiel =
mail order house, customer service; enters,
air couriers, and central admmlstr tive office .




Bill Lee Act — Basic Eligibility
@

= Eligibility
» Health Insurance
» OSHA Record
» Environmental Impact
» Overdue Tax Debts
s Wage Standard

Bill Lee Act — Spéciﬁc Credits

e G. S. 105-129.8 - Credit for creat@ngobsmy‘

= G.S. 105-129.9 - Credif‘for investihg in -
machinery and equiprent el

s G.S. 105-129.9A ~ Technology %
commercialization credit

» G.S. 105-129.11 - Credlt for worker
training ; . =

Bill Lee Act — Specific Credits

» G.S. 105-129.12 - Credit for inve r,mg:mw“{
central office or aircraft-facility property *

= G.S. 105-129.12A ~ Credit for s mistantlal
investment in other property .

= G.S. 105-129.13 - Credit for deve Opment
zone projects : ,




Overview of the Bill Lee Act

= Basic Overview of the
Act

= Evolution of the
Act

= Accountability under
the Act

Bill Lee - Evolution

» There have been sngmﬂcaptﬁange tv 3
each year since it was enacted

Bill Lee — Evolution — Tier Structure

= Originally the tier structure was deters

respect to the three factomn'y : L
no development zones  * &
s 1997 o !%5

» Added an exception for enterpnse tier or&' ounties .

= Specified the period over WhICh data we
» 1998

» Development zones creatéed

» Added an exception for two-county indu:




Bill Lee — Evolution — Tier Structure

= 1999 e
= Added an exception for Iowerepo'ﬁﬁtation untles
= 2000 :

= 2001 S @a
» Enhanced exception for: two-county industrial parks'
s Enhanced exception for Iower-populatl riy

L
f

Bill Lee — Evoluﬁon — Tier Structure

= 2004

= Changed the period overWwhich d :}were
measured 3 4

» 2005

» Added an exception f for countles
unemployment

Bill Lee — Evolution - Industry

» Originally, the only
eligible industries were
manufacturing and
processing, warehousing
and distribution, and data
processing

» 1997

e Added central
administrative offices
= Added air courier servlces
= 1998

= Converted from SIC Oodes
to NAICS codes




Bill Lee — Evolution - Industry
= 1999 e ;
mandaéd"éusgomer $
. service centers
/ = Added eléetronic mail
‘ /| order ho(g%’e’xs
\ = Added airline training
N | ' facilities (;38‘

a 2000 el
= Added airfipe
maintenapge facilities,,,

Bill Lee — Evolution - Industry

= 2001 W

Ganfidd™piimary activity” 5
7 = Redefined 8'3&@ processing : :
. and created;a specific ¢

category for. computer
n 2003 %A -
= Special rulésifor “primary
activity or;res&arch and
: developmeh‘t
. '_’ &
AT %

Bill Lee — Evolution — Credits

= Originally, there were
four credits - job
creation, machinery
and equipment,
research and
development, and
worker training




Bill Lee — Evolution - Credits

s Credit for investing in
central administrative
office and aircraft
facility property

u Created in 1997

« Expanded in 1999 and
2000 to apply to alrllne
training and
maintenance facmues -
expected to benefit US
Airways and Midway

Bill Lee — Evolution - Credits

» Technology
commerctallzatlon
credit

= Enacted in 1999

» Enhanced credit for
investment in
machinery and
equipment for
technologies
developed by a
research university

» Expected to benefit -

DuPont

Bill Lee — Evolution - Credits

s Credit for
development zone
projects

» Created in 1999

» Credit for donation of
cash or property to a
type of nonprofit ;
agency that uses the =~

property for
community
development purposes




Bill Lee — Evolution - Credits

s Credit for substantial
investment in other
property

» Enacted in 2001

» Credit for investment
in real property in
lower-tiered counties if
investment and job
levels are met .

» Expected to benefit -
Lowes

Bill Lee — Evolution - Credits

s Credit for research

and development

» Recodified as a stand-
alone credit in 2004

s Credit more focused
on North Carolina
based research and
more generous for
research performed in
lower tiers, by small
businesses, or by a
research university -

Bill Lee - Evolution

numerous times.




Overview of the Bill Lee Act

= Basic Overview of the
Act

s Evolution of the Act

. Accou‘ntability
under the Act

Bill Lee - Accountability

» Expiration . Forfelture

a Taxpayer loses eligibility ,,;l'

for credit after the initial ~ §™ ehglb|e farithe credit
instaliment of credit 5 when the i itial

» For credits taken in . instalime ‘%f the credit

installments, taxpayer co

loses any future .

instaliments, but retains .~ - loses all fdt fe

carryforward and does .~ - instalimentsiand

not forfeit past credits - carryforwafas and must .

A repay amio

previous} ﬁken with
interest L

&

Bill Lee — Accountability
» Annual reports W
» Department of Revenm“ﬁflbms‘a annual

report including information abouti{he credlts
itemized by taxpayer : &
= Biennial reports i .
» Department of Commerce‘publishes blenmal

report evaluating the effectivene; @@d effect '
of the credits and the structure of the Act ;
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Exhibi f 22 %

Summary of the William S. Lee Quality Jobs and Business Expansion
‘ | Act (Bill Lee Act).

Prepared by Y. Canaan Huie
Legislative Drafting Division, North Carolina General Assembly
Updated October 24, 2005

The William S. Lee Quality Jobs and Business Expansion Act (hereinafter Bill Lee Act)
was enacted in 1996, effective beginning with the 1996 tax year with a 2002 sunset. The
Act is a package of State tax incentives and has been modified in each subsequent year.
The incentives are primarily in the form of tax credits for investment in machinery and
equipment and real property, for job creation, for worker training, and for research and
development. Counties are divided into five economic distress tiers based on the
unemployment rate, per capita income, and population growth of the county. For many
of the credits, the lower the tier of a county, the more favorable the incentive. The Act
requires the Department of Commerce and the Department of Revenue to report
periodically on the credits allowed by the Act. :

Before 1996, North Carolina had made little use of tax incentives to lure businesses to the
State. Even without incentives, North Carolina was consistently one of the top states in
attracting industry. The array of credits authorized by the Bill Lee Act was viewed as an
experiment, to be evaluated in five years to determine whether the incentives were cost

. effective and actually affected behavior, or merely provided tax reductions to businesses
that would have located or expanded in any case. In 2000, the General Assembly
extended the sunset on the Act until January 1, 2006. During the 2005 Regular Session,
the General Assembly further extended the Act until January 1, 2008.' However, as part
of the same act that extended the Bill Lee Act, the 2005 General Assembly expressed its
intent to revamp the Act during the 2006 Regular Session with those changes to become
effective January 1, 2007. !

General Administration.

! There are several exceptions to the 2006 sunset date. Interstate air couriers are eligible to claim the
credits for business activity that occurs on or before January 1, 2010, provided that the interstate air courier
entered into a real estate lease on or before January 1, 2006 with an airport authority that provides for the
lease of at least 100 acres of land for a term of at least 15 years. "Eligible major industries” that qualify as
such before January 1, 2006, are also allowed to claim credits for business activity that occurs on or before
January 1, 2010. A taxpayer is an eligible major industry if it will invest at least $100 million in acquiring,
constructing, and equipping a facility and it is engaged in bioprocessing, the manufacture or distribution of
pharmaceuticals or medicines, aircraft manufacturing, computer manufacturing, motor vehicle
manufacturing, or semiconductor manufacturing. Finally, certain development zone projects are allowed to
claim credits for business activity that occurs on or before January 1, 2010. In order to qualify for this
extension of the Act, the taxpayer must sign a letter of commitment with the Department of Commerce
" before January 1, 2006 describing the project, the Secretary of Commerce must make a ‘written
determination that the taxpayer will invest at least $10 million in acquiring, constructing, and equipping the
facility within a three-year period and that the taxpayer will create at least 300 new jobs with respect to the
‘ project within three years, and the taxpayer must invest at least $4 million and create at least 20 new jobs
before January 1, 2006. .

Legislative Services Office ‘ North Carolina General Assembly Legislative Drafting Division, 733-6660



By December 31 of each year, the Department of Commerce is required to assign a tier
designation to each of the 100 counties in the State. In order to make these assignments,
the Department of Commerce must rank all 100 counties based on the following three
factors: the rank of the county in a ranking of counties by average rate of unemployment
over the preceding 12 months from lowest to highest, the rank of the county in a ranking
of counties by average per capita income over the proceeding 12 months from highest to
lowest, and the rank of the county in a ranking of counties by percentage growth in
population over the preceding 12 months from highest to lowest.2 Each of these factors is
given equal weight. The Secretary of Commerce is required to use the latest data
available in making these calculations. Counties with one of the 10 highest rankings are
designated enterprise tier one, the next 15 counties are enterprise tier two, the next 25
counties are enterprise tier 3, the next 25 counties are enterprise tier 4, and the remaining
counties are enterprise tier 5.

There are numerous exceptions to this formula. A county designated as enterprise tier
one or two may not be designated a higher tier until it has been at its current tier for at
least two consecutive years. There are also exceptions for certain lower-population
counties that could result in those counties receiving a lower tier designation. There are
two exceptions for establishments located in certain multi-county industrial parks.
Finally, any county whose ranking in unemployment is one of the ten highest in the State
1s automatically designated an enterprise tier one area.

The Department of Commerce is also responsible for designating development zones.
Development zones are areas of higher poverty within urban centers. In order to be
designated as a development zone, the area must satisfy all of the following conditions:
every census tract or block group in the zone is located in a city with a population of at
least 5,000, the zone has a population of at least 1,000, more than 20% of the population
of the zone is below the poverty level, every census track or block group in the zone has
more than 10% of its population below the poverty level or is immediately adjacent to a
~ census tract or block group that has more than 20% of its population below the poverty
level, and no census tract or block group in the zone is located in another development
zone. Designation as a development zone is effective for two years. Location in a
development zone leads to more favorable treatment for the taxpayer with respect to the
wage standard, the credit for creating new jobs, the credit for investing in machinery and
equipment, and the credit for worker training and could result in extending the
- availability of the credits if certain other criteria are met with respect to a project.

All of the credits are allowed against either the franchise tax levied in Article 3 of
Chapter 105, the income taxes levied in Article 4 of Chapter 105, or the gross premiums
tax levied in Article 8B of Chapter 105. In general, a taxpayer may take a credit against

2 Prior to the designations for the 2005 calendar year, these rankings were based on longer time periods.

Unemployment and per capita income were averaged over three years rather than 12 months. There was no

time period specified for measuring population growth, but it was the practice of the Department of ‘
Commerce to measure population growth by comparing the most recent estimates of population in the '
county with the figures derived from the last decennial federal census. -

Legislative Services Office North Carolina General Assembly Legislative Drafting Division, 733-6660



only one of these taxes.> The taxpayer must elect against which tax the credit will apply
when filing the return on which the credit or the first installment of the credit is claimed.

. Once this election has been made it is irrevocable. Any carryforwards of a credit must
also be claimed against the same tax.

The total amount of credits allowed under the Act to a taxpayer may not exceed 50% of
the tax against which they are claimed reduced by the sum of all other credits for the
taxable year. This cap applies to the cumulative amount of credlts for the current year
and carryforwards of credits from previous years.

In general any unused credit may be carried forward for the succeeding five years. There
are numerous exceptions to this. Credits with respect to large investments may be carried
forward for 15 years and credlts with respect to other significant investments may be
carried forward for 10 years.* Additionally, several of the specific credits have longer
carryforward periods.

When filing a return for a taxable year in which the taxpayer engaged in activity for
which the taxpayer is eligible for a credit, the taxpayer must submit a fee of $500 for each
credit the taxpayer intends to claim up to a maximum of $1500. However, this fee is not
due if the activity for which the taxpayer is claiming a credit occurred in a development
zone. The fee is to be divided between the Department of Revenue and the Department
of Commerce and is to be used to offset the costs of administering the Bill Lee Act.

. Each taxpayer claiming a credit under the Bill Lee Act must provide any information
required by the Secretary of Revenue to evaluate the eligibility of the taxpayer for the
credit claimed.

The Department of Revenue and the Department of Commerce are required to make
several reports on the Bill Lee Act. By each May 1, the Department of Revenue must
. publish information itemized by credit and by taxpayer relating to the amount and
enterprise tier of new jobs, new real property, new machinery and equipment, new
worker training, and new research and development. The Department of Commerce is
required to make biennial reports on tax equity and the impact of the Bill Lee Act.

Bill Lee Act credits cannot be taken more than six months after the deadline for filing the
tax return (including extensions) on which they are claimed. This is more restrictive than
is generally the case under North Carolina law. In general, an overpayment may be
refunded only if the discovery is made or the written request for a refund made within 3

* For the technology commercialization credit aliowed under G.S. 105-129.9A, the taxpayer may split the

credit between any of the three taxes.
“ A "large investment" is one in which the Secretary of Commerce makes a written determination that the

taxpayer will invest at least $150 million in the project within a two-year period. Though not defined as
"other significant development", a taxpayer is eligible for the 10-year carryforward period if the Secretary
of Commerce makes a written determination that the taxpayer will invest at least $50 million in the project

‘ within a two-year period. For interstate air couriers and eligible major industries, the relevant time penods
are seven years rather than two years.
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years of the date set by statutes for filing the return or within 6 months of the date of the
overpayment, whichever is later.

Basic Eligibility

Type of Business. In order to be eligible for a credit under the Bill Lee Act, a taxpayer
must meet the eligibility requirements with regard to type of business. Business-type
eligibility depends of several factors including the primary business of the taxpayer as a
whole, the primary activity of the particular establishment’, the location of the
establishment, and the number of new jobs created. The following types of busmess are
eligible under the Bill Lee Act:

e Air courier services, if the primary business of the taxpayer is air courier services.

e Data processing, if the primary business of the taxpayer is data processing.

e Manufacturing, if the primary business of the taxpayer is manufacturing,
warehousing, or wholesale trade and the primary activity of the establishment is
manufacturing.

e Warehousing, if the primary business of the taxpayer is manufacturing,
warehousing, or wholesale trade and the primary activity of the establishment is
warehousing, or if the primary activity of an establishment is warehousing, the
establishment is located in an enterprise tier 1-3 area, and the establishment serves
25 or more establishments of the taxpayer.

e Wholesale trade, if the primary business of the taxpayer is manufacturing,
warehousing, or wholesale trade and the primary activity of the establishment is
wholesale trade. :

e Computer services, if the primary activity of the establishment is computer
services.

e Electronic mail order house, if the primary activity of the establishment is an
electronic mail order house and the electronic mail order house is located in an
enterprise tier 1-3 area and creates at least 250 new jobs.

e Customer service center, if the primary business of the taxpayer is financial
services or telecommunications, the primary activity of the establishment is a
customer service center, and the center is located in an enterprise tier 1-3 area.

o Central office or aircraft facility, if the primary activity of the establishment is a
central administrative office or a training or maintenance center for an interstate
air passenger carrier and the establishment creates at least 40 new jobs.

Wage Standard. A taxpayer is eligible for a credit under the Bill Lee Act only if the jobs
provided by the taxpayer meet a wage standard. Legislation in 2002 eliminated the wage
standard in enterprise tier one and two areas. Since the wage standard for a business
located in a development zone is the same as for tier one counties, that legislation also
eliminated the wage standard for a development zone area. For enterprise tier areas three
through five, the jobs provided by the taxpayer must pay at least 110% of the applicable

average weekly wage. The applicable average weekly wage of the county is the lowest of
i

5 An "establishment" is defined by NAICS (North American Industry Classification System) as the smallest

operating entity for which records provide information on the cost of resources — materials, labor, and

capital — employed to produce the units of output. In the United States, an establishment is generally a .
single physical location; although there are many exceptions to this generality.
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the following: the average weekly wage for all insured private employers in the county,
the average weekly wage for all insured private employers in the State, and the average

’ weekly wage for all insured private employers in the county multiplied by the county
income/wage adjustment factor.®

For the credit for job creation, the average weekly wage of the jobs for which the credit is
claimed and the average weekly wage of all jobs at the location with respect to which the
credit is claimed must meet the relevant wage standard. For the other credits, the average
weekly wage of all jobs at the location with respect to which the credit is claimed must
meet the relevant wage standard. There is no independent wage standard test for the
credit for worker training. By definition, the taxpayer may only claim a credit for worker
training if the taxpayer is eligible for the credit for creating jobs or the credit for investing
in machinery and equipment.

All jobs, including part-jobs, must be included in the wage standard calculation.
However, part-time jobs that also provide health insurance are considered to have an
average weekly wage at least equal to the relevant wage standard. For the purpose of
calculating the wage standard, the weekly wage of a part-time job is converted to a
full-time equivalency. All jobs that were filled for at least 1,600 hours during the year in
which the taxpayer engaged in the activity for which a credit is claimed must be included
in the wage standard calculation even if those jobs are not filled at the time the taxpayer
claims the credit.

Health insurance. A taxpayer must provide health insurance for all full-time jobs

‘ associated with the project in order to be eligible for a credit under the Bill Lee Act. The

taxpayer must, for all full-time employees at the location with respect to which a credit is

claimed, pay at least 50% of the premiums for health insurance that meets at least the

minimum provisions of the basic health care plan of coverage recommended by the Small

Employer Carrier Committee. Each year that a taxpayer claims an installment or

. carryforward of a credit, the taxpayer must provide certification that it continues to

provide health insurance for all full-time employees. If the taxpayer ceases to provide

health insurance, the credit expires and the taxpayer may not take any remaining
installment or carryforward of the credit.

Environmental Impact. A taxpayer is ineligible for a credit under the Bill Lee Act if the
taxpayer has any pending administrative, civil, or criminal enforcement action based on
alleged significant violation of any program implemented by an agency of the
Department of Environment and Natural Resources or if the taxpayer has had any final
determination of responsibility for any significant administrative, civil, or criminal
violation of any program implemented by an agency of the Department of Environment
and Natural Resources in the last five years. The Secretary of Environment and Natural
Resources must notify the Department of Revenue of all persons who currently have any

i

% The county income/wage adjustment factor is the county income/wage ratio divided by the State
‘ income/wage ratio. The income/wage ratio is determined by dividing the average per capita income in the
relevant jurisdiction by the annualized average wage for all insured private employers in the jurisdiction.
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of these pending actions or who have had any of these final determmatlons in the past
five years.

Safety and Health Programs. A taxpayer is ineligible for a credit under the Bill Lee Act
if the taxpayer has any outstanding violations under the Occupational Safety and Health
Act that have become a final order for "willful serious" or "failure to abate serious"
violations within the past three years. The Department of Labor must notify the
Department of Revenue of all employers who have had these citations become final
orders in the past three years.

Overdue Tax Debts. A taxpayer is ineligible for a credit under the Bill Lee Act if the
taxpayer has any overdue tax debts. An overdue tax debt is any part of a tax debt that
remains unpaid 90 days or more after a notice of final assessment was mailed to the
taxpayer. A tax debt is a final assessment after all possibilities for appeal have been
exhausted.

If the Secretary of Revenue discovers that any tax is due from a taxpayer, the Secretary
must notify the taxpayer in writing of the Secretary's intent to assess the taxpayer for the
tax. The notice must describe the basis for the assessment, the amount of tax to be
assessed and any interest and penalties due. If the taxpayer disagrees with the
assessment, the taxpayer has 30 days to request a hearing before the Secretary. The
Secretary must then schedule a hearing to occur within 90 days of the request. Within 90
days after the hearing, the Secretary must issue a decision on the hearing. If the taxpayer
does not request a hearing within the 30 days allowed, or if the Secretary finds that the
tax is due after the hearing, the proposed assessment becomes a final assessment. If a
taxpayer disagrees with a final assessment, the taxpayer may appeal the decision to the
Tax Review Board, and then on to superior court, the Court of Appeals, and the Supreme
Court.

Expiration. Generally, if a credit expires, the taxpayer may not continue to take

 installments of the cred1t but may continue to take carryforwards of installments that
accrued in previous years’. Credits may expire under the Act for several reasons. If the
taxpayer is no longer engaged in an eligible type of business or if the number of jobs of
an eligible business falls below the minimum number required, the credit expires. The
credit for creating jobs and the credit for investing in machinery and equipment expire if
the jobs or machinery and equipment are no longer filled or used in an eligible business.
The credit does not expire if the enterprise tier designation of an eligible taxpayer
changes after the credit is first claimed.

Forfeiture. A taxpayer forfeits a credit if the taxpayer was not eligible for the credit in
the year in which the taxpayer engaged in the activity for which the credit was claimed.
A taxpayer forfeits a credit for technology commercialization or for substantial
investment in other property if the taxpayer does not make the required level of
investment in the relevant time period. Similarly, a taxpayer forfeits the large investment

7 Expiration of a credit because the taxpayer ceases to provide health insurance is an exception to this ‘
general rule. In that case, the taxpayer may not claim installments or carryforwards after the credit expires.
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enhancement of a tax credit if the taxpayer does not make the required level of
investment in the relevant time period. A taxpayer that forfeits a credit is liable for all
‘ past taxes avoided as a result of the credit plus interest. The past taxes and interest are
due 30 days after the date the credit is forfeited. If a taxpayer forfeits a credit for creating
jobs, a credit for investing in machinery and equipment, or a technology
commercialization credit, any corresponding credit for worker training is also forfeited.

Specific Credits. K

Credit for creating jobs, G.S. 105-129.8. A taxpayer is allowed a credit for creating new
jobs. In order to be eligible for this credit, the taxpayer must have five or more full-time
employees in the State and hire an additional full-time employee in this State. The
amount of the credit varies depending on the enterprise tier designation of the area in
which the job is located. A job is located in an area if 50% or more of the employee's
duties are performed in the area. The full amount of the credit may not be taken in the
first year, but must instead be taken in four equal installments beginning with the taxable
year following the year in which the employee was hired. Jobs transferred from one part
of the State to another do not qualify for the credit. For a job that is located in a
development zone the amount of the credit is increased by $4,000. The amount of the
credit is equal to the amounts in the following table based on the enterprise tier area in
which the job is located:

Area Enterprise Tier Amount of Credit
Tier One ' $12,500
Tier Two ' 4,000
~Tier Three 3,000
‘ Tier Four 1,000
Tier Five 500

If in one of the four years in which the installment of a credit accrues, the jobs with
respect to which the credit was taken are unfilled, the credit expires and the taxpayer may
not take any remaining installments of the credit. If, in one of the four years in which an
installment of the credit -accrues, a job that qualified for the credit is subsequently
transferred to another area, the remaining instaliments of the credit must be calculated as
if the job had been initially located in the later area.
A taxpayer that will create at least 20 new jobs in a specific area within two years® may
sign a letter of commitment with the Department of Commerce in order to lock-in the
current year's enterprise tier and development zone designations for the purposes of this
credit. If the taxpayer creates the jobs within the two-year period, the taxpayer may
. compute the amount of the credit based on the designations in effect in either the year in
which the letter of commitment was signed or the year in which the jobs were created. If
the taxpayer does not create the jobs in the two-year period, the taxpayer may still claim a
credit under the existing tier designation if the jobs are later created.

. % In the case of an interstate air courier or eligible major industry the relevant time period is seven years
rather than two years.

Legislative Services Office North Carolina General Assembly Legislative Drafting Division, 733-6660



Credit for investing in machinery and equipment, G.S. 105-129.9. A taxpayer is allowed
a credit for the cost of the eligible investment amount of machinery and equipment placed
into service during a taxable year that exceeds the applicable threshold based on the
location where the machinery and equipment are placed into service. The eligible
investment amount is the lesser of (i) the cost of the eligible machinery and equipment
and (i1) the net increase in eligible machinery and equipment over the base year (the year
of the preceding three years in which the taxpayer had the largest amount of machinery
and equipment in service in the State). The credit must be taken in seven equal
installments, beginning the year after the equipment is placed in service. The amount of
the credit is equal to a percentage of the eligible investment amount of the machinery and
equipment in excess of the applicable threshold. If the taxpayer places eligible
machinery and equipment into service in more than one establishment during a year, the
threshold applies separately to each establishment. If a taxpayer places eligible
machinery and equipment in service at an establishment over a two-year period, the
amount of the threshold for the second year is reduced by the eligible investment amount
for the previous taxable year. The following table sets out the relevant percentage and
threshold for each enterprise tier area:

Enterprise Tier Threshold Credit Percentage
Tier One $ -0- . 7%
Tier Two 100,000 7%
Tier Three 200,000 6%
Tier Four 1,000,000 5%
Tier Five 2,000,000 4%

If in one of the seven years in which the installment of a credit accrues, the machinery
and equipment with respect to which the credit was taken are disposed of, moved out of
State, or taken out of service, the credit expires and the taxpayer may not take any
remaining installments of the credit unless the cost of that machinery and equipment is
offset in the same taxable year by the taxpayer's new investment in machinery and

. equipment. If eligible machinery and equipment that qualifies for a credit is subsequently
transferred to another area, the remaining installments of the credit must be calculated as
if the machinery and equipment had been initially located in the later area

A taxpayer that will place specific machinery and equipment in service at a specific
location within two years® may sign a letter of commitment with the Department of
Commerce in order to lock-in the current year's enterprise tier and development zone
designations for the purposes of this credit. If the taxpayer places the eligible machinery
and equipment in service within the two-year period, the taxpayer may compute the
amount of the credit based on the designations in effect in either the year in which the
letter of commitment was signed or the year in which the machinery and equipment were
placed in service. If the taxpayer does not place the machinery and equipment in service
in the two-year period, the taxpayer may still claim a credit under the existing tier
designation if the equipment and machinery are later placed in service. ; .

? In the case of an interstate air courier or eligible major industry the relevant time period is seven years ‘
rather than two years.
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Technology commercialization credit, G.S. 105-129.94. This credit is an alternative to
the credit for investing in machinery and equipment. The technology commercialization

‘ credit applies only to investments in machinery and equipment used in production based
on technology. licensed from a research university. In addition, to qualify, the machinery
and equipment must be located in a tier one, two, or three enterprise area. Finally, the
taxpayer’s investment must equal at least $10 million during the taxable year, and must
total at least $100 million over a five-year period. If the investment totals between $100
million and $150 million over five years, the technology commercialization credit is
equal to 15% of the amount invested. If the investment equals or exceeds $150 million
over five years, the technology commercialization credit is equal to 20% of the amount
invested. The technology commercialization credit remains available for 10 years of
investments at a single location. The taxpayer’s eligibility for the technology
commercialization credit is based on the Secretary of Commerce’s determination that the
taxpayer will invest either $100 or $150 million over five years. If the taxpayer does not
achieve the certified level of investment, the credit is forfeited.

The technology commercialization credit is more generous than the credit for investing in

machinery and equipment in the following ways:

» The technology commercialization credit may be taken in the year the investment is
placed in service. The credit for investing in machinery and equipment must be taken
in seven annual installments.

e The technology commercialization credit is not required to be offset by machinery
and equipment sold to another taxpayer if the new owner keeps the machinery and
equipment in service in North Carolina. In addition, this new investment tax credit is

‘ not required to be offset by machinery and equipment the taxpayer takes out of
service if it was in service at a separate location and was used in a business that is not
competitive with the technology commercialization business.

e The technology commercialization credit may be taken against income tax, gross
premiums tax, and franchise tax. The taxpayer must determine what percentage of the
credit will be taken against each tax, and must maintain the same percentage for the
purpose of carryforwards. If new investment is made in a second or subsequent tax
year, the taxpayer may elect a different percentage with respect to the credit for each-
tax year. The election is binding. '

o The technology commercialization credit may be carried forward for 20 years.

Credit for research and development, G.S. 105-129.10. (Repealed effective January 1,
2006.) The research and development tax credit uses the federal credit for research and
development as its starting point. The credit is equal to 5% of the State's apportioned
share of the taxpayer's expenditures for increasing research and development. The credit
is based on the federal credit as of January 1, 1999. In the past, the federal credit had
expired and then been renewed retroactively, creating uncertainty for taxpayers.
Expiration of the federal credit would not affect the State credit. This credit has a
carryforward period of 15 years rather than the standard 5-year period.

In 2004, the General Assembly voted to specifically repeal the credit for research and
‘ development under the Bill Lee Act for taxable years beginning on or after January 1,
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2006. However, at the same time the General Assembly repealed this credit, the General
Assembly also enacted a stand-alone credit for research and development outside of the
Bill Lee Act.

Credit for worker training, G.S. 105-129.11. A taxpayer that provides worker training
for five or more of its eligible employees during the taxable year is allowed a credit equal
to the wages paid to the employee during the training. Wages paid to an employee for
performing his or her job while being trained are not eligible for the ‘credit. The
maximum amount of the credit is $1,000 per employee trained in an enterprise tier one
area and $500 per employee trained in an enterprise tier two through five area. As with
the credit for creating jobs, an employee is located in an area if more than 50% of his or
her duties are performed in that area. In order to be eligible for the credit, the employee
must be in a full-time position not exempt under the Fair Labor Standards Act and must
be either (i) in a position for the taxpayer qualifies for the credit for creating jobs or (ii)
being trained to operate machinery and equipment for which the taxpayer qualifies for a
credit for investing in machinery and equipment.

Credit for investing in central office or aircraft facility property, G.S. 105-129.12. A
taxpayer who purchases or leases real property to be used as central administrative office
or aircraft facility property, is eligible for a credit under the Bill Lee Act. The amount of
the credit is equal to 7% of the eligible investment amount. The eligible investment
amount is the lesser of: (i) the cost of the property or (ii) the cost of the taxpayer's total
North Carolina property used as central administrative offices or aircraft facilities on the
last day of the taxable year less the cost of the taxpayer's total North Carolina property
used as central administrative offices or aircraft facilities on the last day of the base year.
The base year is that year, of the three immediately preceding taxable years, in which the
taxpayer was using the most property as central administrative offices or aircraft facilities
in this State. For leased property, the cost of the property equals the lease payments over
a seven-year period plus any expenditures made by the taxpayer to improve the property

~ before it is used as the taxpayer's central administrative office or aircraft facility if the
expenditures are not reimbursed or credited by the lessor. The tax credit for investing in
central administrative office or aircraft facility property may not exceed $500,000, and is
taken in equal installments over the seven years following the taxable year in which the
property is first used as a central administrative office or aircraft facility. If the property
ceases to be used as a central administrative office or aircraft facility during the
seven-year period, then the credit expires and the taxpayer may not take any remaining
installment of the credit.

Credit for substantial investment in other property, G.S. 105-129.124. This credit is
modeled upon the credit for investment in central office or aircraft facility property.
There are, however, some notable differences between the two credits. This credit is
available in tiers one and two only. In order for the taxpayer to claim the credit for
substantial investment in other property, the Secretary of Commerce must make a written
determination that the taxpayer is expected to invest at least $10 million in real property
at a location within a three-year period and that the location will create at least 200 new :
jobs within two years of the time that the property is first used in an eligible business. ‘
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The taxpayer may begin to claim the credit once the property is first used in an eligible
business. The amount of the credit for substantial investment in other property is equal to

. 30% of the eligible investment amount and must be taken in installments over a
seven-year period. There is no ceiling on the amount of the credit. The credit for
substantial investment in other property expires if the number of people employed at the
location falls below 200. The carryforward period for the credit for substantial
investment in other property is 20 years, rather than the standard five-year carryforward
period. A taxpayer may not claim both the credit for substantial investment in other
property and the credit for investing in central office or aircraft facility property with
respect to the same property.

Credit for development zone projects, G.S. 105-129.13. A taxpayer is allowed a credit
for contributions of cash or property to certain nonprofit agencies to be used for an
improvement project in a development zone. An improvement project is a project to
construct or improve real property for community development purposes or to acquire
real property and convert it for community development purposes. The credit allowed is
25% of the amount contributed by the taxpayer. The total amount of credits that may be
allowed in a taxable year is capped at $4 million. Taxpayers are required to apply to the
Secretary of Revenue for these credits. If the total amount applied for in a year exceeds
$4 million, the Secretary will reduce each applicant’s credit proportionally.

The credit is allowed for contributions to a development zone agency, defined as a
community action agency, a community-based development organization, a community
development corporation, a community development financial institution, a community

‘ housing development organization, or a local housing authority. To qualify for the credit,
all of the following conditions must be met:

e The agency must contract in writing to use the contribution for an
improvement project in a development zone and to repay the taxpayer with
interest if the contribution is not so used.

e The Department of Commerce must certify that the agency will undertake an
improvement project in a development zone.'® To support this certification,
the agency must provide the Department documentation establishing the
identity of the agency, the nature of the project, and that the project is for a
community development purpose in a development zone.

e The taxpayer must be unrelated to the agency and must not control, be
controlled by, or be under common control with the agency.

e The taxpayer must not receive anything of value for the contribution.

A taxpayer forfeits the tax credit for a contribution to the extent the development zone
agency uses the contribution for anything other than an improvement project in a zone.
Development zone agencies are required to file with the Department of Commerce
annual, audited financial statements. If the Department of Commerce finds that any part

i

' The Secretary of Commerce may not certify a development zone agency if it, any of its officers or
‘ directors, or any partner of the agency has ever used part of an improvement project contribution for any
purpose other than the improvement project.
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of a contribution was used for a purpose other than an improvement project, it must
notify the Department of Revenue of the resulting forfeiture. -

Credit enhancements for major computer manufacturing facilities. In 2004, the General
Assembly provided that a taxpayer who is otherwise eligible for one of the tax credits
under the Bill Lee Act and who qualifies for the tax credit for major computer
manufacturing facilities under Article 3G of Chapter 105 of the General Statutes is
eligible for the following major computer facility enhancements under the Bill Lee Act,
regardless of the enterprise tier designation of the county in which it is located. The
taxpayer may include employees of or investments made by related entities or strategic
partners to meet its Bill Lee eligibility requirements.

e Wage Standard. — The wage standard does not apply to the activities of the
taxpayer at the major computer facility. Under prior law, the wage standard
was inapplicable only in tiers one and two or in development zones.

e Credit for Creating Jobs. — The amount of the credit for creating jobs is
increased by $4,000 per job for jobs at the major computer facility. This is
identical to the enhancement allowed for jobs located in a development zone.

e Credit for Investing in Machinery and Equipment. — The threshold investment
a taxpayer must meet to qualify for the credit and the amount of credit the
taxpayer is allowed under the Bill Lee Act is the same as allowed under
current law for a tier one county: a threshold amount of zero and a credit
amount equal to 7% of the eligible investment.

e Credit for Worker Training. — The maximum amount of the credit is $1,000

- per worker. This is the same credit amount allowed to other taxpayers for jobs
in a tier one area. If the jobs are not in a tier one area, then other taxpayers are
allowed a $500 credit for worker training..

e Credit for Substantial Investment in Other Property. — Under prior law, this
30% credit was available only for property located in a tier one or two area.
The credit in the Act is available to a taxpayer who qualifies as a major
computer manufacturing facility regardless of the enterprise tier area in which
the property is located.
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Donny Hick’s Talking Points
House Select Committee on Economic Development
Wednesday, March 22, 2006
Raleigh, NC |

Good afternoon.

Chairmen Harrell, Vice Chairman Bill Daughtridge and members
of the House-Select Committee on Economic Development.

My name is Donny Hicks, Executive Director of the Gaston
County Economic Development Commission and
Secretary/Treasurer and Legislative Co-Chair of the North
Carolina Economic Developers Association (NCEDA).

On behalf of the 600 members of the NCEDA from all of North
Carolina’s 100 counties, I thank you for the opportunity to speak
this afternoon.

NCEDA

e For almost 40 years, NCEDA has been reéognized as the
leading economic development association in North Carolina.

~® Our membership is composed of state, regional and local
~ professional economic developers and their supporting allies
from across the state. This diverse group of service providers



‘ " includes banks, utilities, contractors engmeermg and
archrtectural ﬁrms law firms, brokers and many others.

e Our members promote North Carolina and their respective
communities as places for new economic growth.

‘o They are on the front line of economic development in North
Carolina.

William S. Lee Act

e Now more than ever North Carolina needs tools like the
William S. Lee Act to stay competitive and win new jobs.
The William S. Lee Act has been one of our primary
economic development tools with the sole purpose of job
creation.

e NCEDA strongly supports the continuation of the William S.
~Lee Act, North Carolina’s primary economrc development
tool.

* Created in 1996, the William S. Lee Act rewards eligible
- companies for expanding in or relocating to North Carolina
and those that hire within the North Carolina workforce to fill

positions.

¢ The goal of the William S. Lee Act is to promote economic
development by offering tax credits to selected industries.

e - In addition to being used as a recruitment tool, the William S.
Lee Act has been extremely beneficial to North Carolina’s
existing businesses.



It is imperative that North Carolina continues to gain the

tools necessary to remain competitive regionally, nationally
and globally.

We agree with the need to simplify and streamline the |
existing William S. Lee Act. However, we must ensure that
our state's incentive policies continue to encourage economic
prosperity and job creation for all North Carolinians among

ALL of North Carolina’s 100 counties.

Weakening of incentives in North Carolina’s urban counties
will have a negative impact on non-urban surrounding

~ counties (as well as the entire state), which historically have

benefited from proximity to successful urban growth engines.

These counties usually compete in their own market, not
against North Carolina’s lower Tier counties, but on a
regional, national and global level that goes beyond the
geographic boundaries of North Carolina.

For existing industry, new industry and small businesses, the
wage standard continues to be a challenge to North Carolina's
competitiveness in ALL 100 counties.

Small businesses are a vital link to North Carolina’s future
and create approximately 75% of the net new jobs and
investments in North Carolina each year. Yet small
businesses are often not eligible for the same programs
bigger corporations receive.

Working together, we can keep North Carolina competitive,
create new jobs and ensure that economic growth reaches all

'North Carolinians.
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EXECUTIVE
COMMITTEE

CHAIR
Keith A. Holliday
MAYOR, GREENSBORO

VICE CHAIR
Allen Joines
MAYOR, WINSTON-SALEM

TREASURER
Susan W, Kiutz
MAYOR, SALISBURY

AT LARGE
Kevin Foy
MAYOR, CHAPEL HILL

Jennifer Stultz
MAYOR, GASTONIA

IMMEDIATE PAST CHAIR
Patrick L. McCrory
MAYOR, CHARLOTTE

DIRECTOR
William A. (Beau) Mills
BMILLS@NCLM.ORG

MBER CITIES
APEX
ASHEVILLE

BOONE
BURLINGTON
CARRBORO
CARY

CHAPEL HILL
CHARLOTTE
CONCORD
DURHAM
FAYETTEVILLE
GASTONIA
GREENSBORC
GREENVILLE
HICKORY
HUNTERSVILLE
HIGH POINT
RALEIGH
ROCKY MOUNT
SALISBURY
WILMINGTON
WILSON
WINSTON-SALEM

WWWNCMETROS.ORG
215 N, DAWSON STREET
RALEIGH, NC 27602

PO, BOX 3069 (27602-3065)
(919)715-7895

‘FAX (919) 733.9519

NORTH CAROLINA
METROPOLITAN COALITION

Echb:F §

BUILDING LIVABLE CITIES for NORTH CAROLINA'S FUTURE

501(c) (4) non-profit organization consisting up of 23 cities with over 2.5 million North

Carolinians in our city limits.

City - Mayor (Population)

Charlotte Mayor Patrick McCrory (614,330) | Raleigh Mayor Charles Meeker (322,211)
Greensboro Mayor Keith Holliday (231,740) | Durham Mayor Bill Bell (203,778)
Winston-Salem  Mayor Allen Joines (190,851) | Fayetteville Mayor Tony Chavonne (130,762)
Cary Mayor Ernie McAlister (103,260) | Wilmington  Mayor Spence Broadhurst (94600)
High Point Mayor Becky Smothers (90522) | Asheville Mayor Terry Bellamy (70,070)
Gastonia Mayor Jennifer Stultz (8,246) | Greenville Mayor Don Parrott (63.477)
Concord Mayor Scott Padgett (59,791) | Rocky Mount Mayor Fred Turnage (57,150)
Chapel Hill Mayor Kevin Foy (52,440) | Burlington Mayor Stephen Ross (46,332)
Wilson Mayor Bruce Rose (45,741) | Hickory Mayor Rudy Wright (38,604)
Salisbury Mayor Susan Kluttz (26,804) | Huntersville Mayor Kim Phillips (27,984)
Apex Mayor Keith Weatherly (26,100 | Carrboro Mayor Mark Chilton (17,456)
Boone Mayor Loretta Clawson (14,782)

The North Carolina Metropolitan Coalition is an affiliate of the NC League of
Municipalities. It was created in 2000 by the mayors as an outgrowth of the former NC

Public Transit Coalition.

PROMOTE STRATEGIES TO ADVANCE NORTH CAROLINA’S URBAN CENTERS

Charter: The Coalition members work together to promote the interchange of ideas and
experiences among cities and pursue policies, regulations and legislation that encourage
the continued development of the urban areas of the State of North Carolina as livable,

environmentally sound, and economically viable centers.

As home to our state’s economic engines, cities are critical to our state’s future:
e Nearly 45% of the North Carolina’s retail sales took place within the borders of the 23
cities in the Metropolitan Coalition (NC DOR, 2002).
e Over 86% of the total personal income in NC is earned within the state’s 11
metropolitan regions that are anchored by our cities (2000 census and BEA).
e Over 75% of North Carolina’s gross product is generated in the 11 metropolitan

regions (USCM & DRI-WEFA, 2003).

But our cities have challenges:

e Of the 206,00 unemployed North Carolinians, 104,000 or over 50% reside in our

coalition counties (Jan. 2006).

e The state’s major metropolitan regions are home to nearly 70% of the state’s
unemployed citizens, or 142,000 North Carolinians (Jan. 2006).

¢ Growing traffic congestion in urban areas impedes regional access to jobs and threatens
air quality — 78% of urban interstates in NC are congested — 45" worst in the nation.

e Cities have "pockets of poverty” and older industrial areas that face serious economic
challenges — nearly half of the state’s population who live in “distressed
communities” are in our Metropolitan Coalition cities (2000 census).
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NORTH CAROLINA GENERAL ASSEMBLY
STATE LEGISLATIVE BUILDING
RALEIGH 27603

March 24, 2006

MEMORANDUM
TO: Members of the
HOUSE SELECT COMMITTEE ON ECONOMIC DEVELOPMENT
FROM: Representative Jim Harrell, I11, Chair

SUBJECT:  Meeting Notice
There will be a meeting of the
HOUSE SELECT COMMITTEE

ON
ECONOMIC DEVELOPMENT

DAY: . MONDAY TIME: 1:00 P.M.
DATE: APRIL 10, 2006
LOCATION: 421 LEGISLATIVE OFFICE BUILDING

Committee members, please advise Beth LeGrande, Committee Assistant, at 71 5-1883, or e-mail

harrellla@ncleg.net if you are unable to attend.

Posted: Membership of the House Select Committee on Economic Development
Representative Harrell, Chair

Representative Daughtridge, Vice Chair

Representative England Representative Owens
Representative Gibson Representative Parmon
Representative Goforth Representative Ray

Representative Jones

cc: Committee Record  x
Interested Parties X



HOUSE SELECT COMMITTEE ON
ECONOMIC DEVELOPMENT
Monday, April 10, 2006

The House Select Committee on Economic Development met on Monday April 10, 2006, in Room
421 of the Legislative Office Building at 1:00 P.M. The following members were present:
Representative James A. Harrell, III, Chairman; Representative Bill Daughtridge, Vice Chairman; and
Representatives Bob England, Pryor Gibson, Bruce Goforth, Earl Jones, Earline W. Parmon, and
Karen B. Ray. The Visitor Registration list and the Committee Agenda are attached and made part of
these minutes. (Please See Exhibit #1 and #2.)

Chairman Harrell called the meeting to order and gave welcoming remarks. The minutes from the
March 22 meeting were approved and made part of the committee record. (Please See Exhibit #3.)
Canaan Huie, Committee Counsel, Legislative Bill Drafting Division, was introduced to review the

Proposed Bill Draft 2005-LYx-286 [v.10] (1/31): A BILL TO BE ENTITLED AN ACT TO REPLACE
THE TAX CREDITS GENERALLY AVAILABLE UNDER THE WILLIAM S. LEE QUALITY JOBS AND
BUSINESS EXPANSION ACT WITH MORE NARROWLY FOCUSED CREDITS FOR JOB CREATION AND

BUSINESS INVESTMENT. (Please See Exhibit #4.) The Proposed Legislation was discussed by
reference to the Bill Lee Act. An overview of the slide presentation is attached, Comparison of the
Proposed Legislation to the Bill Lee Act. (Please See Exhibit #5.) The Bill Summary and Analysis for
Draft 2005-LYx-286 were distributed to provide further explanation. (Please See Exhibit #6.)

Mr. Huie explained that the Proposed Legislation would replace the William S. Lee Act with the
exception of several taxpayers who had been grandfathered through provisions. The exceptions listed
were: FedEx Project, Dell Project in Forsyth County, the Merck Project in Durham and Cheesecake
Factory and Dole Project in Gaston County.

The Proposed Legislation was compared with the Bill Lee Act with specific reference to four different
areas: general administration, basic eligibility, specific credits, and related issues. The following key
points were raised with respect to the general administration of the proposed legislation.
e Three development tiers would replace the five enterprise tiers.
e The number of counties in each tier would be fixed.
e Development zones would be replaced with urban progress (UP) zones having stricter
requirements.
With respect to basic eligibility for credits under the proposed legislation, the following key points
were raised.
e The proposed legislation would be less complex in that eligibility would be determined based
on the primary activity of the establishment.
e The wage standard required under the proposed legislation would be less strict.
With respect to specific credits allowed under the proposed legislation, the following key points were
raised: :
e The proposed legislation contained three credits for creating jobs, investing in business
property, and investing in real property.
e Credits allowed under the Bill Lee Act for technology commercialization, research and
development, worker training and development zone projects would be eliminated.
Numerous concerns raised by members of the committee or public were discussed; those issues
included: ,
e The difficulty in the transition from five enterprise tiers to three development tiers was
discussed.
e The possibility of an increased appropriation for the Community College Worker Training
Program was suggested as a replacement for credits for worker training.



Minutes - House Select Committee on Economic Development
‘ April 10, 2006
Page Two

e Adjustments to the tier designation formula were suggested for areas like Rutherford County
which have unique problems because they are home to high unemployment but also high-
wealth retirees

o The definition of research and development was clarified to be for scientific or technical
research and not social science research.

e It was explained that the proposed legislation did not have a benefit for providing health
insurance for part-time workers because part-time workers would no longer be included in the
wage standard calculation

Responding to questions, it was emphasized that the interested parties involved with House Bill 947 in
2005 had all continued to successfully work together on the proposed legislation in an effort to address
all issues of concern. '

Chairman Harrell opened the committee for discussion. Don Hobart and Chris Beacham, Department
of Commerce were recognized for comments and assured the Committee that the issues surrounding
the tax credit program for businesses would be addressed and that a fiscal analysis would be
performed on the proposed legislation and presented at the next meeting.

Scott Millar, President, North Carolina Economic Development Association from Catawba County
emphasized the importance of all 100 counties to be competitive and expressed their support of the
proposed legislation. Concern was expressed over the four million dollar threshold for the credit for
investing in business property Tier Three counties had to meet. He requested examples of how the

‘ primary activity of a specific establishment would be used to determine eligibility. Donny Hicks and
Scott Hamilton, Legislative Co-Chairs, NC Economic Development Association from Gaston and
Henderson Counties expressed concern over meeting the wage standard, tier three counties meeting
the $4 million dollar threshold in an expanded situation and the difficulty of new industries doing
phased-in projects meeting 25 job threshold. Bonnie Renfro, Co-Chair, from Randolph County
emphasized the hardship of the one year investment threshold placed on a company compared to
companies meeting the investment threshold in a two year period of time. Beau Mills, NC
Metropolitan Coalition, expressed appreciation that the urban progress zones were included and also
cited concern for the $4 million dollar threshold, 25 jobs threshold for small business and the one year
threshold.

Open discussion included the pending suits on economic development issues case out of 6th Circuit
Court of Appeal. Key improvements in the Proposed Legislation to lessen confusion were listed as:
primary activity of eligibility of an industry; elimination of credits that were not used; compression of
tiers; and enhanced certainty to communicate with companies.

Chairman Harrell announced the next meeting date would be determined at a later time. There being
no further business, the meeting was adjourned at 3:00 P.M.

Respectfully submitted,

Al e S D) Ll

‘ RepresenMc James A. Harrell, 111 Beth Wood LeGrande
Chairman Committee Assistant




HOUSE SELECT COMMITTEE ON ECONOMIC DEVELOPMENT
AGENDA

1:00 p.m.
April 10, 2006
Room 414 Legislative Office Building

I Call to order:
Representative James A. Harrell, III, Chairman, Presiding

II.  Approval of the Minutes from the March 22, 2006 Meeting

III. Proposed Bill Draft and Summary:
An Act to Replace the Tax Credits Generally Available Under the William
S. Lee Quality Jobs and Business Expansion Act with more Narrowly
Focused Credits for Job Creation and Business Investment
Canaan Huie, Committee Counsel, Bill Drafting Division

IV~ Committee Discussion
Don Hobart and Chris Beacham, Department of Commerce
Scott Millar, NCEDA, President (Catawba County)
Scott Hamilton, NCEDA Legislative Co-Chair (Henderson County)
Donny Hicks, NCEDA Legislative Co-Chair (Gaston County)
Bonnie Renfro, NCEDA Legislative Co-Chair (Randolf County)
Beau Mills, Metropolitan Coalition

V.  Adjournment
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VISITOR REGISTRATION SHEET

. HOUSE SELECT COMMITTEE ON ECONOMIC DEVELOPMENT

1:00 P.M.

421 Legislative Office Building

April 10, 2006

VISITORS: PLEASE SIGN IN BELOW AND RETURN TO COMMITTEE CLERK
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BILL DRAFT 2005-LYx-286 [v.10] (1/31)

A BILL TO BE ENTITLED
AN ACT TO REPLACE THE TAX CREDITS GENERALLY AVAILABLE UNDER
THE WILLIAM S. LEE QUALITY JOBS AND BUSINESS EXPANSION ACT
WITH MORE NARROWLY FOCUSED CREDITS FOR JOB CREATION AND
BUSINESS INVESTMENT.
The General Assembly of North Carolina enacts:

PART 1. REPLACEMENT OF BILL LEE ACT
SECTION 1.1. Chapter 105 of the General Statutes is amended by adding a
new Article to read:
"Article 3H.
"Tax Credits for Growing Businesses.
"8 105-129.70. Legislative findings.
The General Assembly finds that:

(1) It is the policy of the State of North Carolina to stimulate economic
activity_and to_create new jobs for the citizens of the State by
encouraging and promoting the expansion of existing business and
industry within the State and by recruiting and attracting new business
and industry to the State. .

(2) Both short-term and long-term economic trends at the State. national,
and international levels have made the successful implementation of
the State's economic development policy and programs both more
critical and more challenging: and the decline in the State's traditional
industries. and the resulting adverse impact upon the State and its
citizens. have been exacerbated in recent vears by adverse national and
State economic trends that contribute to the reduction in the State's
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industrial base and that inhibit the State's abilitv to sustain or attract
new and expanding businesses.

The economic condition of the State is not static and recent changes in
the State's economic condition have created economic distress that
requires a reevaluation of certain existing State proerams and the
enactment of a new program as provided in this Article that is
designed to stimulate new economic activity and to create new jobs
within the State. ’

The enactment of this Article is necessary to stimulate the economyv
and create new jobs in North Carolina: and this Article will promote
the general welfare and confer. as its primarv purpose and effect.
benefits on citizens throughout the State through the creation of new
jobs. an_enlargement of the overall tax base. an expansion and

diversification of the State's industrial base. and an increase in revenue
to the State and its political subdivisions.
The purpose of this Article is. to stimulate economic activity and to

create new jobs within the State.

The State is in need of a focused tax credit program that encourages
and facilitates economic growth and development within the State.
The resources of the State are not evenly distributed throughout the
State_and different communities have different abilities and needs in
attracting and maintaining new and expanding business and industrv.

"8 105-129.71. Definitions.

The following definitions apply in this Article:

@h)

Q)

(3)
(4)

Aircraft maintenance and repair. — The provision of specialized
maintenance or repair_services for commercial aircraft or the
rebuilding of commercial aircraft.

Alr courier services. — The furnishing of air deliveryv of individually
addressed letters and packages for compensation, in interstate
commerce. except by the United States Postal Service.

Business property. — Tangible personal property that is used in a
business and capitalized under the Code.

Company__headquarters. — A corporate. subsidiarv. or regional

managing office. as defined bv NAICS in United States industrv
S51114. that is responsible for strategic or organizational planning and
decisionmaking for the business on an international. national or
multistate regional basis.

Cost. — In the case of property owned by the taxpayer, cost is
determined pursuant to regulations adopted under section 1012 of the
Code. In the case of propertv the taxpaver leases from another. cost is
value as determined pursuant to G.S. 103-130.4(i)(2).

Customer service call center. — The provision of support service by a
business to its customers bv telephone or other electronic means to
support products or services of the business. For the purposes of this

A BILL TO BE ENTITLED Page 2




S
w

0 3O\ L W N

S D WL W WL LW LWL LWL WRNDNDDRNDNDRNDNDDNDDRNDNDRN = = s - e
N —= OOV IO WUVPEWN=—=OWVWRITAWUVPERWNEREOWVWOD NGO WUV H WK — OO

(10)

definition. an establishment is primarily engaged in providine support
services by telephone or other electronic means only if at least sixtv
percent (60%) of its calls are incoming or at least sixty percent (60%)
of its other electronic communications are initiated by its customers.
Development tier. — The classification assigned to an area pursuant to
G.S. 143B-437.08.

Electronic shopping and mail order houses. — An industry in electronic
shopping and mail order houses industry group 4541 as defined by
NAICS.

Establishment. — Defined in 29 C.F.R § 1904.46. as it existed on
January 1. 2002.

Full-time job. — A position that requires at least 1.600 hours of work

(11

per vear and is intended to be held bv one emplovee during the entire
vear. A full-time emplovee is an emplovee who holds a full-time job.
Hub. — Defined in G.S. 105-164.3.

(12)

Information technology and services. — An industry in one of the

(13)

following:

a. Internet _service providers, Web search portals. and data
processing subsector 518 as defined bv NAICS.

b. Software publishers industry group 5112 as detined by NAICS.

c. Computer systems design and related services industry group

5415 as defined bv NAICS.
Long-term unemploved worker. --

(14)

Manufacturing. — An industry in manufacturing sectors 31 through 33.

as defined bv NAICS. but not including quick printing or retail
bakeries. A
Motorsports racing team. — A professional racing team primarily

(16)

engaged in the research and development. design, manufacture, repair.,
maintenance, and operation of motor vehicles used in live motorsports
racing events before a paying audience.

NAICS. — The North American Industry Classification System adopted

(17)

bv the United States Office of Management and Budget as of
December 31, 2002.
New job. — A full-time job that represents a net increase in the number

(18)

of the taxpaver's emplovees statewide. A new emplovee is an
employee who holds a new job. The term does not include a job
currentlv located in this State that is transferred to the business from a
related member of the business.

Overdue tax debt. — Defined in G.S. 105-243.1.

(19)

Purchase. — Defined in section 179 of the Code.

(20)

Related entitv. — Defined in G.S. 105-130.7A.

(21)

Research and development. — An industry in scientific research and

development services industry eroup 3417 as detined bv NAICS.

A BILL TO BE ENTITLED Page 3
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(22) Urban progress zone. — The classification assigned to an area pursuant
to G.S. 143B-437.09.

23) Warehousing. — An industry in warehousine and storage subsector 493
as defined by NAICS.

(24) Wholesale trade. — An industry in wholesale trade sector 42 as defined
bv NAICS.

"§ 105-129.72. Sunset; studies.

(a)  Sunset. — This Article is repealed effective for business activities that occur
on or after January 1, 2011.

(b)  Equity Study. — The Department of Commerce shall study the effect of the
tax incentives provided in this Article on tax equity. This studv shall include the
following:

(1)  Reexamining the formula in G.S. 143B-437.08 used to define
development tiers. to include consideration of alternative measures for
more _equitable treatment  of counties in__similar _economic
circumstances.

(2)  Considering whether the assignment of tiers and the applicable
thresholds are equitable for smaller counties.

(3) Compiling any available data on_whether expanding North Carolina
businesses receive fewer benefits than out-of-State businesses that
locate to North Carolina.

(¢) Impact Studyv. — The Department of Commerce shall study the effectiveness
of the tax incentives provided in this Article. This studv shall include:

(1)  Studying the distribution of tax incentives across new and expanding
businesses and industries.

(2) Examining data on economic recruitment for the period from 2005
through the most recent vear for which data are available by county. by
industry tvpe, by size of investment. and by number of jobs. and other
relevant information to determine the pattern of business locations and
expansions before and after the enactiment of this Article.

(3)  Measuring the direct costs and benefits of the tax incentives.

@) Compiling available information on the current use of incentives bv.
other states and whether that use is increasing or declining.

(d) Report. — The Department of Commerce shall report the results of these
studies and its recommendations to the General Assembly bienniallv with the first report
due by June 1. 2009.

"§105-129.73. Eligibility; forfeiture.

(a)  Eligible Business. — A taxpaver is eligible for a credit under this Article only
with respect to activities occurring at an establishment whose primary activitv is listed
in this subsection. The primary activity of an establishment is determined based on the
establishment's principal product or group of products produced or distributed. or
services rendered.

(1)  Aircraft maintenance and repair.
(2)  Air courier services hub.

A BILL TO BE ENTITLED Page 4
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(3) Company_headquarters. but only if the establishment has created at
least 75 new jobs within a twelve-month period during the previous
five vears.

Customer service call centers.
Electronic shopping and mail order houses.
Information technologv and services.

(4)
()
6
(7)  Manufacturing.
(8)
9

Motorsports racing team.
Research and development.
(10) Warehousing.
(11)  Wholesale trade.

(b) Wage Standard. — A taxpayer is eligible for a credit under this Article in a
development tier two or three area onlv if the taxpaver satisfies a wage standard. The
taxpaver is not required to satisfy a wage standard if the activity occurs in a
development tier one area. Jobs that are located within an urban progress zone satisfy
the wage if they pav an average weekly wage that is at least equal to ninetv-five percent
(95%) of the lesser of the average wage for all insured private emplovers in the State
and the average wage for all insured private emplovers in the county. All other jobs
satisfv the wage standard if they payv an average weekly wage that is at least equal to the
lesser of one hundred ten percent (110%) of the average wage for all insured private
emplovers in the State and ninety-five percent (95%) of the average wage for all insured
private emplovers in the county. The Department of Commerce shall annually publish
the wage standard for each countv.

In making the wage calculation. the taxpaver shall include anv jobs that were filled
for at least 1.600 hours during the calendar vear the taxpaver engages in the activity that
qualifies for the credit even if those jobs are not filled at the time the taxpaver claims
the credit. For a taxpaver with a taxable vear othér than a calendar vear. the taxpaver
shall use the wage standard for the calendar vear in which the taxable year begins. Only
full-time jobs are included when making the wage calculation.

(¢) Health Insurance. — A taxpaver is eligible for a credit under this Article onlv
if the taxpaver provides health insurance for all of the full-time jobs at the establishment
with respect to which the credit is claimed when the taxpaver engages in the activity
that qualifies for the credit. For the purposes of this subsection, a taxpaver provides
health insurance if it pavs at least fiftv percent (50%) of the premiums for health care
coverage that equals or exceeds the minumum provisions of the basic health care plan of
coverage recommended bv the Small Emplover Carrier Committee pursuant to
G.S. 58-50-125. :

Each vear that a taxpaver claims a credit or carryforward of a credit allowed under
this Article, the taxpaver shall provide with the tax return the taxpaver's certification
that the taxpaver continues to provide health insurance for all the jobs at the
establishment with respect to which the credit was claimed. If the taxpaver ceases to
provide health insurance for the jobs during a taxable vear. the credit expires and the
taxpayer mav not take any remaining installment or carryforward of the credit.
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(d) Environmental Impact. — A taxpaver is eligible for a credit allowed under this
Article only if the taxpaver certifies that. at the time the taxpaver claims the credit. the
taxpaver has no pending administrative, civil, or criminal enforcement action based on
alleged significant violations of any program implemented bv an agencv of the
Department of Environment and Natural Resources, and has had no final determination
of responsibility for anv significant administrative. civil, or criminal violation of anv
program implemented bv an agency of the Department of Environment and Natural
Resources within.the last five vears. A significant violation is a violation or alleged
violation that does not satisfv_anv of the conditions of G.S. 143-215.6B(d). The
Secretary of Environment and Natural Resources shall notify the Department of
Revenue annually of every person that currently has anv of these pending actions and
every person that has had anv of these final determinations within the last five vears.

(¢)  Safetv and Health Programs. — A taxpaver is eligible for a credit allowed
under this Article onlv if the taxpaver certifies that, as of the time the taxpaver claims
the credit. at the establishment with respect to which the credit i1s claimed. the taxpayer
has no citations under the Occupational Safetv and Health Act that have become a final
order within the past three vears for willful serious violations or for failing to abate
serious violations. For the purposes of this subsection, 'serious violation' has the same
meaning as in G.S. 95-127. The Commissioner of Labor shall notifv the Department of
Revenue annually of all emplovers who have had these citations become final orders
within the past three vears.

(H Overdue Tax Debts. — A taxpaver is not eligible for a credit allowed under
this Article if. at the time the taxpaver claims the credit or an installment or
carrvtorward of the credit, the taxpaver has received a notice of an overdue tax debt and
that overdue tax debt has not been satisfied or otherwise resolved.

(g) Forfeiture. — A taxpaver forfeits a credit allowed under this Amcle if the
taxpaver was not eligible for the credit for the calendar vear in which the taxpaver
engaged in the activity for which the credit was claimed. ln addition. a taxpaver forfeits
a_credit for investment in real property under G.S. 105-129.79 if the taxpaver fails to
timelv create the number of required new jobs or to timelv make the required level of
investment required under G.S. 105-129.79(b). A taxpaver that forfeits a credit under
this Article is liable for all past taxes avoided as a result of the credit plus interest at the
rate established under G.S. 105-241.1(i), computed from the date the taxes would have
been due if the credit had not been allowed. The past taxes and interest are due 30 days
after the date the credit is forfeited; a taxpaver that fails to pav the past taxes and
interest by the due date is subject to the penalties provided in G.S. 105-236.

(h)  Change in Ownership of Business. — As used in this subsection, the term
'business’ means a taxpaver or an establishment. The sale. merger. consolidation.
conversion, acquisition, or bankruptcy of a business. or any transaction by which an
existing business reformulates itself as another business, does not create new eligibility
in_a succeeding business with respect to credits for which the predecessor was not
eligible under this Article. A successor business mayv. however. take anv credit or
carried-over portion of a credit that its predecessor could have taken if it had a tax
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liability. The acquisition of a business is a new investment that creates new eligibility in
the acquiring taxpaver under this Article if either of the following conditions is met:

(1)  The business closed before it was acquired. ‘

(2)  The business was required to file a notice of plant closing or mass
layoff under the federal Worker Adjustment and Retraining
Notification Act. 29 U.S.C. § 2101, before it was acquired.

(3) _ The business was acquired by its emplovees directlv or indirectly
through an acquisition company under an emplovee stock option
transaction _or another similar mechanism. For the purpose of this
subdivision, 'acquired’ means that as part of the initial purchase of a
business bv the emplovees. the purchase included an agreement for the
emplovees through the employee stock option transaction or another
similar mechanism to obtain one of the following:

a. Ownership of more than fifty percent (50%) of the business.
b. Ownership of not less than forty percent (40%) of the business within

seven vears if the business has tangible assets with a net book value in
excess of one hundred million dollars ($100.000.000) and has the
majority of its operations located in an development tier one area.

(1) Advisory Ruling. — A taxpaver mayv request in writing from the Secretarv of
Revenue specific advice regarding eligibility for a credit under this Article.
G.S. 105-264 governs the effect of this advice. A taxpaver may not legally relv upon
advice offered by anv other State or local government official or emplovee acting in an
official capacity regarding eligibility for a credit under this Article.

(i)  Planned Expansion. — A taxpaver that signs a letter of commitment with the
Department of Commerce, after the Department has calculated the development tier
designations for the next vear but before the beginning of that vear. to undertake
specific activities at a specific site within the next two vears may calculate the credit for
which it qualifies based on the establishment's development tier designation in the vear
in which the letter of commitment was signed by the taxpaver. '

"§ 105-129.74. Tax election; cap; carryforwards; limitations.

(a) Tax Election. — The credits provided in this Article are allowed against the
franchise tax levied in Article 3 of this Chapter. the income taxes levied in Article 4 of
this Chapter. and the gross premiums tax levied in Article 8B of this Chapter. The
taxpaver mayv divide a credit between the taxes against which it is allowed.
Carrvforwards of a credit may be divided between the taxes against which it is allowed
without regard to the original election regarding the division of the credit.

(b)  Cap. — The credits allowed under this Article may not exceed fifty percent
(50%) of the cumulative amount of taxes against which they may be claimed for the
taxable year, reduced by the sum of all other credits allowed against those taxes, except
tax pavments made by or on behalf of the taxpaver. This limitation applies to the
cumulative amount of credit. including carrvforwards. claimed by the taxpaver under
this Article for the taxable vear.

(c) Carryforward. — Unless a longer carrvforward period applies. any unused
portion of a credit allowed under G.S. 105-129.77 or G.S. 105-129.78 may be carried
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forward for five vears and anv unused portion of a credit allowed under G.S.
105-129.79 may be carried forward for 15 vears. If the Secretarv of Commerce makes a
written determination that the taxpaver is expected to purchase or lease, and place in
service in_connection with an eligible business within a two-vear period. at least one
hundred fifty million dollars ($150.000.000) worth of business and real propertv. any
unused portion of a credit under this Article with respect to the establishment that
satisfies that condition may be carried forward for the succeeding 20 vears. If the
taxpayer does not make the required level of investment, the taxpaver shall applv the
five-vear carryforward period rather than the 20-vear carryforward period.

(d)  Statute of Limitations. — Notwithstanding Article 9 of this Chapter, a taxpaver
shall claim a credit under this Article within six months after the date set bv statute for
the filing of the return. including any extensions of that date.

"8§ 105-129.75. Fees and reports.

(a) Fee. — When filing a return for a taxable vear in which the taxpayer engaged
in activity for which the taxpaver is eligible for a credit under this Article. the taxpaver
shall pay the Department of Revenue a fee of five hundred dollars ($500.00) for each
type of credit the taxpaver claims or intends to claim with respect to an establishment.
The fee is due at the time the return is due for the taxable vear in which the taxpaver
engaged in the activity for which the taxpaver is eligible for a credit. No credit is
allowed under this Article for a taxable vear until all outstanding fees have been paid.
Fees collected under this section shall be credited to the General Fund.

(b) Reports. — The Department of Revenue shall publish by May 1 of each vear
the following information itemized by credit and by taxpaver for the 12-month period
ending the preceding December 31:

(1) The number of claims for each credit allowed in this Article.
(2)  The number and development tier area of new jobs with respect to

which credits were claimed.
(3) ° The cost and development tier area of business property with respect to

which credits were claimed.
(4) The cost and development tier area of real property investment with
respect to which credits were claimed.
"8 105-129.76. Substantiation.

(a) Records. — To claim a credit allowed by this Article. the taxpaver shall
provide any information required by the Secretary of Revenue. Everv taxpaver claiming
a credit under this Article shall maintain and make available for inspection bv the
Secretary of Revenue anv records the Secretary considers necessarv to determine and

verify the amount of the credit to which the taxpaver is entitled. The burden of proving
eligibility for the credit and the amount of the credit shall rest upon the taxpaver, and no

credit shall be allowed to a taxpaver that fails to maintain adequate records or to make
them available for inspection.

(b) Documentation. — Each taxpayer shall provide with the tax return qualifving
information for each credit claimed under this Article. The qualifying information shall

be_in the form prescribed by the Secretary and shall be signed and affirmed by the

individual who signs the taxpaver's tax return. The information required by this
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subsection is information demonstrating that the taxpaver has met the conditions for
qualifving for a credit and any carrvforwards. and includes the following:

(1)  The physical location of the jobs and investment with respect to which
the credit is claimed, including the street address and the development
tier designation of the establishment.

(2)  The tvpe of business with respect to which the credit is claimed and
the average weekly wage at the establishment with respect to which
the credit is clatmed.

(3)  Any other qualifving information related to a specific credit allowed
under this Article.

"§ 105-129.77. Credit for creating jobs.

(a) Credit. — A taxpaver that meets the eligibility requirements set out in
G.S. 105-129.73 and satisfies the threshold requirement for new job creation in this
State under subsection (b) of this section during the taxable vear is allowed a credit for
creating jobs. The amount of the credit for each new job created is set out in the table
below and is based on the development tier designation of the county in which the job is
located. If the job is located in an urban progress zone. the amount of the credit is
increased by one thousand dollars ($1.000) per job. In addition. if a job located in an
urban progress zone is filled by a resident of that zone or by a long-term unemploved
worker, the amount of the credit is increased bv an additional two thousand dollars
($2.000) per job.

Area Development Tier Amount of Credit
Tier One $12.500
Tier Two 5.000
Tier Three 1.000

(b)  Threshold. — The applicable threshold is the appropriate amount set out in the
following table based on the development tier designation of the countv where the new
jobs are created during the taxable vear. If the taxpaver creates new jobs at more than

one eligible establishment in a county during the taxable vear, the threshold applies to
the aggregate number of new jobs created at all eligible establishments within the
county during that vear. If the taxpaver creates new jobs at eligible establishments in
different counties during the taxable vear, the threshold applies separatelv to the
aggregate number of new jobs created at eligible establishments in each countyv. If the
taxpaver creates new jobs in an urban progress zone. the applicable threshold is the one
for a development tier one area.

|

Area Development Tier Threshold
Tier One b}
Tier Two 10

l\)
'Jl

Tier Three _

(c)  Calculation. — A job is located in a county or urban progress zone if more
than fifty percent (50%) of the emplovee's duties are performed in the countv or the
zone. The number of new jobs a taxpaver creates during the taxable vear is determined
by subtracting the average number of full-time emplovees the taxpaver had in this State
during the 12-month period preceding the beginning of the taxable vear from the.
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average number of full-time emplovees the taxpaver has in this State during the taxable

(d) Installments. — The credit may not be taken in the taxable vear in which the
new jobs are created. Instead. the credit shall be taken in equal installments over the
four vears following the taxable vear in which the new jobs were created and is
conditional upon the continued maintenance of those jobs by the taxpaver. If, in one of
the four vears in which the installment of a credit accrues. a job is no longer filled. the
credit with respect to that job expires and the taxpaver mav not take any remaining
installment of the credit with respect to that job. If. in one of the vears in which the
installment of a credit accrues, the number of the taxpaver's full-time emplovees falls
below the sum of the applicable threshold and the number of full-time emplovees the
taxpaver had in the vear before the vear in which the taxpaver qualified for the credit.
the credits with respect to all of the new jobs expire, and the taxpaver mayv not take anv
remaining_installments of the credits. When a credit expires under this subsection. the
taxpayer may. however, take the portion of an installment that accrued in a previous
vear and was carried forward to the extent permitted under G.S. 105-129.74.

(e)  Transferred Jobs. — Jobs transferred from one area in the State to another area
in the State are not considered new jobs for purposes of this section. Jobs that were
located in this State and that are transferred to the taxpaver from a related member of
the taxpaver are not considered new jobs for purposes of this section. If, in one of the
four vears in which the installment of a credit accrues. the job with respect to which the
credit was claimed is moved to an area in a higher-numbered development tier or out of
an_urban progress zone, the remaining installments of the credit are allowed only to the
extent they would have been allowed if the job was initially created in the area to which
it was moved. If, in one of the vears in which the installment of a credit accrues. the job
with respect to which the credit was claimed is moved to an area in a lower-numbered
development tier or an urban progress zone. the remaining installments of the credit
shall be calculated as if the job had been created initially in the area to which it was
moved.

() Wage Standard. — For the purposes of this section, a taxpaver satisfies the
wage standard requirement of G.S. 105-129.73 only if the taxpaver satisfies the
requirement_with respect to_both the new jobs. considered collectivelv. for which a
credit is claimed and all of the jobs at the establishment, considered collectively. with
respect to which a credit is claimed.

(g) No Double Credit. — A taxpaver may not claim a credit under this section
with respect to jobs for which a taxpaver claims a credit under G.S. 105-129 8.

"§ 105-129.78. Credit for investing in business property.

(a)  General Credit. — A taxpaver that meets the eligibility requirements set out in
G.S. 105-129.73 and that has purchased or leased business property and placed it in
service in_this State during the taxable vear and that has satisfied the threshold
requirements of subsection (c) of this section is allowed a credit equal to the applicable
percentage of the excess of the eligible investment amount over the applicable
threshhold. If the taxpaver places business property in service in an urban progress

- zone. the applicable percentage is the one for a development tier one area. Business
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property is eligible if it is not leased to another party. The credit may not be taken for
the taxable vear in which the business property is placed in service but shall be taken in
equal installments over the four vears following the taxable vear in which it is placed in
service. The applicable percentage is as follows: '

Area Development Tier Applicable Percentage
Tier One 7%
Tier Two 5%
Tier Three 4%

(b)  Eligible Investment Amount. — The eligible investment amount is the lesser
of (i) the cost of the eligible business property and (ii) the amount by which the cost of
all of the taxpaver's eligible business property that is in service in this State on the last
day of the taxable vear exceeds the cost of all of the taxpaver's eligible business
property that was in service in this State on the last dav of the base vear. The base vear
is that vear, of the three immediately preceding taxable vears. in which the taxpaver had
the most eligible business propertv in service in this State.

(¢)  Threshold. — The applicable threshold is the appropriate amount set out in the
following table based on the development tier where the eligible business property is
placed in service during the taxable vear. If the taxpaver places business propertv in
service in_an urban progress zone. the applicable threshhold is the one for a
development tier one area. If the taxpaver places eligible business propertv in service at
more than one establishment in a county during the taxable vear, the threshold applies to
the agoregate amount of eligible business property placed in service during the taxable
year at all establishments in the countv. If the taxpaver places eligible business property
in_service at establishments in different counties. the threshold applies separately to the
aggregate amount of eligible business property placed in service in each countyv.

Area Development Tier Threshold
Tier One 3 -0-
" Tier Two 1.000.000
Tier Three 4.,000.000
(d) Expiration. — As used in this subsection. the term 'disposed of means

disposed of. taken out of service. or moved out of State. If, in one of the four vears in
which the installment of a credit accrues. the business property with respect to which
the credit was claimed is disposed of. the credit expires and the taxpaver mav not take
any remaining installment of the credit for that business property unless the cost of that
business property is offset in the same taxable vear by the taxpaver's new investment in
eligible business propertv placed in service in the same county, as provided in this
subsection. If, during the taxable vear, the taxpaver disposed of the business propertv
for which installments remain. there has been a net reduction in the cost of all the
taxpaver's eligible business propertv that are in service in the same countv as the
business property that was disposed of. and the amount of this reduction is greater than
twentv percent (20%) of the cost of the business property that was disposed of. then the
credit for the business property that was disposed of expires. If the amount of the net
reduction is equal to twenty percent (20%) or less of the cost of the business property
that was disposed of. or if there is no net reduction. then the credit does not expire. In
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determining the amount of anv net reduction during the taxable vear. the cost of
business property the taxpaver placed in service during the taxable vear and for which
the taxpaver claims a credit under Article 3A or Article 3B of this Chapter mav not be
included in the cost of all the taxpaver's eligible business property that is in service. If in
a single taxable vear business property with respect to two or more credits in the same
county are disposed of. the net reduction in the cost of all the taxpaver's eligible
business property that is in service in the same county is compared to the total cost of all
the business property for which credits expired in order to determine whether the
remaining installments of the credits are forfeited.

The expiration of a credit does not prevent the taxpayer from taking the portion of an
installment that accrued in a previous vear and was carried forward to the extent
permitted under G.S. 105-129.74.

(e)  Transferred Property. — If. in one of the four vears in which the installment of
a credit accrues. the business property with respect to which the credit was claimed is
moved to a county in a higher-numbered development tier or to an urban progress zone,
the remaining installments of the credit are allowed only to the extent they would have
been allowed if the business property had been placed in service initiallv in the area to
which it was moved. If. in one of the four vears in which the installment of a credit
accrues, the business propertv with respect to which a credit was claimed is moved to a
county in a lower-numbered development tier or an urban progress zone. the remaining
installments of the credit shall be calculated as if the business property had been placed
in service initially in the area to which it was moved. -

() Wage Standard. — For the purposes of this section, a taxpaver satisfies the
wage standard requirement of G.S. 103-129.73 onlyv if the taxpaver satisfies the
requirement with respect to all of the jobs at the establishment. considered collectively,
with respect to which a credit is claimed.

(2) No Double Credit. — A taxpaver may not claim a credit under thls section
with respect to business property for which the taxpaver claims a credit under
G.S. 105-129.9 or G.S. 105-129.9A.

"§ 105-129.79. Credit for investment in real property.

(a) Credit. — If a taxpaver that has purchased or leased real property in a
development tier one area begins to use the propertv in an eligible business during the
taxable vear, the taxpaver is allowed a credit equal to thirty percent (30%) of the eligible
investment amount if all of the eligibility requirements of G.S. 105-129.73 and of
subsection (b) of this section are met. For the purposes of this section, propertyv is
located in a development tier one area if the area the property is located in was a.
development tier one area at the time the taxpayer made a written application for the
determination required under subsection (b) of this section. The eligible investment
amount is the lesser of (i) the cost of the property and (ii) the amount by which the cost
of all of the real property the taxpaver is using in this State in an eligible business on the
last day of the taxable vear exceeds the cost of all of the real property the taxpayer was
using in this State in an eligible business on the last dav of the base vear. The base vear
is that vear. of the three immediatelv preceding taxable vears. in which the taxpaver was
using the most real property in this State in an eligible business. In the case of property
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that is leased. the cost of the property is not determined as provided in G.S. 105-129 71
but is considered to be the taxpaver's lease pavments over a seven-vear period. plus anv
expenditures made by the taxpaver to_improve the property before it is used bv the
taxpaver if the expenditures are not reimbursed or credited by the lessor. The entire
credit may not be taken for the taxable vear in which the property is first used in an
eligible business but shall be taken in equal installments over the seven vears following
the taxable vear in which the property is first used in an eligible business. When part of
the property is first used in an eligible business in one vear and part is first used in an
eligible business in a later vear. separate credits may be claimed for the amount of
property first used in an eligible business in each vear. The basis in anv real property for
which a credit is allowed under this section shall be reduced by the amount of credit
allowable.

(b)  Determination by the Secretary of Commerce. — A taxpaver is eligible for the
credit allowed under this section with respect to an establishment only if the Secretary
of Commerce makes a written determination that the taxpaver is expected to purchase or
lease and use in an eligible business at that establishment within a three-vear period at
least ten million dollars ($10.000.000) of real property and that the establishment that is
the subject of the credit will create at least 200 new jobs within two vears of the time
that the property is first used in an eligible business. If the taxpaver fails to timely make
the required level of investment or fails to timely create the required number of new
jobs. the taxpayer forfeits the credit as provided in G.S. 105-129.73.

(¢)  Mixed Use Property. — If the taxpayer uses only part of the property in an
eligible business, the amount of the credit allowed under this section is reduced bv
multiplying it by a fraction. the numerator of which is the square footage of the property
used in an eligible business and the denominator of which is the total square footage of
the property.

(d)  Expiration. — If. in one of the seven vears in which the installment of a credit
accrues. the property with respect to which the credit was claimed is no longer used in
an eligible business. the credit expires. and the taxpayer may not take any remaining
installment of the credit. If. in one of the seven vears in which the installment of a credit
accrues, part of the property with respect to which the credit was claimed is no longer
used in an eligible business, the remaining installments of the credit shall be reduced bv
multiplying it by the fraction described in subsection (¢) of this section. If, in one of the
vears in which the installment of a credit accrues and by which the taxpaver is required
to_have created 200 new jobs at the property. the total number of emplovees the
taxpayer employs at the property with respect to which the credit is claimed is less than
200. the credit expires, and the taxpayer may not take anv remaining installment of the
credit.

In_each of these cases, the taxpaver may nonetheless take the portion of an
installment that accrued in a previous vear and was carried forward to the extent
permitted under G.S. 105-129.74.

(&)  No Double Credit. — A taxpaver may not claim a credit under this section
with respect to real property for which a credit is claimed under G.S. 105-129.12 or
G.S.105-129.12A."
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SECTION 1.2. Part 2 of Article 10 of Chapter 143B is amended by adding
two new sections to read:
"§ 143B-437.08. Development tier designation.

(a)  Tiers Defined. — A development tier one area is a countv whose annual
ranking is one of the 40 highest in the State. A development tier two area is a county
whose annual ranking is one of the next 40 highest in the State. A development tier
three area is a county that is not in a lower-numbered development tier.

(b)  Development Factor. — Each vear. on or before November 30. the Secretary
of Commerce shall assign to each countv in the State a development factor that is the
sum of the following:

(1) The county's rank in a ranking of counties by average rate of
unemplovment from lowest to highest. for the most recent 12 months
for which data are available.

(2) The county's rank in a ranking of counties by median household
income from highest to lowest, for the most recent 12 months for
which data are available.

(3) The county's rank in a ranking of counties by percentage growth in
population from highest to lowest. for the most recent 36 months for
which data are available.

(4) The countv's rank in a ranking of counties by adjusted assessed
property value per capita. from highest to lowest. for the most recent
laxable vear.

(¢)  Annual Ranking. — After computing the development factor as provided in
this_section and making the adjustments required in this section. the Secretarv of
Commerce shall rank all the counties within the State according to their development
factor from highest to lowest. The Secretary shall then identify all the areas of the State
by development tier and publish this information. A development tier designation is
effective only for the calendar vear following the designation.

(d) Data. — In measuring rates of unemployment and median household income.
the Secretary shall use the latest available data published by a State or federal agencv
generally recognized as having expertise concerning the data. In measuring assessed
property value, the Secretarv shall use the tax records prepared in each county. In
measuring population and population growth. the Secretarv shall use the most recent
estimates of population certified by the State Budget Officer. For the purposes of this
section. population_statistics do not_include people incarcerated in federal or State
prisons.

()  Exception for Certain Small Counties. — Regardless of the actual
development factor. any county that has a population of less than 12.000 shall
automatically be ranked one of the 40 highest counties. and anv countv that has a
population of less than 50,000 shall automatically be ranked one of the 80 highest
counties.

(f)  Exception for Development Tier One Areas. — Regardless of the actual
development factor. a county designated as a development tier one area shall
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automatically be ranked one of the 40 highest counties until it has been a development
tier one area for at least two consecutive vears.

(g)  Exception for Two-County Industrial Park. — An eligible two-county
industrial park has the lower development tier designation of the designations of the two
counties in which it is located if it meets all of the following conditions:

(1) It is located in two contiguous counties. one of which has a lower
development tier designation than the other.

(2) At least one-third of the park is located in the county with the lower
tier designation.

(3) Itis owned by the two counties or a joint agency of the counties.

(4)

The county with the lower tier designation contributed at least the
lesser of one-half of the cost of developing the park or a proportion of
the cost of developing the park equal to the proportion of land in the
park located in the county with the lower tier desienation.
(h)  Exception for Certain Multi-Jurisdictional Industrial Park. — An eligible
industrial park created by interlocal agreement under G.S. 158-7.4 has the lowest

development tier designation of the designations of the counties in which it is located if
all of the following conditions are satisfied:

(1)  The industrial park is located. at one or more sites. in four or more
contiguous counties.

(2) At least two of the counties in which the industrial park is located are
development tier one areas.

(3) __ The industrial park is owned by four or more units of local government
or a nonprofit corporation owned or controlled by four or more units of
local government.

(4) __ In each county in which the industrial park is located. the park has at
least 300 developable acres. For the purposes of this subdivision.

" 'developable acres' includes acreage that is owned directly bv the
industrial park or its owners or that is the subject of a development
agreement between the industrial park or its owners and a third-partv
owner. o

(5) _ The total population of all of the counties in which the industrial park
is located is less than 200.000.

(6) _ In each countv in which the industrial park is located. at least sixteen
and eight-tenths percent (16.8%) of the population was Medicaid
eligible for the 2003-2004 fiscal vear based on 2003 population
estimates.

"'§ 143B-437.09. Urban progress zone designation.

(a) Urban Progress Zone Defined. — An urban progress zone is an area comprised
of one or more contiguous census tracts, census block groups, or both. or parts thereof,
in the most recent federal decennial census that meets all conditions in this subsection.
There mav be no more than one urban progress zone in a municipality.

(1) All land within the zone is located in whole within the primary
corporate limits of a municipality with a population of more than
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10.000 according to the most recent annual population estimates
certified by the State Budget Officer.

(2) _ Every census tract and census block eroup that composes part of the
zone meets at least one of the following conditions:

a. More than twenty percent (20%) of its population is below the
poverty level according to the most recent federal decennial
census.

b. At least seventy-five percent (75%) of its area is zoned as

commercial and industrial and it is adjacent to a census tract or
block group of which at least twenty percent (20%) of the
population is below the poverty level

(3)  The area of the zone zoned as commercial and industrial does not

exceed thirtv-five percent (35%) of the total area of the zone.

(4) _ The area of the zone does not exceed more than ten percent (10%) of

the total area of the municipality in which it is located.

(b)  Designation. — Upon_ request of a local government. the Secretary of
Commerce shall make a written_determination whether an area is an urban proeress
zone that meets the conditions of subsection (a) of this section. A determination under
this section is effective for 24 months following the determination. The Department of
Commerce shall publish annually a list of all urban progress zones with a description of
their boundaries.

(c) Parcel of Property Partially in Urban Progress Zone. — For the purposes of
this section. a parcel of property that is located partially within an urban proeress zone
is considered entirelv within the zone if all of the following conditions are satisfied:

(1) At least fifty percent (50%) of the parcel is located within the zone.

(2) The parcel was in existence and under common ownership prior to the

most recent federal decennial census.

(3) The parcel is a portion of land made up of one or more tracts or tax
parcels of land that is surrounded by a continuous perimeter boundary."

SECTION 1.3. G.S. 105-129.2A(a) reads as rewritten:

"(a) Sunset. — This Article is repealed effective for business activities that occur
on or after January 1, 2608-2007."

SECTION 1.4. There is appropriated from the General Fund to the
Department of Revenue the sum of $X for the 2006-2007 fiscal year to perform
functions related to the administration of Article 3H of Chapter 105 of the General
Statutes. There is appropriated from the General Fund to the Department of Commerce
the sum of $X for the 2006-2007 fiscal year to perform functions related to the
administration of Article 3H of Chapter 105 of the General Statutes.

SECTION 1.4. Section 1.1 of this part is effective for taxable years
beginning on or after January 1, 2007. The remainder of this part is effective when it
becomes law.

PART II. CONFORMING CHANGES
SECTION 2.1. G.S. 105-129.55(a) reads as rewritten:
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"(a) Qualified North Carolina Research Expenses. — A taxpayer that has qualified
North Carolina research expenses for the taxable year is allowed a credit equal to a
percentage of the expenses, determined as provided in this subsection. Only one credit
is allowed under this subsection with respect to the same expenses. If more than one
subdivision of this subsection applies to the same expenses, then the credit is equal to
the higher percentage, not both percentages combined. If part of the taxpayer's qualified
North Carolina research expenses qualifies under subdivision (2) of this subsection and
the remainder qualifies under subdivision (3) of this subsection, the applicable
percentages apply separately to each part of the expenses.

(1)

2

3)

Small business. — If the taxpayer was a small business as of the last
day of the taxable year, the applicable percentage is three percent
(3%).

Low-tier research. — For expenses with respect to research performed
in an-enterprise-tier-one—twe—or-threea development tier one area, the
applicable percentage is three percent (3%).

Other research. — For expenses not covered under subdivision ( 1) or
(2) of this subsection, the percentages provided in the table below
apply to the taxpayer's qualified North Carolina research expenses
during the taxable year at the following levels:

. Expenses Over Up To Rate
-0- $50 million 1%

$50 million $200 million 2%

$200 million - 3%"

SECTION 2.2. G.S. 105-164.14(h) reads as rewritten:
"(h) Low Enterprise or Development Tier Machinery. — Eligible taxpayers are
allowed an annual refund of sales and use taxes paxd under this Article as provided in

this subsection.

(1)

2

" Refunds. — An eligible person is allowed an annual refund of sales and

use taxes paid by it under this Article at the general rate of tax on
eligible machinery and equipment it purchases for use in an enterprise
tier one area or an enterprise tier two area, as defined in G.S.
1051293-105-129.3 or a development tier one area, as defined in
G.S. 143B-437.08. Liability incurred indirectly by the taxpayer for
sales and use taxes on these items is considered tax paid by the
taxpayer. A request for a refund must be in writing and must include
any information and documentation required by the Secretary. A
request for a refund is due within six months after the end of the State's
fiscal year. Refunds applied for after the due date are barred.
Eligibility. — A person is eligible for the refund provided in this
subsection if it is engaged primarily in one of the businesses listed in
G.S. 105-129.4(a) in an enterprise tier one area or an enterprise tier
two area, as defined in G.S. +85-429-3-105-129.3 or if it is engaged
primarily in one of the businesses listed in G.S. 105-129.73(a) in a
development tier one area. as defined in G.S. 143B-437.08.
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3)

Machinery and equipment. — For the purpose of this subsection, the
term 'machinery and equipment’ means engines, machinery,
equipment, tools, and implements used or designed to be used in one
of the businesses listed in G.S. 185-129.4¢a)-105-129.4(a) or 105-
129.73(a). Machinery and equipment are eligible for the refund
provided in this subsection if the taxpayer places them in service in an
enterprise tier one area or an enterprise tier two area, as defined in G.S.
+05429-3:-105-129.3. or a development tier one area. as defined in
G.S. 143B-437.08. capitalizes them for tax purposes under the Code,
and does not lease them to another party."

SECTION 2.3. G.S. 105-164.14(j)(2) reads as rewritten:
"()  Certain Industrial Facilities. — The owner of an eligible facility is allowed an
annual refund of sales and use taxes as provided in this subsection.

)

Eligibility. — A facility is eligible under this subsection if it meets both
of the following conditions:

a. It is primarily engaged in one of the industries listed in this
subsection.
b. The Secretary of Commerce has certified that the owner of the

facility will invest at least the required amount of private funds
to construct the facility in this State. For the purpose of this
subsection, costs of construction may include costs of acquiring
and improving land for the facility and costs of equipment for
the facility. If the facility is located in an-enterprise—tier—one:
two—or—threedevelopment tier one area as defined in G-S-
+054293.G.S. 143B-437.08 the required amount is fifty
million dollars ($50,000,000). For all other facilities, the
required amount is one hundred million dollars ($100,000,000).
In the case of a computer manufacturing facility, the owner may
invest these funds either directly or indirectly through a related
entity or strategic partner as those terms are defined in G.S.
105-129.61. In the case of a computer manufacturing facility,
the term ‘facility’ has the same meaning as under G.S.
105-129.61."

SECTION 2.4. Reserved
SECTION 2.5. G.S.'143B-437.04 reads as rewritten:
"§ 143B-437.04. Community development block grants.
(@)  The Department of Commerce shall adopt guidelines for the awarding of
Community Development Block Grants to ensure that:

(1)

)

No local match is required for grants awarded for projects located in
enterprise—development tier one areas as defined in G.S.
+05129-3-143B-437.08.

To the extent practicable, priority consideration for grants is given to
projects located in enterprise-development tier one areas as defined in
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G.S. +051293143B-437.08 or in development-urban progress zones
that have met the conditions of subsection (b) of this section.

(b)  In order to qualify for the benefits of this section, after an area is designated a
developrentan urban progress zone under G.S. +654293A-143B-437.09 the governing
body of the city in which the zone is located must adopt a strategy to improve the zone
and establish a-developmentan urban progress zone committee to oversee the strategy.
The strategy and the committee must conform with requirements established by the
Secretary of Commerce."

SECTION 2.6. G.S. 143B-437.51(5a) is recodified as G.S. 143B-437.51(4a)
and reads as rewritten:
"(4a) Enterprise-Development tier. — The classification assigned to an area
pursuant to G.S. +654293-143B-437.08."
SECTION 2.7. G.S. 143B-437.53(a) reads as rewritten:
"(a) Minimum Number of Eligible Positions. — A business may apply to the

. Committee for a grant for any project that creates the minimum number of eligible

positions as set out in the table below. If the project will be located in more than one

enterprise-development tier area, the location with the highest enterprise-development
tier area designation determines the minimum number of eligible positions that must be

created.

Enterprise-Development Tier Area Number of Ehglble Positions
Tier One 10
Tier Two 1920
Tier Three 40620
’T" QF Fn LT 20
Hertive 20"

SECTION 2.8. G.S. 143B-437.55(c)(3) reads as rewritten: -
"(c) Annual Reports. — The Committee shall publish a report on the Job
Development Investment Grant Program on or before April 30 of each year. The report
shall include the following:

(3)  The number and entefprise-development tier area of eligible positions
created by projects with respect to which grants were awarded."

SECTION 2.9. G.S. 143B-437.56(d) reads as rewritten:

"(d) The percentage established in the agreement shall be reduced by one-fourth
for any eligible position that is located in an enterprise-development tier four-orfivetwo
or three area.”

SECTION 2.10. G.S. 158-7.3(a) reads as rewritten:

"(a) Definitions. — The following definitions apply in this section:

(1) Development project. — A capital project that includes capital
expenditures by both private persons and one or more units of local
government and that increases net employment opportunities for
residents of the development district or within a two-mile radius of the
project, whichever is larger, and increases the local government tax
base.
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)

3)

If the district in which such a project will occur is outside a city's
central business district (as that district is defined by resolution of the
city council, which definition is binding and conclusive), then, of the
private development forecast for a development project by the
development financing plan for the district in which the project will
occur, a maximum of twenty percent (20%) of the plan's estimated
square footage of floor space may be proposed for use in retail sales,
hotels, banking, and financial services offered directly to consumers,
and other commercial uses other than office space. The twenty percent
(20%) limitation in the preceding sentence does not apply to
development financing districts located in an-enterprise-a_development
tier one area, as defined in G.S. 105-129.3.143B-437.08 and created
primarily for tourism-related economic development, such as
developments featuring facilities for exhibitions, athletic and cultural
events, show and public gatherings, racing facilities, parks and
recreation facilities, art galleries, museums, and art centers.

Publish. — Insertion in a newspaper qualified under G.S. 1-597 to
publish legal advertisements in the county or counties in which the unit
is located.

Unit or unit of local government. — A county, city, town, or
incorporated village."

SECTION 2.11. G.S. 19A-64(c) reads as rewritten:

"(c) Distribution. — The Department shall make payments from the Spay/Neuter
Account to eligible counties and cities who have made timely application for
reimbursement within 30 days of the closing date for receipt of applications for that
quarter. In the event that total requests for reimbursement exceed the amounts available

in the Spay/Neuter Account for distribution, the monies available will be distributed as

follows:

(1)

2)

Fifty percent (50%) of the monies available in the Spay/Neuter
Account shall be reserved for relmbursement for eligible applicants
within ente > reedevelopment tier one areas as
defined in G. S -1—99—419—3-1438 437.08 The remaining fifty percent
(50%) of the funds shall be used to fund reimbursement requests from

eligible applicants in enterprise-tier-fourandfivedevelopment tier two
and three areas as defined in G.S. 165-129-3-143B-437.08.

Among the eligible counties and cities in enterprise-tier-one—two—and
threedevelopment tier one areas, reimbursement shall be made to each
eligible county or city in proportion to the number of dogs and cats
that have received rabies vaccinations during the preceding fiscal year
in that county or city as compared to the number of dogs and cats that
have received rabies vaccinations during the precedlng fiscal year by
all of the eligible applicants in : 5
threedevelopment tier one areas. .
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(3) Among the eligible counties and cities in enterprise—tier—four—and

frvedevelopment tier two and three areas, reimbursement shall be
made to each eligible county or city in proportion to the number of
dogs and cats that have received rabies vaccinations during the
preceding fiscal year in that county or city as compared to the number
of dogs and cats that have received rabies vaccinations during the
preceding fiscal year by all of the eligible applicants in enterprisetier
fourand-fivedevelopment tier two and three areas.

(4)  Should funds remain available from the fifty percent (50%) of the
Spay/Neuter Account designated for enterprise—tier—one—two—or
threedevelopment tier one areas after reimbursement of all claims by
eligible applicants in those areas, the remammg funds shall be made
available to reimburse eligible applicants in enterprise—tierfour—and
fivedevelopment tier two and three areas."

SECTION 2.12. G.S. 106-744(c2) reads as rewritten:

"(c2) A county that is an—enterprise—tierfour—eounty—oran—enterprise—tier—fivea
development tier two or three county, as these tiers are defined in G-S-
+05-4293¢a)G.S. 143B-437.08, and that has prepared a countywide farmland

protection plan shall match fifteen percent (15%) of the Trust Fund monies it receives
with county funds. A county that has not prepared a countywide farmland protection
plan shall match thirty percent (30%) of the Trust Fund momcs it recelves with county
funds A county that is -- : sise-Her : :

S es—ared dexelopment tier one countV as
deﬁned in G—S—l@é—-l—’:’Q%{-a—)—G S. 143B 437 08. and that has prepared a countywide
farmland protection plan shall not be required to match any of the Trust Fund monies it
receives with county funds."

SECTION 2.13. Reserved
SECTION 2.14. G.S. 146-22.3(d) reads as rewritten:

"(d) Application. — ‘This section applies only to land acquired in counties
designated as an-enterprise-tier-one-or-enterprisetier-twoa development tier one area
under G.S. 105-129-3-143B-437.08."

SECTION 2.15. G.S. 146-22.4(c) reads as rewritten:

"(c) Application. — This section applies only to land acquired in counties
designated as an-enterprise-tier-one—or-enterprise-tiertwoa_development tier one area
under G.S. +05-429-3-143B-437.08."

SECTION 2.16. G.S. 146-22.5(b) reads as rewritten:
. "(b) Application. — This section applies only to land acquired in counties
designated as an-enterprise-tier-one-or-enterprise—tier—twoa development tier one area
under G.S. +85429:3-143B-437.08."

SECTION 2.17. G.S. 153A-15.1 reads as rewritten:

"(e) Application. — This section applies only to land acquired in counties
designated as an-enterprise-tier-one—or-enterprise—tier-twoa development tier one area
under G.S. $054293-143B-437.08."

SECTION 2.18. G.S. 160A-425.1(¢c) reads as rewritten
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"(¢) If an inspector declares a residential building or nonresidential building or
structure to be unsafe under subsection (b) of this section, the inspector must affix a
notice of the unsafe character of the structure to a conspicuous place on the exterior wall
of the building. For the purposes of this section, the term "community development
target area” means an area that has characteristics of a-developmentzone—underG-S.
105429 3A-an urban progress zone under G.S. 143B-437.09. a ‘nonresidential
redevelopment area' under G.S. 160A-503(10), or an area with similar characteristics
designated by the city council as being in special need of revitalization for the benefit
and welfare of its citizens."

SECTION 2.19. G.S. 160A-426(c) reads as rewritten:

()  If an inspector declares a nonresidential building or structure to be unsafe
under subsection (b) of this section, the inspector must affix a notice of the unsafe
character of the structure to a conspicuous place on the exterior wall of the building. For
the purposes of this section, the term "community development target area" means an
area that has characteristics of « : :
progress zone under G.S. 143B-437.09, a 'nonresidential redevelopment area' under
G.S. 160A-503(10), or an area with similar characteristics designated by the city council
as being in special need of revitalization for the benefit and welfare of its citizens."

SECTION 2.20. G.S. 105-129.51(a) reads as rewritten:

"(a) A taxpayer is eligible for the credit allowed in this Article if it satisfies the
requirements of G.S. 105429-4(b)—(b2)—(b3)-and-b4)105-129.73(b). (c), (d), and (e)
relating to wage standard, health insurance, environmental impact, and safety and health
programs, respectively."

SECTION 2.21. G.S. 105-259(b) reads as rewritten:

"(b) Disclosure Prohibited. — An officer, an emp]oyee or an agent of the State
who has access to tax information in the course of service to or employment by the State
may not disclose the information to any other person unless the disclosure is made for
one of the following purposes:

(24) To furnish the Department of Commerce and the Employment Security
Commission a copy of the qualifying information required in G.S.

+63429-7(b)-103-129.7(b) or 105-129.76(b).

(27) To publish the information required under G.S. 105-129.6,
105-129.19, 105-129.26, 105-129.38, 105-129.44, 105-129.65A,
105-129.75. 105-130.41, 105-130.45, 105-151.22, and 105-164.14.

(36) _ To furnish the Department of Commerce with the information needed
to_complete the studies required under G.S. 105-129.2A and G.S.
105-129.72."

SECTION 2.23. This part becomes effective January 1, 2007.

PART III. EFFECTIVE DATES.
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1 SECTION 3.1. Except as otherwise provided, this act is effective when it

. 2  becomes law.

- A BILL TO BE ENTITLED Page 23



'C\Iarﬁkparison of Proposed
Leglslatlon to Bill Lee Act

Y. Canaan Huie

on Economic Development
April 10, 2006

ShA:F S

e R S TR ]
Comparison of Proposed
Leglslatlon to Bill Lee Act

TR R T

Structure

higher

AR
General Administration — T|er

* Proposed Legislation

—~ 3 development tiers
* 40 counties in tier one

* 40 counties in tier two
+ 20 counties in tier three

- Exceptions may move
some counties lower
and some counties -




« Proposed legislation

— 4 factors determine
initial ranking —
unemployment,
median household

_income, population

growth, and assessed
property value per
capita o

— Same exceptions as
under Bill Lee Act
except for high
unemployment

General Administration — Tier
Structure '

« Proposed Legislation'
- Population figures do
. not include prisoners
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General Administration — Urban
Progress Zones

» Proposed Legislation
- Urban progress (UP)
zones meet these
conditions
= Wholly with a city of
10,000 or more
« Each tract must meet
poverty or industrial
requirements
« Industrial tracts no
more than 35% of zone
+ Zone no more than
10% of municipality
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General Administration

Proposed Legislation

— Credit is taken against
income, franchise, and
gross premiums taxes

— Credit may not exceed
50% of combined tax
liability

- Carryforward period
ranges from 5 years to
20 years
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Proposed Legislation

- Eligibility depends
solely upon the
primary activity of the
specific establishment




Proposed Legislation
- Aircraft maintenance and
repair is established as a
separate category
Central administrative
office is changed to
company headquarters
Data processing and
computer services
combined as information
technology and services
Motorsports racing team
added
Research and development
added
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: Basic Eligibility — Quality Jobs
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Basic Eligibility — Wage Standard

AR

* No wage standard in
tier one
- Wage standard equal
to the lesser of
- 110% of the State
wage .
— 95% of the county
wage
1 » Wage standard in UP
zone is 95% of the
lower wage




Comparison of Proposed
to Bill Lee Act

Specific Credits
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+ Proposed Legislation
~ Creating jobs
- Investing in business
property
— Investing in rea! property
- Note: R&D was
recodified in 2004
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Specific Credits — Creating Jobs —
Bill Lee




Specific Credits — Creating Jobs —
posed Legislation
sec,

s35+| « Credit varies depending
on tier and UP zone
-~ $12,500 per job in lier'one.
— $5,000 per job in tier two
— $1,000 per job in tier three
— Additional $1,000 for UP
zone
~ Additional $2,000 for hiring
a zone resident or long-
term unemptoyed worker in
an UP zone.
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T
fic Credits — Investing in M&E
— Bill Lee
» ME&E definition
narrowly drawn
« Credit is based on the
eligible investment
amount above a
threshold
~ $0 in tier one
-~ $100,000 in tier two
— $200,000 in tier three
— $1,000,000 in tier four
— $2,000,000 in tier five

" O T NI e s AN |

«~ Specific Credits — Investing in Business
. Property — Proposed Legislation
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Credit taken. infolr.# .| - Business property

: ing ¢ | definition broadly
drawn

» Credit is based on the
eligible investment
amount above a
threshold

- $0 in tier one

— $1,000,000 in tier two

- $4,000,000 in tier
three
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Draft 2005-LYx-286
Bill Lee Changes

BILL ANALYSIS
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Version: Draft Committee Counsel

2005-LYx-286

SUMMARY: This bill would create a new Article under Chapter 105 to provide tax credits to new and
expanding businesses, effective for taxable years beginning on or after January 1, 2007; would sunset
the Bill Lee Act for activities occurring on or after January 1, 2007, rather than January 1, 2008; and
would make conforming changes to other statutes that refer to provisions of the Bill Lee Act.

BILL ANALYSIS:

Part I. Tax Credits for Growing Businesses.

The William S. Lee Quality Jobs and Business Expansion Act (hereinafter Bill Lee Act) was enacted in
1996, effective beginning with the 1996 tax year with a 2002 sunset. The Act is a package of State tax
incentives and has been modified in each subsequent year. The incentives are primarily in the form of
tax credits for investment in machinery and equipment and real property, for job creation, and for
worker training. Counties are divided into five enterprise tiers based on the unemployment rate, per
capita income, and population growth of the tounty. For many of the credits, the lower the tier of a
county, the more favorable the incentive. The Act requires the Department of Commerce and the
Department of Revenue to report periodically on the credits allowed by the Act.

Before 1996, North Carolina had made little use of tax incentives to lure businesses to the State.” Even
without incentives, North Carolina was consistently one of the top states in attracting industry. The
array of credits authorized by the Bill Lee Act was viewed as an experiment, to be evaluated in five
years to determine whether the incentives were cost effective and actually affected behavior or merely
provided tax reductions to businesses that would have located or expanded in any case. In 2000, the
General Assembly extended the sunset on the act until January 1, 2006. In 2005, the General Assembly
approved a two-year extension of the Act, until January 1, 2008, in order to provide additional time to
study alternatives to the Act.!

This bill would create a new package of State tax incentives to replace the Bill Lee Act for most
taxpayers. These incentives would become effective January 1, 2007, and would expire January 1,

! There are several exceptions to the 2008 sunset date. Interstate air couriers are eligible to claim the credits for business
activity that occurs on or before January 1, 2010, provided that the interstate air courier entered into a real estate lease on or
before January 1, 2006 with an airport authority that provides for the lease of at least 100 acres of land for a term of at least
15 years. "Eligible major industries" that qualify as such before January 1, 2006, are also allowed to claim credits for
business activity that occurs on or before January 1, 2010. A taxpayer is an eligible major industry if it will invest at least
$100 million in acquiring, constructing, and equipping a facility and it is engaged in bioprocessing, the manufacture or
distribution of pharmaceuticals or medicines, aircraft manufacturing, computer manufacturing, motor vehicle manufacturing, _
or semiconductor manufacturing. In addition, projects that are located in development zones are eligible for credits for
business activities occurring before January 1, 2010, if all of the following conditions are met: before January 1, 2006, the
taxpayer signs a letter of commitment with the Department of Commerce; the Secretary of Commerce makes a written .
determination that the taxpayer will invest $10 million and create at least 300 new jobs at the facility within a three-year
period; and the taxpayer invests at least $4 million and creates at least 20 new jobs at the facility before January 1, 2006.
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2011. Taxpayers that are eligible for the later repeal date of the Act would be able to choose to take
credits under the current Act or under the proposed legislation. Many of the provisions of this proposed
new Article are similar or identical to the provisions of the Bill Lee Act. There are some significant
differences however. :

General Administration.

Under this bill, by November 30 of each year, the Department of Commerce would be required to assign
a tier designation to each of the 100 counties in the State. In order to make these assignments, the
Department would rank all counties based on the following factors: unemployment, median household
income, percentage population growth, and per capita adjusted assessed property value. Regardless of
the development factor, any county with a population of less than 12,000 would automatically be
included in the counties with the 40 highest rankings and any county with a population of less than
50,000 would automatically be included in the counties with the 80 highest rankings. Regardless of the
development factor, a county designated as a tier one county would be included in the counties with the
40 highest rankings. The 40 counties with the highest ranking would be designated as development tier
one, the next 40 highest counties would be designated as development tier two, and the remaining
counties would be designated as development tier three. :

This differs in several keys ways from the Bill Lee Act. First, the Bill Lee Act designation is not
required until December 31. Second, in order to make the Bill Lee assignments, the Department of
Commerce ranks all 100 counties based on the following three factors: unemployment, average per
capita income, and percentage growth in population. The proposed legislation would substitute median
household income for per capita income and add the new factor related to assessed property value per
capita. Third, under the Bill Lee Act, counties are divided into five tiers rather than three. Fourth, under
this proposal, the number of counties in a tier would be fixed. If one county received a lower tier
designation because of the population or low-tier status exceptions, another county would be moved to a
higher tier. Under the Bill Lee Act, the exceptions may move a county to a lower tier, but they do not
result in any county being assigned to a higher tier.

Development zones are another key feature of the Bill Lee Act. 2 Development zones were intended to
be areas of high poverty within cities. Over the years, it has become clear that the development zones
often include areas that are neither high-poverty nor particularly urban. This bill would replace
development zones with urban progress (UP) zones. UP zones are more narrowly focused than
development zones. First, an UP zone must be entirely within the corporate limits of a municipality
with a population of at least 10,000. Development zones are located at least partially in a municipality
with a population of at least 5,000. Second, UP zones must meet more stringent guidelines with respect
to poverty within the zone. Third, an UP zone may comprise no more than 10% of the area of a
municipality: there is no similar restriction on development zones.

Under this bill, all of the credits would be allowed against the franchise tax levied in Article 3 of
Chapter 105, the income taxes levied in Article 4 of Chapter 105, the gross premiums tax levied in

2 Under the Bill Lee Act, the Department of Commerce is also responsible for designating development zones. Development
zones are areas of higher poverty within urban centers. In order to be designated as a development zone, the area must satisfy
all of the following conditions: every census tract or block group in the zone is located in a city with a population of at least
5,000, the zone has a population of at least 1,000, more than 20% of the population of the zone is below the poverty level,
every census track or block group in the zone has more than 10% of its population below the poverty level or is immediately
adjacent to a census tract or block group that has more than 20% of its population below the poverty level, and no census
tract or block group in the zone is located in another development zone. Designation as a development zone is effective for
two years. Location in a development zone leads to more favorable treatment for the taxpayer with respect to the wage
standard, the credit for creating new jobs, the credit for investing in machinery and equipment, and the credit for worker
training.
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Article 8B of Chapter 105, or a combination of these taxes. The credits allowed under the Bill Lee Act
are also allowed against these taxes; however, unlike this bill, under the Bill Lee Act, a taxpayer may
take a credit against only one of the three taxes.

Under this bill, the total amount of credits allowed could not exceed 50% of the cumulative amount of
the taxpayer's tax liability for franchise, income, and gross premiums taxes. Under the Bill Lee Act, the
credits are limited to 50% of the taxpayer's tax liability for the one tax against which the taxpayer
chooses to apply it. As with the Bill Lee Act, this cap would apply to the cumulative amount of credits
for the current year and carryforwards of credits from previous years. Under this bill, any unused
portion of a credit with respect to the credit for creating jobs or investing in business property could be
carried forward for the succeeding five years. This is also the standard carryforward period for the Bill
Lee Act. Any unused portion of a credit with respect to the credit for investing in real property could be
carried forward for the succeeding 15 years, as compared to the succeeding 20 years under the Bill Lee
Act. Finally, as with the Bill Lee Act, credits with respect to a large investment (at least $150 million)
could be carried forward for 20 years. This draft would shorten the carryforward period for some credits
and eliminates some enhanced carryforward provisions altogether.

When filing a return for a taxable year in which the taxpayer engaged in activity for which the taxpayer
is eligible for a credit, the taxpayer would be required to submit a fee of $500 for each type of credit the
taxpayer intended to claim with respect to an establishment. The fee would be deposited in the General
Fund, and the positions at the Departments of Revenue and Commerce that oversee the program would
be funded through the General Fund. The Bill Lee Act contains a similar fee requirement, but under the
Act the fees are kept by the Departments as departmental receipts: the positions that oversee the Bill
Lee are funded by those receipts. Under the Bill Lee Act, there is a maximum fee of $1,500 per taxable
year: there would be no maximum fee under the proposed new Article.

As under the Bill Lee Act, each taxpayer claiming a credit under the proposed new Article would be
required to provide any information required by the Secretary of Revenue to evaluate the eligibility of
the taxpayer for the credit claimed.

As under the Bill Lee Act, the Department of Revenue and the Department of Commerce would be
required to make several reports on the proposed new Article. By each May 1, the Department of
Revenue would be required publish information itemized by credit and by taxpayer relating to the
amount and tier designation of new jobs, new real property investment, and new business property. The
Department of Commerce would be required to make biennial reports on tax equity and the impact of
the proposed new Article.

As with the Bill Lee Act, credits under the proposed new Article could not be taken more than six
months after the deadline for filing the tax return (including extensions) on which they were claimed.
This is more restrictive than is generally the case under North Carolina law. In general, an overpayment
may be refunded only if the discovery is made or the written request for a refund made within 3 years of
the date set by statutes for filing the return or within 6 months of the date of the overpayment, whichever
is later.

Basic Eligibility

Type of Business. Under this bill, in order to be eligible for a credit under the proposed new Article, a
taxpayer would be required to meet eligibility requirements with regards to type of business. Under the
proposed new Atrticle, business type would be determined solely by reference to the primary activity of
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the particular establishment.> The following types of businesses would be eligible for credits under the
proposed new Article:
e Aircraft maintenance and repair.
e Air courier services hub.
o Corporate headquarters, but only if at least 75 new jobs were created in a 12-month period in the
previous five years.
Customer service call centers.
Electronic shopping and mail order houses.
Information technology and services.
Manufacturing.
Motorsports racing teams.
Research and development.
Warehousing.
Wholesale trade.

Business-type eligibility under the proposed new Article would be substantially different than under the
Bill Lee Act. Under the Bill Lee Act, business type eligibility depends on several factors includinﬁ the
primary business of the taxpayer as a whole, the primary activity of the particular establishment”, the
location of the establishment, and the number of new jobs created. The following types of business are
eligible under the Bill Lee Act:

e Air courier services, if the primary business of the taxpayer is air courier services.
Data processing, if the primary business of the taxpayer is data processing.

e Manufacturing, if the primary business of the taxpayer is manufacturing, warehousing, or
wholesale.trade and the primary activity of the establishment is manufacturing.

e Warehousing, if the primary business of the taxpayer is manufacturing, warehousing, or
wholesale trade and the primary activity of the establishment is warehousing, or if the primary
activity of an establishment is warehousing, the establishment is located in an enterprise tier 1-3
area, and the establishment serves 25 or more establishments of the taxpayer.

e Wholesale trade, if the primary business of the taxpayer is manufacturing, warehousing, or
wholesale trade and the primary activity of the establishment is wholesale trade.

Computer services, if the primary activity of the establishment is computer services.

e Electronic mail order house, if the primary activity of the establishment is an electronic mail
order house and the electronic mail order house is located in an enterprise tier 1-3 area and
creates at least 250 new jobs.

e Customer service center, if the primary business of the taxpayer is financial services or
telecommunications, the primary activity of the establishment is a customer service center, and
the center is located in an enterprise tier 1-3 area.

o Central office or aircraft facility, if the primary activity of the establishment is a central
administrative office or a training or maintenance center for an interstate air passenger carrier
and the establishment creates at least 40 new jobs.

3 The definition of "establishment" under the proposed new Article is different from the definition of "establishment" under
the Bill Lee Act. Generally, under this definition, an establishment means a single physical location whereas the Bill Lee
definition revolves around accounting units, although usually it refers to a single location as well.

* An "establishment" is defined by NAICS (North American Industry Classification System) as the smallest operating entity
for which records provide information on the cost of resources — materials, labor, and capital — employed to produce the units
of output. In the United States, an establishment is generally a single physical location; although there are many exceptions
to this generality.
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Under the proposed new Article, motorsports racing teams would be eligible for credits whereas they are
not currently eligible under the Bill Lee Act. A larger group of manufacturers, warehousers, wholesale
traders, electronic mail order houses, and customer service centers would be eligible for credits under
the proposed new Article than under the Bill Lee Act. Under the proposed new Article, credits for
central administrative office facilities would be restricted to those facilities that are corporate
headquarters and credits for data processing and computer services would be replaced by credits for
information technology and services.

Wage Standard. Under this bill, a taxpayer would be eligible for a credit under the proposed new
Article only if the jobs provided by the taxpayer met a wage standard. As with the Bill Lee Act, no
wage standard would apply in the lower-tiered areas.” For development tiers two and three, the jobs
provided by the taxpayer would be required to pay at least the lower of 95% of the average county wage
or 110% of the average State wage. This differs significantly from the manner in which the wage
standard is calculated under the Bill Lee Act. Under the Bill Lee Act, for enterprise tier areas three
through five, the jobs provided by the taxpayer must pay at least 110% of the applicable average weekly
wage. The applicable average weekly wage of the county is the lowest of the following: the average
weekly wage for all insured private employers in the county, the average weekly wage for all insured
private employers in the State, and the average weekly wage for all insured private employers in the
county multiplied by the county income/wage adjustment factor.® Under the proposed legislation, for
activities that occur in UP zones, the wage standard is lower than for activities that occur in development
tiers two and three outside of UP zones. For UP zones, the wage standard is 95% of the lesser of the
average county wage and the average State wage. Under the Bill Lee Act, there is no wage standard for
activities occurring in development zones. : '

Under the proposed new Atrticle, the wage standard would be calculated. in different ways for the credit
for creating jobs and the credit for investing in business property. For the credit for creating jobs, the
average weekly wage of the jobs for which the credit was claimed and the average weekly wage of all
jobs at the establishment with respect to which the credit was claimed would be required to meet the
relevant wage standard. For the credit for investing in business property, the average weekly wage of all
jobs at the establishment with respect to which the credit was claimed must meet the relevant wage
standard. This is equivalent to how the wage standard is applied under the Bill Lee Act for the credits
for creating jobs and for investing in machinery-and equipment. As with the Bill Lee Act, there would
no wage standard for the credit for investing in real property under the proposed new Article since that
credit would be available only in the lower-tiered counties where the wage standard requirement would
not apply.

Under the Bill Lee Act, all jobs, including part-time jobs, must be included in the wage standard
calculation. However, part-time jobs that also provide health insurance are considered to have an
average weekly wage at least equal to the relevant wage standard. For the purpose of calculating the
wage standard, the weekly wage of a part-time job is converted to a full-time equivalency. Under the
proposed new Article, no part-time jobs would be included in the calculation of the wage standard. As
under the Bill Lee Act, all jobs that were filled for at least 1600 hours during the year in which the
taxpayer engaged in the activity for which a credit was claimed would be included in the wage standard

3 Legislation enacted in 2002 eliminated the wage standard in enterprise tiers one and two under the Bill Lee Act. Under the
proposed new Article, no wage standard would apply in development tier one. Development tier one under the proposed new
Article is roughly equivalent to enterprise tiers one and two under the Bill Lee Act.

8 The county income/wage adjustment factor is the county income/wage ratio divided by the State income/wage ratio. The
income/wage ratio is determined by dividing the average per capita income in the relevant jurisdiction by the annualized
average wage for all insured private employers in the jurisdiction.
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calculation under the proposed new Article even if those jobs were not filled at the time the taxpayer
claimed the credit.

Health insurance. As under the Bill Lee Act, a taxpayer would be required to provide health insurance
for all full-time jobs at the establishment in order to be eligible for a credit under the proposed new
Article. The taxpayer would be required to pay at least 50% of the premiums for health insurance that
met at least the minimum provisions of the basic health care plan of coverage recommended by the
Small Employer Carrier Committee. Each year that a taxpayer claimed an installment or carryforward
of a credit, the taxpayer would be required to provide certification that it continued to provide health
insurance for all full-time employees. If the taxpayer ceased to provide health insurance, the credit
would expire and the taxpayer would not be able to take any remaining installment or carryforward of
the credit. ‘

Environmental Impact. As under the Bill Lee Act, a taxpayer would be ineligible for a credit under the
proposed new Article if the taxpayer had any pending administrative, civil, or criminal enforcement
action based on alleged significant violation of any program implemented by an agency of the
Department of Environment and Natural Resources or if the taxpayer had had any final determination of
responsibility for any significant administrative, civil, or criminal violation of any program implemented
by an agency of the Department of Environment and Natural Resources in the last five years. The
Secretary of Environment and Natural Resources would be required to notify the Department of
Revenue of all persons who currently had any of these pending actions or who had had any of these final
determinations in the past five years.

Safety and Health Programs. As under the Bill Lee Act, a taxpayer would be ineligible for a credit
under the proposed new Article if the taxpayer had any outstanding violations under the Occupational
Safety and Health Act that had become a final order for "willful serious" or "failure to abate serious"
violations within the past three years. The Department of Labor would be required to notify the
Department of Revenue of all employers who had had these citations become final orders in the past
- three years.

Overdue Tax Debts. As under the Bill Lee Act, a taxpayer would be ineligible for a credit under the
proposed new Article if the taxpayer had any overdue tax debts. An overdue tax debt is any part of a tax
debt that remains unpaid 90 days or more after a notice of final assessment was mailed to the taxpayer.
A tax debt is a final assessment after all possibilities for appeal have been exhausted.

Under general existing law, if the Secretary of Revenue discovers that any tax is due from a taxpayer,
the Secretary must notify the taxpayer in writing of the Secretary's intent to assess the taxpayer for the
tax. The notice must describe the basis for the assessment, the amount of tax to be assessed, and any
interest and penalties due. If the taxpayer disagrees with the assessment, the taxpayer has 30 days to
request a hearing before the Secretary. The Secretary must then schedule a hearing to occur within 90
days of the request. Within 90 days after the hearing, the Secretary must issue a decision on the hearing.
If the taxpayer does not request a hearing within the 30 days allowed, or if the Secretary finds that the
tax is due after the hearing, the proposed assessment becomes a final assessment. If a taxpayer disagrees
with a final assessment, the taxpayer may appeal the decision to the Tax Review Board, and then on to
superior court, the Court of Appeals, and the Supreme Court. -

Expiration. Under the Bill Lee Act, credits may expire for several reasons. If the taxpayer is no longer
engaged in an eligible type of business or if the number of jobs of an eligible business falls below the
minimum number required, the credit expires. Generally, if a credit expires, the taxpayer may not
continue to take installments of the credit, but may continue to take carryforwards of installments that
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accrued in previous years.” The credit for creating jobs and the credit for investing in machinery and
equipment expire if the jobs are no longer filled or if the machinery and equipment are taken out of
service used in an eligible business. The credit does not expire if the enterprise tier designation of an
eligible taxpayer changes after the credit is first claimed. The credits under the proposed new Article
retain these expiration provisions.

Forfeiture. Under the Bill Lee Act, a taxpayer forfeits a credit if the taxpayer was not eligible for the
credit in the year in which the taxpayer engaged in the activity for which the credit was claimed. A
taxpayer that forfeits a credit is liable for all past taxes avoided as a result of the credit plus interest. The
past taxes and interest are due 30 days after the date the credit is forfeited. The credits under the
proposed new Article would retain these forfeiture provisions.

Specific Credits.

Credit for creating jobs, G.S. 105-129.78. Under this bill, a taxpayer would be allowed a credit for
creating new full-time jobs. In order to be eligible for this credit, the taxpayer would be required to.
meet a job creatlon threshold based on the development tier designation of the location where the jobs
were created.® If the taxpayer created jobs in more than one county during a year, the threshold would
apply separately to each county. If the taxpayer created jobs at more than one establishment in a single
county during a year, the threshold would apply jointly to all establishments within the county. In
addition, the amount of the credit would vary depending on the development tier designation of the area
in which the job was located. A job would be located in an area if 50% or more of the employee's duties
were performed in the area. The full amount of the credit could not be taken in the first year, but instead
would be taken in four equal installments beginning with the taxable year following the year in which
the employee was hired. Jobs transferred from one part of the State to another would not qualify for the
credit. In addition, jobs transferred within the State from a related member of the taxpayer to the
taxpayer would not qualify for the credit. The amount of the credit and the job creation threshold would
be equal to the amounts in the following table based on the development tier area in which the job is
located. In addition a job created in an UP zone would be eligible for an additional credit of $1,000 and
if that job were filled by a resident of the zone or a long-term unemployed worker it would be further
increased by an additional $2,000.

Area Development Tier Amount of Credit Threshold
Tier One $12,500 5
Tier Two 5,000 10
Tier Three 1,000 25

Under the proposed new Article, if in one of the four years in which the installment of a credit accrues,
the jobs with respect to which the credit was taken were unfilled, the credit related to those specific jobs
would expire and the taxpayer would not be allowed to take any remaining installments of the credit. If,
in one of the four years in which the installment of a credit accrues, the total number of jobs fell below
the sum of the applicable job creation threshold and the number of jobs existing in the year before the
new jobs were created, the credits with respect to all the new jobs would expire and the taxpayer would
not be allowed to take any remaining installments of the credits. If, in one of the four years in which an
installment of the credit accrued, a job that qualified for the credit was subsequently transferred to
another area, the remaining installments of the credit would be calculated as if the job had been initially
located in the later area.

7 Expiration of a credit because the taxpayer ceases to provide health insurance is an exception to this general rule. In that
case the taxpayer may not claim installments or carryforwards after the credit expires.

8 For jobs created in an UP zone, the threshold applicable to development tier one would apply.
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Under the proposed new Article, a taxpayer that planned to create new jobs in a specific area during the
next two years could sign a letter of commitment with the Department of Commerce in order to lock-in
the current year's development tier designations for the purposes of this credit. If the taxpayer created
the jobs within the next two years, the taxpayer would be allowed to compute the amount of the credit
based on the designations in effect in either the year in which the letter of commitment was signed or the
year in which the jobs were created. If the taxpayer did not create the jobs in the next two years, the
taxpayer could still claim a credit under the existing tier designation if the jobs were later created.

A taxpayer could not claim a credit under this proposed new Article and under the Bill Lee Act with
respect to the same job. This is important because the Bill Lee Act will remain in effect for a limited
group of taxpayers until 2010.

There are several significant differences between the proposed new credit for creating jobs and the credit
that currently exists under the Bill Lee Act (G.S. 105-129.8). First, the Bill Lee Act credit does not
require the taxpayer to meet a job creation threshold whereas the proposed new credit would. Second,
the amount of the credit per job is more generous for some taxpayers under this proposed credit than
under the existing Bill Lee Act credit.

Credit for investing in machinery and equipment, G.S. 105-129.79. Under this bill, a taxpayer would be
allowed a credit for the amount by which the cost of the eligible investment amount of business property
placed into service during a taxable year exceeds a threshold. The eligible investment amount is the
lesser of (i) the cost of the eligible business property and (ii) the net increase in eligible business
property over the base year (the year of the preceding three years in which the taxpayer had the largest
amount of business property in service in the State). In order to be eligible for the credit, the taxpayer
would be required to place new business property into service in excess of a threshold based on the
development tier designation. The credit would be taken in four equal installments, beginning the year
after the equipment was placed in service. The amount of the credit would be equal to a percentage of
the eligible investment amount of the business property. If the taxpayer placed eligible business
property into service in more than one county during a year, the threshold would apply separately to
each county. If the taxpayer placed eligible business property into service at more than one
establishment in a single county during a year, the threshold would apply jointly to all establishments
within the county. The following table sets out the relevant percentage and threshold for each
development tier area:

Area Development Tier Threshold Credit Percentage
Tier One’ $ -0- 7%
Tier Two - 1,000,000 5%
Tier Three 4,000,000 4%

If in one of the four years in which the installment of a credit would accrue, the business property with
respect to which the credit was taken was disposed of, moved out of State, or taken out of service, the
credit would expire and the taxpayer could not take any remaining installments of the credit unless the
cost of that business property was offset in the same taxable year by the taxpayer's new investment in
business property. If eligible business property that qualified for a credit was subsequently transferred
to another area, the remaining installments of the credit would be calculated as if the business property
had been initially located in the later area

A taxpayer that planned to place specific business property in service at a specific location within the
next two years could sign a letter of commitment with the Department of Commerce in order to lock-in
the current year's development tier designation for the purposes of this credit. If the taxpayer placed the

® For the purposes of this credit, investment that occurs in an UP zone is subject to the threshold and percentage applicable to
activity that occurs in a development tier one area.
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eligible business property in service within the next two years, the taxpayer could compute the amount
of the credit based on the designations in effect in either the year in which the letter of commitment was
signed or the year in which the business property was placed in service. If the taxpayer did not place the
business property in service in the next two years, the taxpayer could still claim a credit under the
existing tier designation if the business property was later placed in service.

A taxpayer could not claim a credit under this proposed new Article and under the Bill Lee Act with
respect to the same business property. This is important because the Bill Lee Act will remain in effect
for a limited group of taxpayers until 2010.

There are significant differences between the proposed new credit for investing in business property and
the credit currently allowed under the Bill Lee Act for investing in machinery and equipment. First, the
thresholds under the proposed credit differ from the thresholds under the existing credit. Second, the
definition of "business property" under the proposed new credit is broader than the definition of
"machinery and equipment" under the existing credit. Third, the percentage that determines the amount
of the credit under the proposed new credit differs from the percentage for the existing credit for some
taxpayers. Fourth, the existing Bill Lee Act credit allows a taxpayer to satisfy the threshold requirement
over a two-year period when property is being phased in over two years, whereas the proposed new
credit would require the threshold requirement to be satisfied in each year.

Credit for substantial investment in other property, G.S. 105-129.79. Under this bill, a taxpayer that is
located in a development tier one area would be eligible for a credit for investment in real property. In
order for the taxpayer to claim this credit, the Secretary of Commerce would be required to make a
written determination that the taxpayer was expected to invest at least $10 million in real property at a
location within a three-year period and that the taxpayer would create at least 200 new jobs at the
location within two years of the time that the property was first used in an eligible business. The
taxpayer could begin to claim the credit once the property was first used in an eligible business. The
amount of the credit would be equal to 30% of the eligible investment amount and could be taken in
installments over a seven-year period. There would no ceiling on the amount of the credit. The credit
for investment in real property would expire if the number of people employed at the location fell below
200.

A taxpayer could not claim both the proposed credit for investment in real property and either of the
existing Bill Lee Act credits for investment in real property with respect to the same property. This is
important because the Bill Lee Act will remain in effect for a limited group of taxpayers until 2010.

The only significant difference between the proposed credit for investment in real property and the Bill
Lee Act credit for substantial investment in other property is the carryforward period. Under the Bill
Lee Act, unused portions of the credit can be carried forward for up to 20 years. Under the proposed
legislation, unused portions of the credit could be carried forward for up to 15 years.

Expiring credits. The Bill Lee Act contains five credits that do not have a counterpart in this bill. Those
credits are as follows:

o G.S 105-129.94. Technology commercialization credit. The technology commercialization
credit is essentially an enhanced version of the credit for investing in machinery and
equipment for taxpayers that are making significant investments in certain types of
machinery and equipment. There is no similar enhancement in the proposed new Article;
however, the technology commercialization credit was designed with a specific project in
mind that never came to fruition and therefore the credit has never been claimed.

o GS 105-129.10. Credit for research and development. The Bill Lee Act contains a credit
for research and development expenditures. In 2004, the General Assembly created a new,
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stand-alone credit for research and development (See Article 3G of Chapter 105 of the
General Statutes). Therefore, no similar credit is included in the proposed new Article.

o G.S 105-129.11. Credit for worker training. The Bill Lee Act contains a credit with which
a taxpayer could offset certain worker training expenses. There is no similar credit in the
proposed new Article.

e G.S 105-129.12. Credit for investing in central office or aircraft facility property. The Bill
Lee Act contains a credit for investing in central office or aircraft facility property. The
credit was equal to 7% of the eligible investment amount and was capped at $500,000. There
is no similar credit in the proposed new Article though a business that would have been
eligible for this credit under the Bill Lee Act would be eligible for the proposed credit for
investing in real property if the requirements of that proposed credit are satisfied.

e GS 105-129.13. Credit for development zone projects. This credit allowed a taxpayer to
claim a credit equal to 25% of a donation to a development zone agency for an improvement
project in a development zone. There is no similar credit in the proposed new Article.

Part 1I. Conforming Changes.

Part II of the proposed legislation would make a number of conforming changes to the statutes because
of the changes that would be made under Part I of this proposal. Since the creation of the Bill Lee Act
in 1996, many other programs have adopted the enterprise tier designation as a proxy for the economic
viability or the available resources of a county. Many of these programs deal with economic
development; but the tier structure has also been adopted as a proxy in such areas as animal control and
wetlands mitigation. In addition, other programs refer to other aspects of the Bill Lee Act such as
development zones or the wage standard. Because the Bill Lee Act would largely be replaced by the
new Article in this proposal, the changes in Part II of this bill should help to lessen confusion that would
be inherent in the use of two different tier systems. Because the tier structures are not equivalent, the
changes in this Part will benefit some areas while reducing benefits to other areas. The changes are
briefly summarized below. ~

e Section 2.1. This section would conform the credit for research and development expenses to
the new tier structure. Under current law, the credit for research and development expenses
is more generous if the research is conducted in an enterprise tier one, two, or three area.
Under this proposal, research conducted in a development tier one area would be eligible for
the more generous credit. Because development tier one will contain fewer counties than
enterprise tiers one, two, and three combined, this change could result in some taxpayers
being eligible for a smaller credit.

e Section 2.2. This section would conform the sales and use tax refund for low enterprise tier
machinery and equipment to the new tier structure. Under current law, a taxpayer is eligible
for a refund of sales and use tax paid at the general rate on machinery and equipment put into
service in enterprise tier one and two areas. This section adds a reference to development tier
one. Because development tier one is expected to be roughly equivalent to, though including
more counties than enterprise tiers one and two combined, this change should have limited
effect.

e Section 2.3. This section would conform the sales and use tax refund on building materials
for major eligible industrial facilities to the new tier structure. Under current law, a taxpayer
must invest at least $50 million in an eligible facility in an enterprise tier one, two, or three
area or $100 million in an eligible facility in an enterprise tier four or five area to be eligible
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for the refund. This section changes the requirement so that the $50 million threshold applies
to facilities in development tier one and the $100 million threshold applies to facilities in
tiers two and three. Because development tier one will contain fewer counties than enterprise
tiers one, two, and three combined, this change could result in some taxpayers being
ineligible for a refund.

Section 2.4. Reserved.

Section 2.5. This section would conform the guidelines adopted by the Department of
Commerce relating to community development block grant funds to the new tier structure.
Under current law, those guidelines must ensure that grants award in enterprise tier one areas
do not require a local match and that priority is given to projects in enterprise tier one areas
and development zones. This section would change those references to development tier one
areas and UP zones. Because development tier one would be larger than enterprise tier one,
this change would have the effect of increasing the number of projects which receive priority
consideration and for which no local match is required. On the other hand, because UP zones
are more restrictive than development zones, this change could have the effect of eliminating
some projects from priority consideration.

Section 2.6. This section changes a definitional reference under the JDIG statutes.

Section 2.7. This section would conform the JDIG job creation requirements to the new tier
structure. Under current law, a business must create at least 10 new jobs in an enterprise tier
one, two, or three area or 20 new jobs in an enterprise tier four or five area to be eligible for
consideration for JDIG. This section would change those requirements so that a business
must create at least 10 new jobs in a development tier one area or 20 new jobs in a
development tier two or three area to be eligible for consideration. Because development tier
one will contain fewer counties than enterprise tiers one, two, and three combined, . this
change could result in some taxpayers being ineligible for consideration for JDIG. However,
as a practical matter, all businesses that have received JDIG grants have created far more jobs
than the minimum required and it is therefore unlikely that this change would have any
practical effect.

Section 2.8. This section would conform a reference to tiers under the JDIG reporting
requirements.

Section 2.9. This section would conform the JDIG grant reduction requirements to the new
tier structure. Under current law, a business that is located in an enterprise tier four or five
area when the grant is awarded would have the amount of a grant reduced by 25%, with that
reduction flowing to the Utility Account of the Industrial Development Fund rather than to
the business. This section would change that reference so that it would apply in development
tiers two and three. Because development tiers two and three combined would contain more
counties than enterprise tiers four and five combined, this section could require a reduction in
the grant amount for more businesses.

Section 2.10. This section would conform a provision relating to tax increment financing to
the new tier structure. This section would expand an exception created for financing districts
related to tourism-related economic development projects. Under current law, this exception
is allowed only in an enterprise tier one area. This section would allow that exception in a
development tier one area. Because development tier one would contain more counties than
enterprise tier one, this change would expand this exception.

Legislative Services Office , North Carolina General Assembly Legislative Drafting Division, 733-6660
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Section 2.11. This section would conform provisions dealing with the Spay/Neuter Account
to the new tier structure. Under existing law, there is an account that helps offset the costs
incurred by cities and counties for the spaying and neutering of animals. Fifty percent of the
funds in the account are reserved for cities and counties in enterprise tiers one, two, and
three. The remaining 50% is reserved for cities and counties in enterprise tiers four and five.
If there are excess funds after all needs have been met in enterprise tier one, two and three
areas, those funds are transferred and used in enterprise tier four and five areas. The funds
designated for a group of tier areas are then allocated based on population. This section
would change this breakdown so that the division would be between development tier one
areas and development tier two and three areas. Because development tier one will contain
fewer counties than enterprise tiers one, two, and three combined, this change could result in
some cities and counties getting more assistance and some cities and counties getting less
assistance.

Section 2.12. This section would conform a provision relating to agricultural easements and
the Farmland Preservation Trust Fund to the new tier structure. Under current law, enterprise
tier one, two, and three counties that have prepared countywide farmland protection plans are
not required to match funds from the Farmland Preservation Trust Fund used to purchase
agricultural easements. This section would change that reference to development tier one.
Because development tier one will contain fewer counties than enterprise tiers one, two, and
three combined, this change could result in some counties being newly subject to the match
requirement.

Section 2.13. Reserved.

Section 2.14 through Section 2.17. These sections would conform provisions dealing with
wetlands mitigation to the new tier structure. Under current law, when the State purchases
land for wetlands mitigation it is required to make a payment in lieu of taxes to the county in
which the land is located if the county is an enterprise tier one or two area. These sections
would change those references to development tier one area. Because development tier one
would have slightly more counties than enterprise tiers one and two combined, this change
would require the State to make these payments in more instances.

Section 2.18 and Section 2.19. These sections would conform provisions dealing with
condemnation of unsafe buildings to the new tier structure. Under current law, cities have
more flexibility in condemning nonresidential buildings as unsafe if the building is located in
a "community development target area". A community development target area is one that
has characteristics of a development zone or similar characteristics. These sections would
change the references from development zone to UP zone. Because of the amorphous nature
of the definition of "community development target area", this change should not have any
impact.

Section 2.20. This section would conform eligibility requirements for the credit for research
and development to the new Article. Under current law, in order to be eligible for that credit
the taxpayer must satisfy the wage standard, health insurance, environmental impact and
safety and health record requirements under the Bill Lee Act. This section would change the
reference to those requirements under the new Article. This change could have the effect of
making more taxpayers eligible for the credit because the wage standard requirement under
the new Article is less strenuous than the requirement under the Bill Lee Act.

Legislative Services Olffice North Carolina General Assembly Legislative Drafting Division, 733-6660
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e Section 2.21. This section would amend the statutes relating to tax secrecy to ensure that the

‘ Department of Revenue could share information that is needed to administer the new Article
with the Department of Commerce.
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NORTH CAROLINA GENERAL ASSEMBLY
STATE LEGISLATIVE BUILDING
RALEIGH 27603

April 20, 2006

MEMORANDUM

TO: Members of the
HOUSE SELECT COMMITTEE ON ECONOMIC DEVELOPMENT

FROM: Representative James A. Harrell, I1I, Chairman
SUBJECT: Meeting Notice
There will be a meeting of the House Select Committee on Economic Development:

DAY: Thursday TIME: 1:00 P.M.
DATE: May 4, 2006
LOCATION: 414 LOB *Please note the room change.

Members:

Please let us know if you will be unable to attend or have any questions. The May 4
meeting will replace the previously scheduled April 27 meeting. We look forward to
seeing you on Thursday, May 4.

Thank you.

Beth LeGrande, Committee Assistant
715-1883 or e-mail, harrella@ncleg.net

Posted: April 20, 2006

cc: Committee X
Record
Interested Parties X



MINUTES
HOUSE SELECT COMMITTEE ON
ECONOMIC DEVELOPMENT

Thursday, May 4, 2006

The House Select Committee on Economic Development met on Thursday May 4, 2006, in Room 414 of
the Legislative Office Building at 1:00 P.M. The following members were present: Representative James
A. Harrell, I1I, Chairman; and Representatives Bob England, Earl Jones. The Visitor Registration list and
the Committee Agenda are attached and made part of these minutes. (Please See Exhibit #1 and #2.)

Chairman Harrell called the meeting to order and noted there was not a quorum. Canaan Huie, Committee
Counsel, Legislative Bill Drafting Division, presented the Draft Committee Report to the 2005 General
Assembly of North Carolina 2006 Regular Session. (Please See Exhibit #3.) Mr. Huie reviewed the
changes that were suggested at the April 10 Meeting to the Proposed Legislation, AN ACT TO REPLACE
THE TAX CREDITS GENERALLY AVAILABLE UNDER THE WILLIAM S. LEE QUALITY JOBS AND
BUSINESS EXPANSION ACT WITH MORE NARROWLY FOCUSED CREDITS FOR JOB CREATION
AND BUSINESS INVESTMENT. The following were highlighted differences between the two drafts:

1. Page 9 of the Report. Language in reference to Long Term Worker was removed until the
definition is finalized. _

2. Page9, lines 30 & 31 of the Report. Motor Sports Facility was added in addition to the Motor
Sports Racing Teams to be eligible to credits in the Bill Lee Act.

3. Page 11, line 16 (b) of the Report. In reference to Company Headquarters, eligibility for
credits was shortened from 5 years to 3 years.

4. Page 12, line 42 (h) of the Report. Expiration language currently in the Bill Lee Act
needed to remain to be in compliance with the new eligibility for Company
Headgquarters.

5. Page 16, lines 7-9 of the Report. The additional credit of $2000 tied to the Long Term
Worker was removed until a definition of Long Term Worker is finalized.

6. Page 23 of the Report: Clarification that multiple zones in a municipality’s total area
cannot exceed 10% of the municipality in the Urban Progress Zones.

7. Page 23 of the Report. The term /0% of the municipality in UP Zones is defined.

8. Page 23, Section 1.4, lines 25-31. These were completed Place Holders from
Departments of Commerce and Revenue. It was clarified that the numbers were based on
one-half of a fiscal year because the new fee system would go into place first of January.

Chairman Harrell thanked Mr. Huie and announced that, in addition to the proposed legislation
on changes to the Bill Lee Act, the Committee had been asked to consider legislation on both the
Gas Tax and the Minimum Wage at the May 9 meeting. There being no further business the meeting
was adjourned at 1:30 P.M.

Respectfully submitted,

Representanes A. Harrell, 111 Beth Wood LeGrghde
Chairman Committee Assistant




kb ¥ L

HOUSE SELECT COMMITTEE ON ECONOMIC DEVELOPMENT
AGENDA
1:00 p.m.

May 4, 2006
Room 414 Legislative Office Building

L. Call to order:
Representative James A. Harrell, I1I, Chairman, Presiding

II.  Approval of the Minutes from the April 10, 2006 Meeting

III. Review of Proposed Bill Draft and Summary:
An Act to Replace the Tax Credits Generally Available Under the William
S. Lee Quality Jobs and Business Expansion Act with more Narrowly
Focused Credits for Job Creation and Business Investment
Canaan Huie, Committee Counsel, Bill Drafting Division

|AY/ Committee Discussion

V.  Adjournment
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414 Legislative Office Building
May 4, 2006

VISITORS: PLEASE SIGN IN BELOW AND RETURN TO COMMITTEE CLLERK

NAME FIRM OR AGENCY AND ADDRESS
[l Ay 7N
éféew?hémé(& TNQN3/€ BQ SINPS J \{\um/m/
Kﬁlr gm, L st iipe for E"W’fj!'ﬂ; :7;5'05;

% W S/ | 4JcEDA
bom\m‘ A G aston Covnay EDC
Lor . Ane Haegas L
S e NeRumnl G},
Ve HGr Do
fm Foond | DOC

Z/%/(/ //é:,\/ N CLCs
@ Ol | e atare Prie duk.




VISITOR REGISTRATION SHEET

EXh - F

‘ HOUSE SELECT COMMITTEE ON ECONOMIC DEVELOPMENT

1:00 P.M.

414 Legislative Office Building

May 4, 2006

VISITORS: PLEASE SIGN IN BELOW AND RETURN TO COMMITTEE CLERK

FIRM OR AGENCY AND ADDRESS

’DN(D /‘/& ‘SE/Kﬁ

(Pt

Z%%M%ﬂﬂs’

Ay fost- W

‘DQltl C““{L—RO l{

Advetopeloest

4%M@kuwa@m*

7

T;RN G'OODMW

A\\‘c“f Aff‘dQ/ix(\?(

Wstoy (a b

Seeatann CU)

YAtRIUC ammb

ALEY Assoe, We

(jﬂHNeGhUwHW

&ép\muéba Ko

/s&h NM(?

=< DLI\ MO (7"\%3(

66%« s

We reke & bihs

CuCA

f‘énoﬁ /IZA//M‘



Exch it S

VISITOR REGISTRATION SHEET

‘ HOUSE SELECT COMMITTEE ON ECONOMIC DEVELOPMENT

1:00P.M.
414 Legislative Office Building
| May 4, 2006

VISITORS: PLEASE SIGN IN BELOW AND RETURN TO COMMITTEE CLERK

NAME FIRM OR AGENCY AND ADDRESS
Ched YaToms (oo Tshhtss™
B WMy cworbes Tud,
.\Aa,\m/\ 5 antin Aardeormo—




KA A

House Pages

' f/wfve f&/a—cﬂ"éuqf: t e ov g\r‘wom‘?

Name Of Committee: De v@/ofmeu?“ Ddre; 5-%-0 b

k Do+ $1¥

[. Name:

County:

Sponsor:

2. Name:

County:

Sponsor:

. Name:

(%)

County:

Sponsor:

‘ 4. Name:

County:

Sponsor:

. Name:

ws

County:

Sponsor:

Sgt-At-Arms

|. Name: ?;AHLB ’?GLRL\/ :
. Name: B:LL \’:RQ,@/MRA\

" ~ \ )
'3.Name:_ [/Rm'k ’R@/\lll

4. Name:

‘ 5. Name:

8]




Exlyi6:¥ 3

House Select Committee on
- Economic Development

" DRAFT  ~
FOR

-

DRAFT

FOR REVIEW ONLY

| REPORT TO THE 2005
GENERAL ASSEMBLY OF NORTH CAROLINA
2006 REGULAR SESSION |



A LIMITED NUMBER OF COPIES OF THIS REPORT IS AVAILABLE
FOR DISTRIBUTION THROUGH THE LEGISLATIVE LIBRARY

ROOMS 2126, 2226
STATE LEGISLATIVE BUILDING
RALEIGH, NORTH CAROLINA 27611
TELEPHONE: (919) 733-7778

OR

"ROOM 500
LEGISLATIVE OFFICE BUILDING
RALEIGH, NORTH CAROLINA 27603-5925
TELEPHONE: (919) 733-9390

THE REPORT IS ALSO AVAILABLE ON-LINE:
http:/ /www.ncleg.net/LegLibrary/




TABLE OF CONTENTS

Letter of Transmittal ..o s
Committee Membership ..o s
Committe.e Proceedings ...
Committee Recommendation and Legislative Proposal........ s
1. AN ACT TO REPLACE THE TAX CREDITS GENERALLY

AVAILABLE UNDER THE WILLIAM S. LEE QUALITY JOBS

AND BUSINESS EXPANSION ACT WITH MORE NARROWLY
FOCUSED CREDITS FOR JOB CREATION AND BUSINESS

INVESTMENT .. .o s



HousE SELECT COMMITTEE ON ECONOMIC DEVELOPMENT
State Legislative Building
Raleigh, North Carolina 27603

May 4, 2006

TO THE MEMBERS OF THE 2006 GENERAL ASSEMBLY:

The House Select Committee on Economic Development submits to you
for your consideration its report.

Respectfully Submitted,

Rep. James A. Harrell, I1I, Chair
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COMMITTEE PROCEEDINGS

The House Select Committee on Economic Development met three times after the
adjournment of the 2005 General Assembly on September 2, 2005. Those meetings occurred on
March 22, 2006, April 10, 2006, and May 4, 2006. The only matter reviewed by the Committee
was the William S. Lee Quality Jobs and Business Expansion Act (Bill Lee Act) aﬁd prdposed
revisions to that act. At the meeting on March 22, 2006, the Committee 'heard an overview of
the Bill Lee Act, how that Act had changed since its inception in 1996, the Department of
Commerce's suggestions for revisions to the Act, and suggestions from local economic
developers and other interested parties regarding revisions to the Act. At the meeting on
April 10, 2006, Committee staff presented proposed legislation that would replace the Act with
a new set of tax incentives. At the meeting on May 4, 2006, the Committee reviewed changes

to the proposal that was discussed at the April 10 meeting.



COMMITTEE RECOMMENDATIONS
AND LEGISLATIVE PROPOSALS

The House Select Committee on Economic Development makes the following

recommendation to the 2006 General Assembly. The proposal is followed by an explanation of

the proposal.
1. Bill Lee Changes.



LEGISLATIVE PROPOSAL #1

BILL LEE CHANGES




LEGISLATIVE PROPOSAL #1

A RECOMMENDATION OF THE HOUSE. SELECT COMMITTEE ON ECONOMIC DEVELOPMENT
: TO THE 2006 GENERAL ASSEMBLY - .

AN ACT TO REPLACE THE TAx CREDITS GENERALLY AVAILABLE UNDER
' THE WILLIAM S. LEE QUALITY JOBS AND BUSINESS EXPANSION ACT
WITH MORE NARROWLY FOCUSED CREDITS FOR JOB CREATION AND

- BUSINESS INVESTMENT R

SHORT TITLE: Bill Lee Changes

SPONSORS:

BRIEF OVERVIEW: This bill would create a new Article under Chapter 105 to provide tax ‘
credits to new and expanding businesses, effective for taxable years beginning on or after
January 1, 2007; would sunset the Bill Lee Act for activities occurring on or after January 1,
2007, rather than January 1, 2008; and would make conforming changes to other statutes that
refer to provisions of the Bill Lee Act. |

EFFECTIVE DATE: This act would become effective January 1, 2007.

A copy of the proposed legislation and bill analysis begin on the next page
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GENERAL ASSEMBLY OF NORTH CAROLINA
SESSION 2005

BILL DRAFT 2005-LYxz-286 [v.17] (1/31)

(THIS IS A DRAFT AND IS NOT READY FOR INTRODUCTION)
4/28/2006 1:51:33 PM

Short Title: Bill Lee Changes. (Public)

Sponsors:  Representative.

Referred to:

A BILL TO BE ENTITLED
AN ACT TO REPLACE THE TAX CREDITS GENERALLY AVAILABLE UNDER
THE WILLIAM S. LEE QUALITY JOBS AND BUSINESS EXPANSION ACT
WITH MORE NARROWLY FOCUSED CREDITS FOR JOB CREATION AND
BUSINESS INVESTMENT.
The General Assembly of North Carolina enacts:

PART I. REPLACEMENT OF BILL LEE ACT
SECTION 1.1. Chapter 105 of the General Statutes is amended by adding a
new Article to read: :
"Article 3H.
"Tax Credits for Growing Businesses.
"§ 105-129.70. Legislative findings.
The General Assembly finds that:

(1) It is the policy of the State of North Carolina to stimulate economic
activity and to create new jobs for the citizens of the State by
encouraging and promoting the expansion of existing business and
industry within the State and by recruiting and attracting new business
and industry to the State.

(2)  Both short-term and long-term economic trends at the State, national,-

' and international levels have made the successful implementation of
the State's economic development policy and programs both more
critical and more challenging; and the decline in the State's traditional
industries, and the resulting adverse impact upon the State and its

7
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citizens, have been exacerbated in recent years by adverse national and
State economic trends that contribute to the reduction in the State's
industrial base and that inhibit the State's ability to sustain or attract
new and expanding businesses.

The economic condition of the State is not static and recent changes in
the State's economic condition have created economic distress that
requires a reevaluation of certain existing State programs and the
enactment of a new program as provided in this Article that is
designed to stimulate new economic activity and to create new jobs
within the State.

The enactment of this Article is necessary to stimulate the economy
and create new jobs in North Carolina; and this Article will promote
the general welfare and confer, as its primary purpose and effect,
benefits on citizens throughout the State through the creation of new
jobs. an enlargement of the overall tax base, an expansion and

diversification of the State's industrial base, and an increase in revenue
to the State and its political subdivisions. '
The purpose of this Article is to stimulate economic activity and to
create new jobs within the State.

The State is in need of a focused tax credit program that encourages
and facilitates economic growth and development within the State.

The resources of the State are not evenly distributed throughout the
State and different communities have different abilities and needs in
attracting and maintaining new and expanding business and industry.

"§ 105-129.71. Definitions.

The following definitions apply in this Artlcle

(1)
Q)

(3)
(4)

Aircraft maintenance and repair. — The provision of specialized
maintenance or repair services for commercial aircraft or the
rebuilding of commercial aircraft.

Air courier services. — The furnishing of air delivery of individually
addressed letters and packages for compensation, in interstate

- commerce, except by the United States Postal Service.
Business property. — Tangible personal property that is used in a

business and capitalized under the Code. ~
Company headquarters. — A corporate, subsidiary, or regional

managing office, as defined by NAICS in United States industry
551114, that is responsible for strategic or organizational planning and
decisionmaking for the business on an international, national or
multistate regional basis.

Cost. — In the case of property owned bv the taxpayer, cost is
determined pursuant to regulations adopted under section 1012 of the
Code. In the case of property the taxpayer leases from another, cost is
value as determined pursuant to G.S. 105-130.4(3)(2).
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Customer service call center. — The provision of support service by a
business to its customers by telephone or other electronic means to
support products or services of the business. For the purposes of this

- definition, an establishment is primarily engaged in providing support

services by telephone or other electronic means only if at least sixty
percent (60%) of its calls are incoming or at least sixty percent (60%)
of its other electronic communications are initiated by its customers.
Development tier. — The classification assigned to an area pursuant to
G.S. 143B-437.08.

Electronic shopping and mail order houses. — An industry in electronic
shopping and mail order houses industry group 4541 as defined by
NAICS. _ .
Establishment. — Defined in 29 C.F.R § 1904.46, as it existed on
January 1, 2002, '

Full-time job. — A position that requires at least 1,600 hours of work

(11)

per vear and is intended to be held by one employee during the entire
vear. A full-time employee is an employee who holds a full-time job.
Hub. — Defined in G.S. 105-164.3.

(12)

Information technology and services. — An industry _in one of the

(3)
(14)

following:
a. Internet service providers, Web search portals, and data

processing subsector 518 as defined by NAICS.

b, Software publishers industry group 5112 as defined by NAICS.
c.

Computer systems design and related services industry group
5415 as defined by NAICS.

Reserved.

Manufacturing. — An industry in manufacturing sectors 31 through 33,

(15)

as defined by NAICS, but not including quick printing or retail
bakeries.
Motorsports facility. — A motorsports racetrack classified in the United

(16)

States racetrack national industry 711212, as defined by NAICS.
Motorsports racing team. — A professional racing team primarily

(7)

engaged in the research and development. design, manufacture, repair,
maintenance, and operation of motor vehicles used in live motorsports
racing events before a paying audience.

NAICS. — The North American Industry Classification System adopted

(18)

by the United States Office of Management and Budget as of
December 31, 2002.
New job. — A full-time job that represents a net increase in the number

(19)

of the taxpaver's employees statewide. A new employee is an
emplovee who holds a new job. The term does not include a job
currently located in this State that is transferred to the business from a
related member of the business.

Overdue tax debt. — Defined in G.S. 105-243.1.

9
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(20) Purchase. — Defined in section 179 of the Code.

(21) Related entity. — Defined in G.S. 105-130.7A. -

(22) Research and development. — An industry in scientific research and
development services industry group 5417 as defined by NAICS.

(23)  Urban progress zone. — The classification assigned to an area pursuant
to G.S. 143B-437.09.

(24) Warehousing. — An industry in warehousing and storage subsector 493

as defined by NAICS.
(25) Wholesale trade. — An industry in wholesale trade sector 42 as defined
by NAICS. :

"§ 105-129.72. Sunset; studies.

(a)  Sunset. — This Article is repealed effective for business activities that occur
on or after January 1, 2011. '

(b)  Equity Study. — The Department of Commerce shall study the effect of the
tax_incentives provided in this Article on tax equity. This study shall include the

following:
(1) Reexamining the formula in G.S.143B-437.08 used to define
development tiers, to include consideration of alternative measures for
“more equitable treatment of counties in _similar _economic

circumstances,

(2) Considering whether the assignment of tiers and the applicable

thresholds are equitable for smaller counties.

(3) Compiling any available data on whether expanding North Carolina
businesses receive fewer benefits than out-of-State businesses that
locate to North Carolina.

(¢) Impact Study. — The Department of Commerce shall study the effectiveness
of the tax incentives provided in this Article. This study shall include:

(1)  Studying the distribution of tax incentives across new and expanding
businesses and industries.

(2) Examining data on economic recruitment for the period from 2005
through the most recent year for which data are available by county, by
industry type, by size of investment, and by number of jobs., and other
relevant information to determine the pattern of business locations and
expansions before and after the enactment of this Article.

(3) Measuring the direct costs and benefits of the tax incentives.

(4) Compiling available information on the current use of incentives by
other states and whether that use is increasing or declining.

(d) Report. — The Department of Commerce shall report the results of these
studies and its recommendations to the General Assembly biennially with the first report
due by June 1, 2009.

"§ 105-129.73. Eligibility; forfeiture. :

(a) Eligible Business. — A taxpayer is eligible for a credit under this Article only
with respect to activities occurring at an establishment whose primary activity is listed
in this subsection. The primary activity of an establishment is determined based on the
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establishment's principal product or group of products produced or distributed, or
services rendered.

(1)  Aircraft maintenance and repair.

(2)  Air courier services hub. .

(3)  Company headquarters, but only if the additional eligibility

requirements of subsection (b) of this section are satisfied.

(4) Customer service call centers.

(5)  Electronic shopping and mail order houses.

(6) Information technology and services.

(7) Manufacturing,

(8) Motorsports facility.

(9)  Motorsports racing team.

(10) Research and development.

(11) Warehousing. '

, (12) Wholesale trade.

(b) Company Headquarters Eligibility. — A taxpayer is eligible or a credit under
this Article with respect to a company headquarters only if the taxpayer creates at least
75 new jobs at the company headquarters within a 12-month period. A taxpayer that
meets this job creation requirement is eligible for credits under this Article with respect
to the company headquarters for three taxable years beginning with the year in which
the job creation requirement is satisfied. A taxpaver that creates an additional 75 new
jobs at the company headquarters in a 12-month period during a three-year eligibility

period does not qualify for any extended eligibility period. However, a taxpayer that
creates an additional 75 new jobs at the company headquarters in a 12-month period
after the completion of a three-year eligibility period is eligible for credits with respect
to the company headquarters for an additional three taxable years beginning in the year
in which the additional job creation requirement is satisfied.

(c) Wage Standard. — A taxpayer is eligible for a credit under this Article in a
development tier two or three area only if the taxpayer satisfies a wage standard. The
taxpayer is not required to satisfy a wage standard if the activity occurs in a
development tier one area. Jobs that are located within an urban progress zone satisfy
the wage if they pay an average weekly wage that is at least equal to ninety-five percent
(95%) of the lesser of the average wage for all insured private employers in the State
and the average wage for all insured private employers in the county. All other jobs
satisfy the wage standard if they pay an average weekly wage that is at least equal to the
lesser of one hundred ten percent (110%) of the average wage for all insured private
employers in the State and ninety-five percent (95%) of the average wage for all insured
private emplovers in the county. The Department of Commerce shall annually publish
the wage standard for each county.

In making the wage calculation, the taxpayer shall include any jobs that were filled
for at least 1.600 hours during the calendar year the taxpayer engages in the activity that
qualifies for the credit even if those jobs are not filled at the time the taxpayer claims
the credit. For a taxpayer with a taxable vear other than a calendar year, the taxpayer
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shall use the wage standard for the calendar vear in which the taxable year begins. Only
full-time jobs are included when making the wage calculation.

(d)  Health Insurance. — A taxpayer is eligible for a credit under this Article only
if the taxpaver provides health insurance for all of the full-time jobs at the establishment
with respect to which the credit is claimed when the taxpayer engages in the activity
that qualifies for the credit. For the purposes of this subsection, a taxpayer provides
health insurance if it pays at least fifty percent (50%) of the premiums for health care
coverage that equals or exceeds the minimum provisions of the basic health care plan of
coverage recommended by the Small Emplover Carrier Committee pursuant to
G.S. 58-50-125.

Each vear that a taxpayer claims a credit or carryforward of a credit allowed under
this Article, the taxpayer shall provide with the tax return the taxpayer's certification
that the taxpaver continues to provide health insurance for all the jobs at the
establishment with respect to which the credit was claimed. If the taxpayer ceases to
provide health insurance for the jobs during a taxable year, the credit expires and the
taxpaver may not take any remaining installment or carryforward of the credit.

(¢)  Environmental Impact. — A taxpayer is eligible for a credit allowed under this
Article only if the taxpayer certifies that, at the time the taxpayer claims the credit, the
taxpaver has no pending administrative, civil, or criminal enforcement action based on
alleged significant violations of any program implemented by an agency of the
Department of Environment and Natural Resources, and has had no final determination
of responsibility for any significant administrative, civil, or criminal violation of any
program implemented by an agency of the Department of Environment and Natural
Resources within the last five vears. A significant violation is a violation or alleged
violation that does not satisfy any of the conditions of G.S.143-215.6B(d). The
Secretary of Environment and Natural Resources shall notify the Department of
Revenue annually of every person that currently has any of these pending actions and
every person that has had any of these final determinations within the last five vears.

() Safety and Health Programs. — A taxpayer is eligible for a credit allowed
under this Article only if the taxpayer certifies that, as of the time the taxpayer claims
the credit, at the establishment with respect to which the credit is claimed, the taxpayer
has no citations under the Occupational Safety and Health Act that have become a final
order within the past three vears for willful serious violations or for failing to abate
serious violations. For the purposes of this subsection, 'serious violation' has the same
meaning as in G.S. 95-127. The Commissioner of Labor shall notify-the Department of
Revenue annually of all employers who have had these citations become final orders
within the past three years.

(g) Overdue Tax Debts. — A taxpayer is not eLglble for a credit allowed under
this Article if, at the time the taxpayer claims the credit or an installment or
carryforward of the credit, the taxpayer has received a notice of an overdue tax debt and
that overdue tax debt has not been satisfied or otherwise resolved.

(h) __ Expiration. — If, during the period that installments of a credit under this
Article accrue, the taxpavyer is no longer engaged in one of the types of business
described in subsection (a) of this section, the credit expires. If, during the period that
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installments of a credit under this Article accrue, the number of jobs of an eligible
business falls below the minimum number required under subsection (a) of this section,
any credit associated with that business expires. When a credit expires, the taxpayer
may not take any remaining installments of the credit. The taxpayer may, however, take
the portion of an installment that accrued in a previous year and was carried forward to
the extent permitted under G.S. 105-129.74. A change in the development tier
designation of the location of an establishment does not result in expiration of a credit
under this Article. _

(i) Forfeiture. — A taxpayer forfeits a credit allowed under this Article if the
taxpayer was not eligible for the credit for the calendar year in which the taxpayer
engaged in the activity for which the credit was claimed. In addition, a taxpayer forfeits
a credit for investment in real property under G.S. 105-129.79 if the taxpayer fails to
timely create the number of required new jobs or to timely make the required level of
investment required under G.S. 105-129.79(b).- A taxpayer that forfeits a credit under
this Article is liable for all past taxes avoided as a result of the credit plus interest at the
rate established under G.S. 105-241.1(i), computed from the date the taxes would have
been due if the credit had not been allowed. The past taxes and interest are due 30 days
after the date the credit is forfeited; a taxpayer that fails to pay the past taxes and
interest by the due date is subject to the penalties provided in G.S. 105-236.

()  Change in Ownership of Business. — As used in this subsection, the term
'business' means _a taxpayver or an establishment. The sale, merger. consolidation,
conversion, acquisition, or bankruptcy of a business, or any transaction by which an
existing business reformulates itself as another business, does not create new eligibility
in a succeeding business with respect to credits for which the predecessor was not
eligible under this Article. A successor business may, however, take any credit or
carried-over portion of a credit that its predecessor could have taken if it had a tax
liability. The acquisition of a business is a new investment that creates new eligibility in
the acquiring taxpayer under this Article if either of the following conditions is met:

(1)  The business closed before it was acquired.

(2) The business was required to file a notice of plant closing or mass
layoff under the federal Worker Adjustment and Retraining
Notification Act, 29 U.S.C. § 2101, before it was acquired.

(3)  The business was acquired by its employees directly or indirectly
through an acquisition company under an employee stock option
transaction or another similar mechanism. For the purpose of this
subdivision, 'acquired' means that as part of the initial purchase of a
business by the employees, the purchase included an agreement for the
employees through the employee stock option transaction or another
similar mechanism to obtain one of the following:

a. Ownership of more than fifty percent (50%) of the business.

b. Ownership of not less than forty percent (40%) of the business
within seven vears if the business has tangible assets with a net
book value in excess of one hundred million dollars

13
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($100,000,000) and has the majority of its operations located in
an development tier one area.

(k)  Advisory Ruling. — A taxpayer may request in writing from the Secretary of
Revenue specific advice regarding eligibility for a credit under this Article.
G.S. 105-264 governs the effect of this advice. A taxpayer may not legally rely upon

advice offered by any other State or local government official or employee acting in an
official capacity regarding eligibility for a credit under this Article.

()  Planned Expansion. — A taxpayer that signs a letter of commitment with the
Department of Commerce, after the Department has calculated the development tier
designations for the next vear but before the beginning of that year. to undertake
specific activities at a specific site within the next two years may calculate the credit for
which it qualifies based on the establishment's development tier designation and urban
progress zone designation in the year in which the letter of commitment was signed by
the taxpaver. If the taxpayer does not engage in the activities within the two-year
period, the taxpayer does not qualify for the credit; however, if the taxpayer later
engages in the activities, the taxpayer qualifies for the credit based on the development
tier and urban progress zone designations in effect at that time.

"§ 105-129.74, Tax election: cap; carryforwards; limitations.

(a) Tax Election. — The credits provided in this Article are allowed against the
franchise tax levied in Article 3 of this Chapter, the income taxes levied in Article 4 of
this Chapter, and the gross premiums tax levied in Article 8B of this Chapter. The
taxpayer may divide a credit between the taxes against which it is allowed.
Carryforwards of a credit may be divided between the taxes against which it is allowed
without regard to the original election regarding the division of the credit. ‘

(b) Cap. — The credits allowed under this Article may not exceed fifty percent
(50%) of the cumulative amount of taxes against which they may be claimed for the
taxable vear, reduced by the sum of all other credits allowed against those taxes. except
tax payments made by or on behalf of the taxpayer. This limitation applies to the
cumulative amount of credit, including carryforwards, claimed by the taxpayer under
this Article for the taxable year.

(¢) Carryforward. — Unless a longer carryforward period applles any unused
portion of a credit allowed under G.S. 105-129.77 or G.S. 105-129.78 may be carried
forward for five vears and any unused portion of a credit allowed under G.S.
105-129.79 may be carried forward for 15 years. If the Secretary of Commerce makes a
written determination that the taxpayer is expected to purchase or lease, and place in
service in connection with an’ eligible business within a two-year period, at least one
hundred fifty million dollars ($150,000.000) worth of business and real property, any
unused portion of a credit under this Article with respect to the establishment that
satisfies that condition may be carried forward for the succeeding 20 years. If the
taxpaver does not make the required level of investment, the taxpayer shall apply the
five-vear carryforward period rather than the 20-year carryforward period.

(d)  Statute of Limitations. — Notwithstanding Article 9 of this Chapter, a taxpayer
shall claim a credit under this Article within six months after the date set by statute for
the filing of the return, including any extensions of that date.
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"8 105 129.75. Fees and reports.

(a) Fee.— When filing a return for a taxable year in which the taxpayer engaged
in activity for which the taxpayer is eligible for a credit under this Article, the taxpayer
shall pav the Department of Revenue a fee of five hundred dollars ($500.00) for each
type of credit the taxpayer claims or intends to claim with respect to an establishment.
The fee is due at the time the return is due for the taxable year in which the taxpayer
engaged in the activity for which the taxpayer is eligible for a credit. No credit is
allowed under this Article for a taxable year until all outstanding fees have been paid.
Fees collected under this section shall be credited to the General Fund.

(b) Reports. — The Department of Revenue shall publish by May 1 of each year
the following information itemized by credit and by taxpayer for the 12-month period
ending the preceding December 31:

(1)  The number of claims for each credit allowed in this Article.

(2) The number and development tier area of new jobs with respect to
which credits were claimed.

(3)  The cost and development tier area of business property with respect to
which credits were claimed.

(4) The cost and development tier area of real property investment with
respect to which credits were claimed.

"§ 105-129.76. Substantiation.

(a) Records. — To claim a credit allowed by this Article, the taxpaver shall
provide any information required by the Secretary of Revenue. Every taxpayer claiming
a credit under this Article shall maintain and make available for inspection by the
Secretary of Revenue any records the Secretary considers necessary to determine and
verify the amount of the credit to which the taxpaver is entitled. The burden of proving
eligibility for the credit and the amount of the credit shall rest upon the taxpayer, and no
credit shall be allowed to a taxpayer that falls to maintain adequate records or to make
them available for inspection.

(b) Documentation. — Each taxpayer shall provide with the tax return qualifying
information for each credit claimed under this Article. The qualifying information shall
be in the form prescribed by the Secretary and shall be signed and affirmed by the
individual who signs the taxpayer's tax return. The information required by this
subsection is information demonstrating that the taxpayer has met the conditions for
qualifying for a credit and any carryforwards, and includes the following:

(1)  The physical location of the jobs and investment with respect to which

- the credit is claimed, including the street address and the development
tier designation of the establishment.

(2) The type of business with respect to which the credit is claimed and
the average weekly wage at the establishment with respect to which
the credit is claimed.

(3)  Any other qualifying information related to a specific credit allowed
under this Article. A

"§ 105-129.77. Credit for creating jobs.
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(a) Credit. — A taxpayer that meets the .eligibility requiremerits _set out in
G.S. 105-129.73 and satisfies the threshold requirement for new job creation in this

State under subsection (b) of this section during the taxable vear is allowed a credit for

creating jobs. The amount of the credit for each new job created is set out in the table

below and is based on the development tier designation of the county in which the job is
located. If the job is located in an urban progress zone, the amount of the credit is
increased by one thousand dollars ($1.000) per job. In addition, if a job located in an
urban progress zone is filled by a resident of that zone, the amount of the credit is

increased by an additional two thousand dollars ($2.000) per job.

Area Development Tier Amount of Credit
Tier One $12.500
Tier Two 5,000
Tier Three 1,000

(b)  Threshold. — The applicable threshold is the appropriate amount set out in the
following table based on the development tier designation of the county where the new
iobs are created during the taxable year. If the taxpayer creates new jobs at more than

one eligible establishment in a county during the taxable year, the threshold applies to
the ageregate number of new jobs created at all eligible establishments within the
county during that vear. If the taxpayer creates new jobs at eligible establishments in
different counties during the taxable vear, the threshold applies separately to the
ageregate number of new jobs created at eligible establishments in each county. If the
taxpayer creates new jobs in an urban progress zone, the applicable threshold is the one
for a development tier one area.

Area Development Tier Threshold
Tier One v 5
Tier Two 10
Tier Three 25

(¢)  Calculation. — A job is located in a county or urban progress zone if more
than fifty percent (50%) of the employee's duties are performed in the county or the
zone. The number of new jobs a taxpayer creates during the taxable year is determined
by subtracting the average number of full-time employees the taxpayer had in this State
during the 12-month period preceding the beginning of the taxable year from the
average number of full-time employees the taxpayer has in this State during the taxable
(d) Installments. — The credit may not be taken in the taxable year in which the
new jobs are created. Instead, the credit shall be taken in equal installments over the
four years following the taxable year in which the new jobs were created and is
conditional upon the continued maintenance of those jobs by the taxpayer. If, in one of
the four years in which the installment of a credit accrues, a job is no longer filled, the
credit with respect to that job expires and the taxpayer may not take any remaining
installment of the credit with respect to that job. If, in one of the years in which the
installment of a credit accrues, the number of the taxpayer's full-time employees falls
below the sum of the applicable threshold and the number of full-time employees the
taxpaver had in the year before the year in which the taxpaver qualified for the credit,
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the credits with respect to all of the new jobs expire. and the taxpayer may not take any
remaining installments of the credits. When a credit expires under this subsection, the
taxpayer may, however, take the portion of an installment that accrued in a previous
vear and was carried forward to the extent permitted under G.S. 105-129.74.

(¢)  Transferred Jobs. — Jobs transferred from one area in the State to another area
in the State are not considered new jobs for purposes of this section. Jobs that were
located in this State and that are transferred to the taxpayer from a related member of
the taxpaver are not considered new jobs for purposes of this section. If, in one of the
four years in which the installment of a credit accrues, the job with respect to which the
credit was claimed is moved to an area in a higher-numbered development tier or out of
an urban progress zone, the remaining installments of the credit are allowed only to the
extent they would have been allowed if the job was initially created in the area to which
it was moved. If, in one of the years in which the installment of a credit accrues, the job
with respect to which the credit was claimed is moved to an area in a lower-numbered
development tier or an urban progress zone, the remaining installments of the credit
shall be calculated as if the job had been created initially in the area to which it was
moved.

()  Wage Standard. — For the purposes of this section, a taxpayer satisfies the
wage standard requirement of G.S.105-129.73 only if the taxpayer satisfies the
requirement with respect to both the new jobs, considered collectively, for which a
credit is claimed and all of the jobs at the establishment, considered collectively, with
respect to which a credit is claimed.

() No Double Credit. — A taxpayer may not claim a credit under this section
with respect to jobs for which a taxpayer claims a credit under G.S. 105-129.8.

"§ 105-129.78. Credit for investing in business property.

(a)  General Credit. — A taxpayer that meets the eligibility requirements set out in
G.S. 105-129.73 and that has purchased or leased business property and placed it in
service in this State during the taxable year and that has satisfied the threshold
requirements of subsection (c) of this section is allowed a credit equal to the applicable
percentage of the excess of the eligible investment amount over the applicable
threshhold. If the taxpaver places business property in service in an urban progress
zone. the applicable percentage is the one for a development tier one area. Business
property is eligible if it is not leased to another party. The credit may not be taken for
the taxable vear in which the business property is placed in service but shall be taken in
equal installments over the four years following the taxable year in which it is placed in
service. The applicable percentage is as follows:

~ Area Development Tier Applicable Percentage
Tier One _ 1%
Tier Two 3%
Tier Three - 4%

(b) Eligible Investment Amount. — The ehglble investment amount is the lesser
of (i) the cost of the eligible business property and (ii) the amount by which the cost of
all of the taxpaver's eligible business property that is in service in this State on the last
day of the taxable year exceeds the cost of all of the taxpayer's eligible business
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property that was in service in this State on the last day of the base year. The base year
is that vear, of the three immediately preceding taxable years, in which the taxpayer had
the most eligible business property in service in this State.

(c)  Threshold. — The applicable threshold is the appropriate amount set out in the
following table based on the development tier where the eligible business property is
placed in service during the taxable year. If the taxpayer places business property in
service in an urban progress zone, the applicable threshhold is the one for a
development tier one area. If the taxpayer places eligible business property in service at
more than one establishment in a county during the taxable vear, the threshold applies to
the aggregate amount of eligible business property placed in service during the taxable
vear at all establishments in the county. If the taxpayer places eligible business property
in service at establishments in different counties, the threshold applies separately to the
ageregate amount of eligible business property placed in service in each county.

Area Development Tier : Threshold
Tier One $ -0-

Tier Two 1,000,000

Tier Three 4,000,000

(d) Expiration. — As used in this subsection, the term 'disposed of means
disposed of, taken out of service, or moved out of State. If, in one of the four years in
which the installment of a credit accrues, the business property with respect to which
the credit was claimed is disposed of, the credit expires and the taxpayer may not take
any remaining installment of the credit for that business property unless the cost of that
business property is offset in the same taxable year by the taxpaver's new investment in
eligible business property placed in service. in .the same county, as provided in this

subsection. If, during the taxable year, the taxpayer disposed of the business property

for which installments remain, there has been a net reduction in the cost of all the
taxpayer's eligible business property that are in service in the same county as the
business property that was disposed of, and the amount of this reduction is greater than
twenty percent (20%) of the cost of the business property that was disposed of, then the
credit for the business property that was disposed of expires. If the amount of the net
reduction is equal to twenty percent (20%) or less of the cost of the business property
that was disposed of, or if there is no net reduction, then the credit does not expire. In
determining the amount of any net reduction during the taxable year, the cost of
business property the taxpayer placed in service during the taxable year and for which
the taxpayer claims a credit under Article 3A or Article 3B of this Chapter may not be
included in the cost of all the taxpayer's eligible business property that is in service. If in
a single taxable year business property with respect to two or more credits in the same
county are disposed of, the net reduction in the cost of all the taxpayer's eligible
business property that is in service in the same county is compared to the total cost of all
the business property for which credits expired in order to determine whether the
remaining installments of the credits are forfeited.

The expiration of a credit does not prevent the taxpayer from taking the portion of an
installment that accrued in a previous year and was carried forward to the extent
permitted under G.S. 105-129.74. :
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(e)  Transferred Property. — If, in one of the four years in which the installment of
a credit accrues, the business property with respect to which the credit was claimed is
moved to a county in a higher-numbered development tier or to an urban progress zone,
the remaining installments of the credit are allowed only to the extent they would have
been allowed if the business property had been placed in service initially in the area to
which it was moved. If, in one of the four years in which the installment of a credit
accrues, the business property with respect to which a credit was claimed is moved to a
county in a lower-numbered development tier or an urban progress zone, the remaining
installments of the credit shall be calculated as if the business property had been placed
in service initially in the area to which it was moved.

()  Wage Standard. — For the purposes of this section, a taxpayer satisfies the
wage standard requirement of G.S.105-129.73 only if the taxpayer satisfies the
requirement with respect to all of the jobs at the establishment, considered collectively,
with respect to which a credit is claimed.

(2) No Double Credit. — A taxpayer may not claim a credit under this section
with respect to business property for which the taxpayer claims a credit under
G.S. 105-129.9 or G.S. 105-129.9A.

"§ 105-129.79. Credit for investment in real property. ‘

(a) Credit. — If a taxpayer that has purchased or leased real property in a
development tier one area begins to use the property in an eligible business during the
taxable year, the taxpayer is allowed a credit equal to thirty percent (30%) of the eligible
investment amount if all of the eligibility requirements of G.S.105-129.73 and of
subsection (b) of this section are met. For the purposes of this section, property is
located in a development tier one area if the area the property is located in was a
development tier one area at the time the taxpayer made a written application for the
determination required under subsection (b) of this section. The eligible investment
amount is the lesser of (i) the cost of the property and (ii) the amount by which the cost
of all of the real property the taxpayer is using in this State in an eligible business on the
last day of the taxable vear exceeds the cost of all of the real property the taxpayer was
using in this State in an eligible business on the last day of the base year. The base year -
is that vear, of the three immediately preceding taxable years, in which the taxpayer was
using the most real property in this State in an eligible business. In the case of property
that is leased. the cost of the property is not determined as provided in G.S. 105-129.71
but is considered to be the taxpayer's lease payments over a seven-year period, plus any
expenditures made by the taxpayer to improve the property before it is used by the
taxpayer if the expenditures are not reimbursed or credited by the lessor. The entire
credit may not be taken for the taxable vear in which the property is first used in an
eligible business but shall be taken in equal installments over the seven years following
the taxable vear in which the property is first used in an eligible business. When part of
the property is first used in an eligible business in one vear and part is first used in an
eligible business in a later year, separate credits may be claimed for the amount of
property first used in an eligible business in each year. The basis in any real property for
which a credit is allowed under this section shall be reduced by the amount of credit
allowable. '
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(b)  Determination by the Secretary of Commerce. — A taxpayer is eligible for the
credit allowed under this section with respect to an establishment only if the Secretary
of Commerce makes a written determination that the taxpayer is expected to purchase or
lease and use in an eligible business at that establishment within a three-year period at
least ten million dollars ($10.000,000) of real property and that the establishment that is
the subiject of the credit will create at least 200 new jobs within two years of the time
that the property is first used in an eligible business. If the taxpayer fails to timely make
the required level of investment or fails to timely create the required number of new
jobs, the taxpaver forfeits the credit as provided in G.S. 105-129.73.

(c)  Mixed Use Property. — If the taxpayer uses only part of the property in an
eligible business, the amount of the credit allowed under this section is reduced by
multiplving it by a fraction, the numerator of which is the square footage of the property
used in an eligible business and the denominator of which is the total square footage of
the property.

(d)  Expiration. — If, in one of the seven years in which the installment of a credit
accrues, the property with respect to which the credit was claimed is no longer used in
an eligible business, the credit expires, and the taxpayer may not take any remaining
installment of the credit. If, in one of the seven years in which the installment of a credit
accrues, part of the property with respect to which the credit was claimed is no longer
used in an eligible business, the remaining installments of the credit shall be reduced by
multiplying it by the fraction described in subsection (c) of this section. If, in one of the
years in which the installment of a credit accrues and by which the taxpayer is required
to have created 200 new jobs at the property, the total number of employees the
taxpaver employs at the property with respect to which the credit is claimed is less than
200. the credit expires, and the taxpayer may not take any remaining installment of the
credit. :

In each of these cases, the taxpayer may nonetheless take the portion of an
installment that accrued in a previous vear and was carried forward to the extent
permitted under G.S. 105-129.74.

(¢) No Double Credit. — A taxpayer may not claim a credit under this section
with respect to real property for which a credit is claimed under G.S. 105-129.12 or
G.S. 105-129.12A."

SECTION 1.2. Part 2 of Article 10 of Chapter 143B is amended by adding
two new sections to read:
"§ 143B-437.08. Development tier designation. :

(a) Tiers Defined. — A development tier one area is a county whose annual
ranking is one of the 40 highest in the State. A development tier two area is a county
whose annual ranking is one of the next 40 highest in the State. A development tier
three area is a county that is not in a lower-numbered development tier.

(b) Development Factor. — Each year, on or before November 30, the Secretary
of Commerce shall assign to each county in the State a development factor that is the
sum of the following:
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(1) The county's rank in a ranking of counties by average rate of
unemployment from lowest to highest, for the most recent 12 months
for which data are available.

(2) The county's rank in a ranking of counties by median household
income from highest to lowest, for the most recent 12 months for
which data are available.

(3) The county's rank in a ranking of counties by percentage growth in
population from highest to lowest, for the most recent 36 months for
which data are available.

(4) The county's rank in a ranking of counties by adjusted assessed
property value per capita, from highest to lowest, for the most recent
taxable year. "

(¢)  Annual Ranking. — After computing the development factor as provided in
this section and making the adjustments required in this section, the Secretary of
Commerce shall rank all the counties within the State according to their development
factor from highest to lowest. The Secretary shall then identify all the areas of the State
by development tier and publish this information. A development tier designation is
effective only for the calendar vear following the designation.

(d) Data. — In measuring rates of unemployment and median household i income,
the Secretary shall use the latest available data published by a State or federal agency
generally recognized as having expertise concerning the data. In measuring assessed
property value, the Secretary shall use the tax records prepared in each county. In
measuring population and population growth, the Secretary shall use the most recent
estimates of population certified by the State Budget Officer. For the purposes of this
section, population statistics do not include people incarcerated in federal or State
prisons.

(¢) Exception for Certain Small Counties. — Regardless of the actual
development factor, any county that has a population of less than 12,000 shall
automatically be ranked one of the 40 highest counties, and any county that has a
population of less than 50.000 shall automatically be ranked one of the 80 highest
counties.

(f)  Exception for Development Tier One Areas. — Regardless of the actual
development factor, a county designated as a development tier one area shall
automatically be ranked one of the 40 highest counties until it has been a development
tier one area for at least two consecutive years. _

(2) Exception for Two-County Industrial Park. — An_eligible two-county
industrial park has the lower development tier designation of the designations of the two
counties in which it is located if it meets all of the following conditions:

(1) Itis located in two contiguous counties, one of which has a lower
development tier designation than the other. :

(2) At least one-third of the park is located in the county with the lower
tier designation.

(3) Itis owned by the two counties or a joint agency of the counties.
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(4)

The county with the lower tier designation contributed at least the
lesser of one-half of the cost of developing the park or a proportion of
the cost of developing the park equal to the proportion of land in the
park located in the county with the lower tier designation.

(h)  Exception for Certain Multi-Jurisdictional Industrial Park. — An eligible

industrial park created by interlocal agreement under G.S. 158-7.4 has the lowest

development tier designation of the designations of the counties in which it is located if

all of the following conditions are satisfied:

(D

The industrial park is located, at one or more sites, in four or more

(2)

contiguous counties.
At least two of the countles in which the industrial park is located are

(3)

development tier one areas.
The industrial park is owned by four or more units of local government

4)

or a nonprofit corporation owned or controlled by four or more units of
local government.
In each county in which the industrial park is located, the park has at

(&)

least 300 developable acres. For the purposes of this subdivision,
'developable acres' includes acreage that is owned directly by the
industrial park or its owners or that is the subject of a development
agreement between the industrial park or its owners and a third-party
owner.

The total population of all of the counties in which the industrial park

(6)

is located is less than 200.000.
In each county in which the industrial park is located, at least sixteen

and eight-tenths percent (16.8%) of the population was Medicaid
eligible for the 2003-2004 fiscal vear based on 2003 population
estimates.

"§ 143B-437.09. Urban progress zone designation.

(a)  Urban Progress Zone Defined. — An urban progress zone is an area comprised

of one or more contiguous census tracts, census block groups, or both, or parts thereof,

in the most recent federal decennial census that meets all conditions in this subsection.

(1)

All land within the zone is located in whole within the primary

(2)

corporate limits of a municipality with a population of more than
10,000 according to the most recent annual population estimates
certified by the State Budget Officer.

Every census tract and census block group that composes part of the

zone meets at least one of the following conditions:

a. More than twenty percent (20%) of its population is below the
poverty level according to the most recent federal decennial
Census.

b. At least seventy-five percent (75%) of its area is zoned as
commercial and industrial and it is adjacent to a census tract or
block group of which at least twenty percent (20%) of the
population is below the poverty level
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(3) The area of the zone zoned as commercial and industrial does not
exceed thirty-five percent (35%) of the total area of the zone.

(4)  The combined area of all zones in the municipality less the smallest
census tract included in the zones does not exceed ten percent (10%)
of the total area of the municipality in which the zones are located.

(5)  No census tract or block group may be in more than one zone.

(b)  Designation. — Upon request of a local government, the Secretary of
Commerce shall make a written determination whether an area is an urban progress
zone that meets the conditions of subsection (a) of this section. A determination under
this section is effective until December 31 of the year following the year in which the
determination is made. The Department of Commerce shall publish annually a list of all
urban progress zones with a description of their boundaries.

(©) Parcel of Property Partially in Urban Progress Zone. — For the purposes of
this section, a parcel of property that is located partially within an urban progress zone
is considered entirely within the zone if all of the following conditions are satisfied:

(1) At least fifty percent (50%) of the parcel is located within the zone. -

(2)  The parcel was in existence and under common ownership prior to the
most recent. federal decennial census.

(3)  The parcel is a portion of land made up of one or more tracts or tax
parcels of land that is surrounded by a continuous perimeter
boundary."

SECTION 1.3. G.S. 105-129.2A(a) reads as rewritten:

"(a) Sunset. — This Article is repealed effective for business activities that occur
on or after January 1, 2668-2007."

SECTION.1.4. There is appropriated from the General Fund to the

- Department of Revenue the sum of one hundred twenty thousand dollars ($120,000) for

the 2006-2007 fiscal year to perform functions related to the administration of Article
3H of Chapter 105 of the General Statutes. There is appropriated from the General
Fund to the Department of Commerce the sum of forty thousand dollars ($40,000) for
the 2006-2007 fiscal year to perform functions related to the administration of Article
3H of Chapter 105 of the General Statutes.

SECTION 1.5. Section 1.1 of this part is effective for taxable years
beginning on or after January 1, 2007. The remainder of this part is effective when it

becomes law,

PART II. CONFORMING CHANGES
SECTION 2.1. G.S. 105-129.55(a) reads as rewritten:

"(a) Qualified North Carolina Research Expenses. — A taxpayer that has quahﬁed
North Carolina research expenses for the taxable year is allowed a credit equal to a
percentage of the expenses, determined as provided in this subsection. Only one credit
is allowed under this subsection with respect to the same expenses. If more than one
subdivision of this subsection applies to the same expenses, then the credit is equal to
the higher percentage, not both percentages combined. If part of the taxpayer's qualified
North Carolina research expenses qualifies under subdivision (2) of this subsection and
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the remainder qualifies under subdivision (3) of this subsection, the applicable
percentages apply separately to each part of the expenses.

(1)

)

3)

Small business. — If the taxpayer was a small business as of the last
day of the taxable year, the applicable percentage is three percent

(3%).

Low-tier research. — For expenses with respect to research performed
in an-enterprise-tier-one,-twor-or-threea development tier one area, the
applicable percentage is three percent (3%).

Other research. — For expenses not covered under subdivision (1) or
(2) of this subsection, the percentages provided in the table below
apply to the taxpayer's qualified North Carolina research expenses
during the taxable year at the following lévels:

Expenses Over Up To Rate
-0- $50 million 1%
$50 million $200 million 2%

$200 million - 3%"

SECTION 2.2. G.S. 105-164.14(h) reads as rewritten:
"(h) Low Enterprise or Development Tier Machinery. — Eligible taxpayers are
allowed an annual refund of sales and use taxes paid under this Article as provided in

this subsection.

)

(2)

3)

Refunds. — An eligible person is allowed an annual refund of sales and
use taxes paid by it under this Article at the general rate of tax on
eligible machinery and equipment it purchases for use in an enterprise
tier one area or an enterprise tier two area, as defined in G.S.
105-129:3:105-129.3 or a development tier one area, as defined in
G.S. 143B-437.08. Liability incurred indirectly by the taxpayer for
sales and use taxes on these items is considered tax paid by the
taxpayer. A request for a refund must be in writing and must include
any information and documentation required by the Secretary. A
request for a refund is due within six months after the end of the State's
fiscal year. Refunds applied for after the due date are barred.

Eligibility. — A person is eligible for the refund provided in this
subsection if it is engaged primarily in one of the businesses listed in
G.S. 105-129.4(a) in an enterprise tier one area or an enterprfse tier
two area, as defined in G.S. 1051293-105-129.3 or if it is engaged
primarily in one of the businesses listed in G.S. 105-129.73(a) in a

" development tier one area, as defined in G.S. 143B-437.08.

Machinery and equipment. — For the purpose of this subsection, the
term 'machinery and equipment’ means engines, machinery,
equipment, tools, and implements used or designed to be used in one
of the businesses listed in G.S. 185-429-4(a):105-129.4(a) or 105-
129.73(a). Machinery and equipment are eligible for the refund
provided in this subsection if the taxpayer places them in service in an

-enterprise tier one area or an enterprise tier two area, as defined in G.S.
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4—95%105-129.3. or a development tier one area, as defined in
G.S. 143B-437.08, capitalizes them for tax purposes under the Code,
and does not lease them to another party."

SECTION 2.3. G.S. 105-164.14(j)(2) reads as rewritten:
"(j)  Certain Industrial Facilities. — The owner of an eligible facility is allowed an
annual refund of sales and use taxes as provided in this subsection.

)

Eligibility. — A facility is eligible under this subsection if it meets both
of the following conditions:

a. It is primarily engaged in one of the industries listed in this
subsection. . '
b. The Secretary of Commerce has certified that the owner of the

facility will invest at least the required amount of private funds
to construct the facility in this State. For the purpose of this
subsection, costs of construction may include costs of acquiring
and improving land for the facility and costs of equipment for
the facility. If the facility is located in aa—en%emme—&er—eﬁe—
two—or—threedevelopment tier one area as defined in G5-
1051293.G.S. 143B-437.08 the required amount is fifty.
million dollars ($50,000,000). For all other facilities, the
required amount is one hundred million dollars ($100,000,000).
In the case of a computer manufacturing facility, the owner may
invest these funds either directly or indirectly through a related
entity or strategic partner as those terms are defined in G.S.
105-129.61. In the case of a computer manufacturing facility,
the term 'facility’ has the same meaning as under G.S.
105-129.61."

SECTION 2.4. Reserved
SECTION 2.5. G.S. 143B-437.04 reads as rewritten:
"§ 143B-437.04. Community development block grants.
(a)  The Department of Commerce shall adopt guidelines for the awarding of
Community Development Block Grants to ensure that:

(1

2

No local match is required for grants awarded for projects located in
enterprise—development tier one areas as defined in G.S.
105-1293-143B-437.08.

To the extent practicable, prlorlty con51derat10n for grants is given to
projects located in enterprise-development tier one areas as defined in
G.S. 185-129:3143B-437.08 or in development-urban progress zones
that have met the conditions of subsection (b) of this section.

(b)  In order to qualify for the benefits of this section, after an area is designated &
developmentan urban progress zone under G.S. $05-129:3A;143B-437.09 the governing

body of the city in which the zone is located must adopt a strategy to improve the zone
and establish a-developmentan urban progress zone committee to oversee the strategy.
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The strategy and the committee must conform with requirements established by the
Secretary of Commerce."
SECTION 2.6. G.S. 143B-437.51(5a) is recodified as G.S. 143B-437.51(4a)
and reads as rewritten: _
"(4a) Enterprise-Development tier. — The classification assigned to an area
pursuant to G.S. +05-129-3-143B-437.08."
SECTION 2.7. G.S. 143B-437.53(a) reads as rewritten:

"(a) Minimum Number of Eligible Positions. — A business may apply to the
Committee for a grant for any project that creates the minimum number of eligible
positions as set out in the table below. If the project will be located in more than one
enterprise-development tier area, the location with the highest enterprise-development
tier area designation determines the minimum number of eligible positions that must be
created.

Enterprise-Development Tier Area Number of Eligible Positions

Tier One , 10
Tier Two $020
Tier Three 1920
TerFour— 20
Tiar Fix 20"
Tl\il P S § V V & \J

SECTION 2.8. G.S. 143B-437.55(c)(3) reads as rewritten:
"(c) Annual Reports. — The Committee shall publish a report on the Job
Development Investment Grant Program on or before April 30 of each year. The report
shall include the following;:

(3)  The number and enterprise-development tier area of eligible positions
created by projects with respect to which grants were awarded."

SECTION 2.9. G.S. 143B-437.56(d) reads as rewritten:

"(d) The percentage established in the agreement shall be reduced by one-fourth
for any eligible position that is located in an enterprise-development tier four-or-fivetwo
or three area."

SECTION 2.10. G.S. 158-7.3(a) reads as rewritten:

"(a) Definitions. — The following definitions apply in this section:

(1) Development project. — A capital project that includes capital
expenditures by both private persons and one or more units of local
government and that increases net employment opportunities for
residents of the development district or within a two-mile radius of the
project, whichever is larger, and increases the local government tax
base.

If the district in which such a project will occur is outside a city's
central business district (as that district is defined by resolution of the
city council, which definition is binding and conclusive), then, of the
private development forecast for a development project by the
development financing plan for the district in which the project will
occur, a maximum of twenty percent (20%) of the plan's estimated
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2

3)

square footage of floor space may be proposed for use in retail sales,
hotels, banking, and financial services offered directly to consumers,
and other commercial uses other than office space. The twenty percent
(20%) limitation in the preceding sentence does not apply to
development financing districts located in an-enterprise-a development
tier one area, as defined in G.S. 105-129:3;143B-437.08 and created
primarily for tourism-related economic development, such as
developments featuring facilities for exhibitions, athletic and cultural
events, show and public gatherings, racing facilities, parks and
recreation facilities, art galleries, museums, and art centers.

Publish. — Insertion in a newspaper qualified under G.S. 1-597 to
publish legal advertisements in the county or counties in which the unit
is located.

Unit or unit of local government. — A county, city, town, or
incorporated village."

SECTION 2.11. G.S. 19A-64(c) reads as rewritten:

"(c) Distribution. — The Department shall make payments from the Spay/Neuter
Account to eligible counties and cities who have made timely application for
reimbursement within 30 days of the closing date for receipt of applications for that
quarter. In the event that total requests for reimbursement exceed the amounts available
in the Spay/Neuter Account for distribution, the monies available will be distributed as

follows:

(1)

)

)

Fifty percent (50%) of the monies available in the Spay/Neuter
Account shall be reserved for reimbursement for eligible applicants
within eiﬁex:pmeﬁer—eﬂe—t-we—&ﬂd—t-hfeedevelopment tier one areas as
defined in G.S. 105-329-3:143B-437.08 The remaining fifty percent
(50%) of the funds shall be used to fund reimbursement requests from
eligible applicants in enterprise-tier-four-and-fivedevelopment tier two
and three areas as defined in G.S. $85-129-3-143B-437.08.

Among the eligible counties and cities in erterprise-tier-one;twos-and
threedevelopment tier one areas, reimbursement shall be made to each
eligible county or city in proportion to the number of dogs and cats
that have received rabies vaccinations during the preceding fiscal year
in that county or city as compared to the number of dogs and cats that
have received rabies vaccinations during the preceding fiscal year by

all of the eligible applicants in enterprise—tier—ene;—two,—or
threedevelopment tier one areas.

Among the eligible counties and cities in eﬂ{efpme—ﬁer—feuf—aﬂd
fivedevelopment tier two and three areas, reimbursement shall be
made to each eligible county or city in proportion to the number of
dogs and cats that have received rabies vaccinations during the
preceding fiscal year in that county or city as compared to the number
of dogs and cats that have received rabies vaccinations during the
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preceding fiscal year by all of the eligible applicants in enterprise-tier
four-and-fivedevelopment tier two and three areas.

(4)  Should funds remain available from the fifty percent (50%) of the
Spay/Neuter Account designated for enterprise—tier—one,—two;,—or
threedevelopment tier one areas after reimbursement of all claims by
eligible applicants in those areas, the remaining funds shall be made
available to reimburse eligible appllcants in enterprise—tierfour—and
fivedevelopment tier two and three areas.'

SECTION 2.12. G.S. 106-744(c2) reads as rewritten:

"(c2) A county that is an-enterprise—tier—four—county—or—an—enterprise—tierfivea
development tier two or three county, as these tiers are defined in G-
105-1293(a);G.S. 143B-437.08, and that has prepared a countywide farmland
protection plan shall match fifteen percent (15%) of the Trust Fund monies it receives
with county funds. A county that has not prepared a countywide farmland protection
plan shall match thirty percent (30%) of the Trust Fund momcs it recclves w1th county
funds. A county that is an-en eRterprise-tie

entefpﬂee—uer—thfee—eeunt-y—as—these—eeun&es—a%ea development tier one county, as
defined in G-5—305-3293(a);G.S. 143B-437.08, and that has prepared a countyw1de
farmland protection plan shall not be required to match any of the Trust Fund monies it
receives with county funds."

SECTION 2.13. Reserved

SECTION 2.14. G.S. 146-22.3(d) reads as rewritten:

"(d) Application. — This section applies only to land acqulred in counties
designated as an-enterprise-tier-one-or-enterprise-tier-twea development tier one area
under G.S. 105-129.3.143B-437.08." .

SECTION 2.15. G.S. 146-22.4(c) reads as rewritten:

"(c) Application. — This section applies only to land acquired in counties
designated as an-enterprise-tier-one—or-enterprise-tier-twoa development tier one area
under G.S. +65-129-3:143B-437.08."

SECTION 2.16. G.S. 146-22.5(b) reads as rewritten:

"(b) Application. — This section applies only to land acquired in counties
designated as an-enterprise-tier-one—or—enterprise-tier-twoa_development tier one area
under G.S. +65-129-3-143B-437.08."

SECTION 2.17. G.S. 153A-15.1 reads as rewritten:

"(e) Application. — This section applies only to land acquired in counties
designated as an-enterprise-tier-one-or-enterprise-tiertwea development tier one area
under G.S. +85-129-3-143B-437.08."

SECTION 2.18. G.S. 160A-425.1(c) reads as rewritten

"(c) If an inspector declares a residential building or nonresidential building or
structure to be unsafe under subsection (b) of this section, the inspector must affix a
notice of the unsafe character of the structure to a consplcuous place on the exterior wall
of the building. For the purposes of this section, the term "community development

target area" means an area that has characteristics of a-developmentzene-underG-S-
105-1293Asan urban progress zone under G.S. 143B-437.09. a 'nonresidential
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redevelopment area' under G.S. 160A-503(10), or an area with similar characteristics
designated by the city council as being in special need of revitalization for the benefit
and welfare of its citizens."

. SECTION 2.19. G.S. 160A-426(c) reads as rewritten:

(c) If an inspector declares a nonresidential building or structure to be unsafe
under subsection (b) of this section, the inspector must affix a notice of the unsafe
character of the structure to a conspicuous place on the exterior wall of the building. For
the purposes of this section, the term "community development target area” means an
area that has characteristics of a—deve}epmem—zeﬂe—uﬂder—G—S—l-Oé—l%Q%an urban
progress zone under G.S. 143B-437.09, a 'nonresidential redevelopment area' under
G.S. 160A-503(10), or an area with similar characteristics designated by the city council
as being in special need of revitalization for the benefit and welfare of its citizens."

SECTION 2.20. G.S. 105-129.51(a) reads as rewritten:

"(a) A taxpayer is eligible for the credit allowed in this Article if it satisfies the
requirements of G.S. +85-129:4(b)—(b2)—(b3)-and-(b4105-129.73(c). (d). (e). and (f) -
relating to wage standard, health insurance, environmental impact, and safety and health
programs, respectively."

SECTION 2.21. G.S. 105-259(b) reads as rewritten:

"(b) Disclosure Prohibited. — An officer, an emp]oyee or an agent of the State
who has access to tax information in the course of service to or employment by the State
may not disclose the information to any other person unless the disclosure is made for
one of the following purposes:

(24) To furnish the Department of Commerce and the Employment Security
Commission a copy of the qualifying information required in G.S.

165429-7(b)105-129.7(b) or 105-129.76(b).

(27) To publish the information required under G.S. 105-129.6,
105-129.19, 105-129.26, 105-129.38, 105-129.44, 105-129.65A,
105-129.75, 105-130.41, 105-130.45, 105-151.22, and 105-164.14.

(36) To furnish the Department of Commerce with the information needed
to complete the studies required under G.S. 105-129.2A and G.S.
105-129.72." _

SECTION 2.22. This part becomes effective January 1, 2007.

PART I1II. EFFECTIVE DATES.
SECTION 3.1. Except as otherwise provided, this act is effective when it

becomes law.
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2005-LYx-286 [v. 17]

SUMMARY: This bill would create a new Article under Chapter 105 to provide tax .

credits to new and expanding businesses, effective for taxable years beginning on or after
January 1, 2007; would sunset the Bill Lee Act for activities occurring on or after January
1, 2007, rather than January 1, 2008; and would make conforming changes to other
statutes that refer to provisions of the Bill Lee Act.

BILL ANALYSIS:
Part I. Tax Credits for Growing Businesses.

The William S. Lee Quality Jobs and Business Expansion Act (hereinafter Bill Lee Act)
was enacted in 1996, effective beginning with the 1996 tax year with a 2002 sunset. The
Act is a package of State tax incentives and has been modified in each subsequent year.
The incentives are primarily in the form of tax credits for investment in machinery and
equipment and real property, for job creation, and for worker training. Counties are
divided into five enterprise tiers based on the unemployment rate, per capita income, and
population growth of the county. For many of the credits, the lower the tier of a county,
the more favorable the incentive. The Act requires the Department of Commerce and the
Department of Revenue to report periodically on the credits allowed by the Act.

Before 1996, North Carolina had made little use of tax incentives to lure businesses to the
State. Even without incentives, North Carolina was consistently one of the top states in
attracting industry. The array of credits authorized by the Bill Lee Act was viewed as an
experiment, to be evaluated in five years to determine whether the incentives were cost
effective and actually affected behavior or merely provided tax reductions to businesses
that would have located or expanded in any case. In 2000, the General Assembly
extended the sunset on the act until January 1, 2006. In 2005, the General Assembly
approved a two-year extension of the Act, untll January 1, 2008, in order to provide
additional time to study alternatives to the Act.!

! There are several exceptions to the 2008 sunset date. Interstate air couriers are eligible to claim the
credits for business activity that occurs on or before January 1, 2010, provided that the interstate air courier
entered into a real estate lease on or before January 1, 2006 with an airport authority that provides for the
lease of at least 100 acres of land for a term of at least 15 years. "Eligible major industries" that qualify as
such before January 1, 2006, are also allowed to claim credits for business activity that occurs on or before
January 1,2010. A taxpayer is an eligible major industry if it will invest at least $100 million in acquiring,
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This bill would create a new package of State tax incentives to replace the Bill Lee Act
for most taxpayers. These incentives would become effective January 1, 2007, and
would expire January 1, 2011. Taxpayers that are eligible for the later repeal date of the
Act would be able to choose to take credits under the current Act or under the proposed
legislation. Many of the provisions of this proposed new Article are similar or identical
to the provisions of the Bill Lee Act. There are some significant differences however.

General Administration.

Under this bill, by November 30 of each year, the Department of Commerce would be
required to assign a tier designation to each of the 100 counties in the State. In order to
make these assignments, the Department would rank all counties based on the following
factors: unemployment, median household income, percentage population growth, and
per capita adjusted assessed property value. Regardless of the development factor, any
county with a population of less than 12,000 would automatically be included in the
counties with the 40 highest rankings and any county with a population of less than
50,000 would automatically be included in the counties with the 80 highest rankings.
Regardless of the development factor, a county designated as a tier one county would be
included in the counties with the 40 highest rankings. The 40 counties with the highest
ranking would be designated as development tier one, the next 40 highest counties would
be designated as development tier two, and the remaining counties would be designated
as development tier three.

This differs in several keys ways from the Bill Lee Act. First, the Bill Lee Act
designation is not required until December 31. Second, in order to make the Bill Lee
assignments, the Department of Commerce ranks all 100 counties based on the following
three factors: unemployment, average per capita income, and percentage growth in
population. The proposed legislation would substitute median household income for per
capita income and add the new factor related to assessed property value per capita.
Third, under the Bill Lee Act, counties are divided into five tiers rather than three.
Fourth, under this proposal, the number of counties in a tier would be fixed. If one
county received a lower tier designation because of the population or low-tier status
exceptions, another county would be moved to a higher tier. Under the Bill Lee Act, the
exceptions may move a county to a lower tier, but they do not result in any county being
assigned to a higher tier.

constructing, and equipping a facility and it is engaged in bioprocessing, the manufacture or distribution of
pharmaceuticals or medicines, aircraft manufacturing, computer manufacturing, motor vehicle
manufacturing, or semiconductor manufacturing. In addition, projects that are located in development
zones are eligible for credits for business activities occurring before January 1, 2010, if all of the following
conditions are met: before January 1, 2006, the taxpayer signs a letter of commitment with the Department
of Commerce; the Secretary of Commerce makes a written determination that the taxpayer will invest $10
million and create at least 300 new jobs at the facility within a three-year period; and the taxpayer invests at
least $4 million and creates at least 20 new jobs at the facility before January 1, 2006. '
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Development zones are another key feature of the Bill Lee Act. 2 Development zones
were intended to be areas of high poverty within cities. Over the years, it has become
clear that the development zones often include areas that are neither high-poverty nor
particularly urban. This bill would replace development zones with urban progress (UP)
zones. UP zones are more narrowly focused than development zones. First, an UP zone
must be entirely within the corporate limits of a municipality with a population of at least
10,000. Development zones are located at least partially in a municipality with a
population of at least 5,000. Second, UP zones must meet more stringent guidelines with
respect to poverty within the zone. Third, the total area of all UP zones in a municipality,
less the smallest census tract included in the zones, may comprise no more than 10% of
the area of a municipality: there is no similar restriction on development zones.

Under this bill, all of the credits would be allowed against the franchise tax levied in
Article 3 of Chapter 105, the income taxes levied in Article 4 of Chapter 105, the gross
premiums tax levied in Article 8B of Chapter 105, or a combination of these taxes. The
credits allowed under the Bill Lee Act are also allowed against these taxes; however,
unlike this bill, under the Bill Lee Act, a taxpayer may take a credit against only one of
the three taxes. '

Under this bill, the total amount of credits allowed could not exceed 50% of the
cumulative amount of the taxpayer's tax liability for franchise, income, and gross
premiums taxes. Under the Bill Lee Act, the credits are limited to 50% of the taxpayer's
tax liability for the one tax against which the taxpayer chooses to apply it. As with the
Bill Lee Act, this cap would apply to the cumulative amount of credits for the current
year and carryforwards of credits from previous years. Under this bill, any unused
portion of a credit with respect to the credit for creating jobs or investing in business
property could be carried forward for the succeeding five years. This is also the standard
carryforward period for the Bill Lee Act. Any unused portion of a credit with respect to
the credit for investing in real property could be carried forward for the succeeding 15
years, as compared to the succeeding 20 years under the Bill Lee Act. Finally, as with
the Bill Lee Act, credits with respect to a large investment (at least $150 million) could
be carried forward for 20 years. This draft would shorten the carryforward period for
some credits and eliminates some enhanced carryforward provisions altogether.

When filing a return for a taxable year in which the taxpayer engaged in activity for
which the taxpayer is eligible for a credit, the taxpayer would be required to submit a fee
of $500 for each type of credit the taxpayer intended to claim with respect to an
establishment. The fee would be deposited in the General Fund, and the positions at the

2 Under the Bill Lee Act, the Department of Commerce is also responsible for designating development
zones. Development zones are areas of higher poverty within urban centers. In order to be designated as a
development zone, the area must satisfy all of the following conditions: every census tract or block group
in the zone is located in a city with a population of at least 5,000, the zone has a population of at least
1,000, more than 20% of the population of the zone is below the poverty level, every census track or block
group in the zone has more than 10% of its population below the poverty level or is immediately adjacent
to a census tract or block group that has more than 20% of its population below the poverty level, and no
census tract or block group in the zone is located in another development zone. Designation as a
development zone is effective for two years. Location in a development zone leads to more favorable
treatment for the taxpayer with respect to the wage standard, the credit for creating new jobs, the credit for
investing in machinery and equipment, and the credit for worker training.

32




Departments of Revenue and Commerce that oversee the program would be funded
through the General Fund. The Bill Lee Act contains a similar fee requirement, but under
the Act the fees are kept by the Departments as departmental receipts: the positions that
oversee the Bill Lee are funded by those receipts. Under the Bill Lee Act, there is a
maximum fee of $1,500 per taxable year: there would be no maximum fee under the
proposed new Article. :

As under the Bill Lee Act, each taxpayer claiming a credit under the proposed new
Article would be required to provide any information required by the Secretary of
Revenue to evaluate the eligibility of the taxpayer for the credit claimed.

As under the Bill Lee Act, the Department of Revenue and the Department of Commerce
would be required to make several reports on the proposed new Article. By each May 1,
the Department of Revenue would be required publish information itemized by credit and
by taxpayer relating to the amount and tier designation of new jobs, new real property
investment, and new business property. The Department of Commerce would be
required to make biennial reports on tax equity and the impact of the proposed new
Article.

As with the Bill Lee Act, credits under the proposed new Article could not be taken more
than six months after the deadline for filing the tax return (including extensions) on
which they were claimed. This is more restrictive than is generally the case under North
Carolina law. In general, an overpayment may be refunded only if the discovery is made
or the written request for a refund made within 3 years of the date set by statutes for filing
the return or within 6 months of the date of the overpayment, whichever is later.

Basic Eligibility '
Type of Business. Under this bill, in order to be eligible for a credit under the proposed
new Article, a taxpayer would be required to meet eligibility requirements with regards to
type of business. Under the proposed new Article, business type would be determined
solely by reference to the primary activity of the particular establishment.’ The following
types of businesses would be eligible for credits under the proposed new Atrticle:
e Aircraft maintenance and repair. :
e Air courier services hub. : .
e Corporate headquarters, but only if additional eligibility requirements are
satisfied. '
Customer service call centers.
Electronic shopping and mail order houses.
Information technology and services.
Manufacturing.
Motorsports facilities.
Motorsports racing teams.
Research and development.
e Warchousing.

3 The definition of "establishment" under the proposed new Article is different from the definition of
"establishment" under the Bill Lee Act. Generally, under this definition, an establishment means a single
physical location whereas the Bill Lee definition revolves around accounting units, although usually it
refers to a single location as well.
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e Wholesale trade.

Business-type eligibility under the proposed new Article would be substantially different
than under the Bill Lee Act. Under the Bill Lee Act, business type eligibility depends on
several factors including the primary business of the taxpayer as a whole, the primary
activity of the particular establishment”, the location of the establishment, and the number
of new jobs created. The following types of business are eligible under the Bill Lee Act:

e Air courier services, if the primary business of the taxpayer is air courier services.

e Data processing, if the primary business of the taxpayer is data processing.

e Manufacturing, if the primary business of the taxpayer is manufacturing,
warehousing, or wholesale trade and the primary activity of the establishment is
manufacturing.

e Warehousing, if the primary business of the taxpayer is manufacturing,
warehousing, or wholesale trade and the primary activity of the establishment is
warehousing, or if the primary activity of an establishment is warehousing, the
establishment is located in an enterprise tier 1-3 area, and the establishment serves
25 or more establishments of the taxpayer.

e Wholesale trade, if the primary business of the taxpayer is manufacturing,
warehousing, or wholesale trade and the primary activity of the establishment is
wholesale trade.

e Computer services, if the primary activity of the establishment is computer
services.

e . Electronic mail order house, if the primary activity of the establishment is an
electronic mail order house and the electronic mail order house is located in an
enterprise tier 1-3 area and creates at least 250 new jobs.

e Customer service center, if the primary business of the taxpayer is financial
services or telecommunications, the primary activity of the establishment is a
customer service center, and the center is located in an enterprise tier 1-3 area.

o Central office or aircraft facility, if the primary activity of the establishment is a
central administrative office or a training or maintenance center for an interstate
air passenger carrier and the establishment creates at least 40 new jobs.

Under the proposed new Article, motorsports facilities and motorsports racing teams
would be eligible for credits whereas they are not currently eligible under the Bill Lee
Act. A larger group of manufacturers, warehousers, wholesale traders, electronic mail
order houses, and customer service centers would be eligible for credits under the
proposed new Article than under the Bill Lee Act. Under the proposed new Article,
credits for central administrative office facilities would be restricted to those facilities
that are corporate headquarters and credits for data processing and computer services
would be replaced by credits for information technology and services.

In order for a corporate headquarters to qualify for credits under the proposed legislation,
the establishment would be required to create at least 75 new jobs within a 12-month

* An "establishment" is defined by NAICS (North American Industry Classification System) as the smallest
operating entity for which records provide information on the cost of resources — materials, labor, and
capital — employed to produce the units of output. In the United States, an establishment is generally a
single physical location; although there are many exceptions to this generality.
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period. A taxpayer that satisfied this job creation requirement would be eligible for
credits in the year in which the requirement was satisfied and the two succeeding years.
A taxpayer that later created an additional 75 new jobs in a 12-month period could be
eligible for an additional three-year period of eligibility, but only if the job creation
occurred outside of any other period for eligibility.

Wage Standard. Under this bill, a taxpayer would be eligible for a credit under the
proposed new Article only if the jobs provided by the taxpayer met a wage standard As
with the Bill Lee Act, no wage standard would apply in the lower-tiered areas.” For
development tiers two and three, the jobs provided by the taxpayer would be required to
pay at least the lower of 95% of the average county wage or 110% of the average State
wage. This differs significantly from the manner in which the wage standard is
calculated under the Bill Lee Act. Under the Bill Lee Act, for enterprise tier areas three
through five, the jobs provided by the taxpayer must pay at least 110% of the applicable
average weekly wage. The applicable average weekly wage of the county is the lowest of
the following: the average weekly wage for all insured private employers in the county,
the average weekly wage for all insured private employers in the State, and the average
weekly wage for all insured prlvate employers in the county multlplled by the county
income/wage adjustment factor.® Under the proposed legislation, for activities that occur
in UP zones, the wage standard is lower than for activities that occur in development tiers
two and three outside of UP zones. For UP zones, the wage standard is 95% of the lesser
of the average county wage and the average State wage. Under the Bill Lee Act, there is
no wage standard for activities occurring in development zones.

Under the proposed new Article, the wage standard would be calculated in different ways
for the credit for creating jobs and the credit for investing in business property. For the
credit for creating jobs, the average weekly wage of the jobs for which the credit was
claimed and the average weekly wage of all jobs at the establishment with respect to
which the credit was claimed would be required to meet the relevant wage standard. For
the credit for investing in business property, the average weekly wage of all jobs at the
establishment with respect to which the credit was claimed must meet the relevant wage
standard. This is equivalent to how the wage standard is applied under the Bill Lee Act
for the credits for creating jobs and for investing in machinery and equipment. As with
the Bill Lee Act, there would no wage standard for the credit for investing in real
property under the proposed new Article since that credit would be available only in the
lower-tiered counties where the wage standard requirement would not apply.

Under the Bill Lee Act, all jobs, including part-time jobs, must be included in the wage
standard calculation.” However, part-time jobs that also provide health insurance are
considered to have an average weekly wage at least equal to the relevant wage standard.
For the purpose of calculating the wage standard, the weekly wage of a part-time job is

3 Legislation enacted in 2002 eliminated the wage standard in enterprise tiers one and two under the Bill
Lee Act. Under the proposed new Article, no wage standard would apply in development tier one.
Development tier one under the proposed new Article is roughly equivalent to enterprise tiers one and two
under the Bill Lee Act. v

¢ The county income/wage adjustment factor is the county income/wage ratio divided by the State
income/wage ratio. The income/wage ratio is determined by dividing the average per capita income in the
relevant jurisdiction by the annualized average wage for all insured private employers in the jurisdiction.
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converted to a full-time equivalency. Under the proposed new Article, no part-time jobs
would be included in the calculation of the wage standard. As under the Bill Lee Act, all
jobs that were filled for at least 1600 hours during the year in which the taxpayer engaged
in the activity for which a credit was claimed would be included in the wage standard
calculation under the proposed new Atrticle even if those jobs were not filled at the time
the taxpayer claimed the credit.

Health insurance. As under the Bill Lee Act, a taxpayer would be required to provide
health insurance for all full-time jobs at the establishment in order to be eligible for a
credit under the proposed new Article. The taxpayer would be required to pay at least
50% of the premiums for health insurance that met at least the minimum provisions of the
basic health care plan of coverage recommended by the Small Employer Carrier
Committee. Each year that a taxpayer claimed an installment or carryforward of a credit,
the taxpayer would be required to provide certification that it continued to provide health
insurance for all full-time employees. If the taxpayer ceased to provide health insurance,
the credit would expire and the taxpayer would not be able to take any remaining
installment or carryforward of the credit.

Environmental Impact. As under the Bill Lee Act, a taxpayer would be ineligible for a
credit under the proposed new Article if the taxpayer had any pending administrative,
civil, or criminal enforcement action based on alleged significant violation of any
program implemented by an agency of the Department of Environment and Natural
Resources or if the taxpayer had had any final determination of responsibility for any
significant administrative, civil, or criminal violation of any program implemented by an
agency of the Department of Environment and Natural Resources in the last five years.
The Secretary of Environment and Natural Resources would be required to notify the
Department of Revenue of all persons who currently had any of these pending actions or
who had had any of these final determinations in the past five years.

Safety and Health Programs. As under the Bill Lee Act, a taxpayer would be ineligible
for a credit under the proposed new Article if the taxpayer had any outstanding violations
under the Occupational Safety and Health Act that had become a final order for "willful
serious" or "failure to abate serious" violations within the past three years. The
Department of Labor would be required to notify the Department of Revenue of all
employers who had had these citations become final orders in the past three years.

Overdue Tax Debts. As under the Bill Lee Act, a taxpayer would be ineligible for a
credit under the proposed new Article if the taxpayer had any overdue tax debts. An
overdue tax debt is any part of a tax debt that remains unpaid 90 days or more after a
notice of final assessment was mailed to the taxpayer. A tax debt is a final assessment
after all possibilities for appeal have been exhausted.

Under general existing law, if the Secretary of Revenue discovers that any tax is due from
a taxpayer, the Secretary must notify the taxpayer in writing of the Secretary's intent to
assess the taxpayer for the tax. The notice must describe the basis for the assessment, the
amount of tax to be assessed, and any interest and penalties due. If the taxpayer disagrees
with the assessment, the taxpayer has 30 days to request a hearing before the Secretary.
The Secretary must then schedule a hearing to occur within 90 days of the request.
Within 90 days after the hearing, the Secretary must issue a decision on the hearing. If
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the taxpayer does not request a hearing within the 30 days allowed, or if the Secretary
finds that the tax is due after the hearing, the proposed assessment becomes a final
assessment. If a taxpayer disagrees with a final assessment, the taxpayer may appeal the
decision to the Tax Review Board, and then on to superior court, the Court of Appeals,
and the Supreme Court.

Expiration. Under the Bill Lee Act, credits may expire for several reasons. If the
taxpayer is no longer engaged in an eligible type of business or if the number of jobs of
an eligible business falls below the minimum number required, the credit expires.
Generally, if a credit expires, the taxpayer may not continue to take installments of the
credit, but may continue to take carryforwards of installments that accrued in previous
years.” The credit for creating jobs and the credit for investing in machinery and
equipment expire if the jobs are no longer filled or if the machinery and equipment are
taken out of service used in an eligible business. The credit does not expire if the
enterprise tier designation of an eligible taxpayer changes after the credit is first claimed.
The credits under the proposed new Article retain these expiration provisions.

Forfeiture. Under the Bill Lee Act, a taxpayer forfeits a credit if the taxpayer was not
eligible for the credit in the year in which the taxpayer engaged in the activity for which
" the credit was claimed. A taxpayer that forfeits a credit is liable for all past taxes avoided
as a result of the credit plus interest. The past taxes and interest are due 30 days after the
date the credit is forfeited. The credits under the proposed new Article would retain these
forfeiture provisions.

Specific Credits.
Credit for creating jobs, G.S. 105-129.78. Under this bill, a taxpayer would be allowed a
credit for creating new full-time jobs. In order to be eligible for this credit, the taxpayer
would be required to meet a job creation threshold based on the development tier
designation of the location where the jobs were created.® If the taxpayer created jobs in
more than one county during a year, the threshold would apply separately to each county.
If the taxpayer created jobs at more than one establishment in a single county during a
year, the threshold would apply jointly to all establishments within the county. In
addition, the amount of the credit would vary depending on the development tier
designation of the area in which the job was located. A job would be located in an area if
50% or more of the employee's duties were performed in the area. The full amount of the
credit could not be taken in the first year, but instead would be taken in four equal
installments beginning with the taxable year following the year in which the employee
was hired. Jobs transferred from one part of the State to another would not qualify for the
credit. In addition, jobs transferred within the State from a related member of the
taxpayer to the taxpayer would not qualify for the credit. The amount of the credit and
the job creation threshold would be equal to the amounts in the following table based on
the development tier area in which the job is located. In addition a job created in an UP
zone would be eligible for an additional credit of $1,000 and if that job were filled by a
resident of the zone it would be further increased by an additional $2,000.

Area Development Tier Amount of Credit Threshold

7 Expiration of a credit because the taxpayer ceases to provide health insurance is an exception to this.
general rule. In that case, the taxpayer may not claim installments or carryforwards after the credit expires.
® For jobs created in an UP zone, the threshold apphcab]e to development tier one would apply.
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Tier One $12,500 | 5
Tier Two 5,000 - 10
Tier Three 1,000 25

Under the proposed new Article, if in one of the four years in which the installment of a
credit accrues, the jobs with respect to which the credit was taken were unfilled, the

credit related to those specific jobs would expire and the taxpayer would not be allowed

to take any remaining installments of the credit. If, in one of the four years in which the
installment of a credit accrues, the total number of jobs fell below the sum of the
applicable job creation threshold and the number of jobs existing in the year before the
new jobs were created, the credits with respect to all the new jobs would expire and the
taxpayer would not be allowed to take any remaining installments of the credits. If, in
one of the four years in which an installment of the credit accrued, a job that qualified for
the credit was subsequently transferred to another area, the remaining installments of the
credit would be calculated as if the job had been initially located in the later area.

Under the proposed new Article, a taxpayer that planned to create new jobs in a specific
area during the next two years could sign a letter of commitment with the Department of
Commerce in order to lock-in the current year's development tier designations for the
purposes of this credit. If the taxpayer created the jobs within the next two years, the
taxpayer would be allowed to compute the amount of the credit based on the designations
in effect in either the year in which the letter of commitment was signed or the year in
which the jobs were created. If the taxpayer did not create the jobs in the next two years,
the taxpayer could still claim a credit under the existing tier designation if the jobs were
later created. :

A taxpayer could not claim a credit under this proposed new Article and under the Bill
Lee Act with respect to the same job. This is important because the Bill Lee Act will
remain in effect for a limited group of taxpayers until 2010.

There are several significant differences between the proposed new credit for creating
jobs and the credit that currently exists under the Bill Lee Act (G.S. 105-129.8). First,
the Bill Lee Act credit does not require the taxpayer to meet a job creation threshold
whereas the proposed new credit would. Second, the amount of the credit per job is more
generous for some taxpayers under this proposed credit than under the existing Bill Lee
Act credit. '

Credit for investing in machinery and equipment, G.S. 105-129.79. Under this bill, a
taxpayer would be allowed a credit for the amount by which the cost of the eligible
investment amount of business property placed into service during a taxable year exceeds
a threshold. The eligible investment amount is the lesser of (i) the cost of the eligible
business property and (ii) the net increase in eligible business property over the base year
(the year of the preceding three years in which the taxpayer had the largest amount of
business property in service in the State). In order to be eligible for the credit, the
taxpayer would be required to place new business property into service in excess of a
threshold based on the development tier designation. The credit would be taken in four
equal instaliments, beginning the year after the equipment was placed in service. The
amount of the credit would be equal to a percentage of the eligible investment amount of
the business property. If the taxpayer placed eligible business property into service in
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more than one county during a year, the threshold would apply separately to each county.
If the taxpayer placed eligible business property into service at more than one
establishment in a single county during a year, the threshold would apply jointly to all
establishments within the county. The following table sets out the relevant percentage
and threshold for each development tier area:

Area Development Tier Threshold Credit Percentage
Tier One’ $ -0- 7%
Tier Two 1,000,000 5%
Tier Three 4,000,000 ' 4%

If in one of the four years in which the installment of a credit would accrue, the business
property with respect to which the credit was taken was disposed of, moved out of State,
or taken out of service, the credit would expire and the taxpayer could not take any
remaining installments of the credit unless the cost of that business property was offset in
the same taxable year by the taxpayer's new investment in business property. If eligible
business property that qualified for a credit was subsequently transferred to another area,
the remaining installments of the credit would be calculated as if the business property
had been initially located in the later area

A taxpayer that planned to place specific business property in service at a specific
location within the next two years could sign a letter of commitment with the Department
of Commerce in order to lock-in the current year's development tier designation for the
purposes of this credit. If the taxpayer placed the eligible business property in service
within the next two years, the taxpayer could compute the amount of the credit based on
the demgnatlons in effect in either the year in which the letter of commitment was signed .
or the year in which the business property was placed in service. If the taxpayer did not
place the business property in service in the next two years, the taxpayer could still claim
a credit under the ex1st1ng tier designation if the business property was later placed in
service.

A taxpayer could not claim a credit under this proposed new Article and under the Bill
- Lee Act with respect to the same business property. This is important because the Bill
Lee Act will remain in effect for a limited group of taxpayers until 2010.

There are significant differences between the proposed new credit for investing in
business property and the credit currently allowed under the Bill Lee Act for investing in
machinery and equipment. First, the thresholds under the proposed credit differ from the
thresholds under the existing credit. Second, the definition of "business property" under
the proposed new credit is broader than the definition of "machinery and equipment”
under the existing credit. Third, the percentage that determines the amount of the credit
under the proposed new credit differs from the percentage for the existing credit for some
taxpayers. Fourth, the existing Bill Lee Act credit allows a taxpayer to satisfy the
threshold requirement over a two-year period when property is being phased in over two
years, whereas the proposed new credit would require the threshold requirement to be
satisfied in each year.

° For the purposes of this credit, investment that occurs in an UP zone is subject to the threshold and
percentage applicable to activity that occurs in a development tier one area.
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Credit for substantial investment in other property, G.S. 105-129.79. Under this bill, a
taxpayer that is located in a development tier one area would be eligible for a credit for
investment in real property. In order for the taxpayer to claim this credit, the Secretary of
Commerce would be required to make a written determination that the taxpayer was
expected to invest at least $10 million in real property at a location within a three-year
period and that the taxpayer would create at least 200 new jobs at the location within two
years of the time that the property was first used in an eligible business.” The taxpayer
could begin to claim the credit once the property was first used in an eligible business.
The amount of the credit would be equal to 30% of the eligible investment amount and
could be taken in installments over a seven-year period. There would no ceiling on the
amount of the credit. The credit for investment in real property would expire if the
number of people employed at the location fell below 200.

A taxpayer could not claim both the proposed credit for investment in real property and
either of the existing Bill Lee Act credits for investment in real property with respect to
the same property. This is important because the Bill Lee Act will remain in effect for a
limited group of taxpayers until 2010.

The only significant difference between the proposed credit for investment in real

property and the Bill Lee Act credit for substantial investment in other property is the

carryforward period. Under the Bill Lee Act, unused portions of the credit can be carried

forward for up to 20 years. Under the proposed legislation, unused portions of the credit
could be carried forward for up to 15 years.

Expiring credits. The Bill Lee Act contains five credits that do not have a counterpart in
this bill. Those credits are as follows:

o G.S 105-129.94. Technology commercialization credit. The technology
commercialization credit is essentially an enhanced version of the credit for
investing in machinery and equipment for taxpayers that are making
significant investments in certain types of machinery and equipment. There is
no similar enhancement in the proposed new Article; however, the technology
commercialization credit was designed with a specific project in mind that
never came to fruition and therefore the credit has never been claimed.

o G.S 105-129.10. Credit for research and development. The Bill Lee Act
contains a credit for research and development expenditures. In 2004, the
General Assembly created a new, stand-alone credit for research and
development (See Article 3G of Chapter 105 of the General Statutes).
Therefore, no similar credit is included in the proposed new Article.

e G.S 105-129.11. Credit for worker training. The Bill Lee Act contains a
credit with which a taxpayer could offset certain worker training expenses.
There is no similar credit in the proposed new Article.

o (.S 105-129.12. Credit for investing in central office or aircraft facility
property. The Bill Lee Act contains a credit for investing in central office or
aircraft facility property. The credit was equal to 7% of the eligible
investment amount and was capped at $500,000. There is no similar credit in
the proposed new Article though a business that would have been eligible for
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this credit under the Bill Lee Act would be eligible for the proposed credit for
investing in real property if the requirements of that proposed credit are
satisfied.

e G.S 105-129.13. Credit for development zone projects. This credit allowed a
taxpayer to claim a credit equal to 25% of a donation to a development zone
agency for an improvement project in a development zone. There is no
similar credit in the proposed new Article.

Part II. Conforming Changes.

Part II of the proposed legislation would make a number of conforming changes to the
statutes because of the changes that would be made under Part I of this proposal. Since
the creation of the Bill Lee Act in 1996, many other programs have adopted the enterprise
tier designation as a proxy for the economic viability or the available resources of a
county. Many of these programs deal with economic development; but the tier structure
has also been adopted as a proxy in such areas as animal control and wetlands mitigation.
In addition, other programs refer to other aspects of the Bill Lee Act such as development
zones or the wage standard. Because the Bill Lee Act would largely be replaced by the
new Article in this proposal, the changes in Part II of this bill should help to lessen
confusion that would be inherent in the use of two different tier systems. Because the tier
structures are not equivalent, the changes in this Part will benefit some areas while
reducing benefits to other areas. The changes are briefly summarized below.

e Section 2.1. This section would conform the credit for research and
development expenses to the new tier structure. Under current law, the credit
for research and development expenses is more generous if the research is
conducted in an enterprise tier one, two, or three area. Under this proposal,
research conducted in a development tier one area would be eligible for the
more generous credit. Because development tier one will contain fewer
counties than enterprise tiers one, two, and three combined, this change could
result in some taxpayers being eligible for a smaller credit.

e Section 2.2. This section would conform the sales and use tax refund for low
enterprise tier machinery and equipment to the new tier structure. Under
current law, a taxpayer is eligible for a refund of sales and use tax paid at the
general rate on machinery and equipment put into service in enterprise tier one
and two areas. This section adds a reference to development tier one.
Because development tier one is expected to be roughly equivalent to, though
including more counties than enterprise tiers one and two combined, this
change should have limited effect.

e Section 2.3. This section would conform the sales and use tax refund on
building materials for major eligible industrial facilities to the new tier
structure. Under current law, a taxpayer must invest at least $50 million in an
eligible facility in an enterprise tier one, two, or three area or $100 million in
an eligible facility in an enterprise tier four or five area to be eligible for the
refund. This section changes the requirement so that the $50 million threshold
applies to facilities in development tier one and the $100 million threshold
applies to facilities in tiers two and three. Because development tier one will
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contain fewer counties than enterprise tiers one, two, and three combined, this
change could result in some taxpayers being ineligible for a refund.

Section 2.4. Reserved.

Section 2.5. This section would conform the guidelines adopted by the
Department of Commerce relating to community development block grant
funds to the new tier structure. Under current law, those guidelines must
ensure that grants award in enterprise tier one areas do not require a local
match and that priority is given to projects in enterprise tier one areas and
development zones. This section would change those references to
development tier one areas and UP zones. Because development tier one
would be larger than enterprise tier one, this change would have the effect of
increasing the number of projects which receive priority consideration and for
which no local match is required. On the other hand, because UP zones are
more restrictive than development zones, this change could have the effect of
eliminating some projects from priority consideration.

Section 2.6. This section changes a definitional reference under the JDIG
statutes.

Section 2.7. This section would conform the JDIG job creation requirements
to the new tier structure. Under current law, a business must create at least 10
new jobs in an enterprise tier one, two, or three area or 20 new jobs in an
enterprise tier four or five area to be eligible for consideration for JDIG. This
section would change those requirements so that a business must create at
least 10 new jobs in a development tier one area or 20 new jobs in a
development tier two or three area to be eligible for consideration. Because
development tier one will contain fewer counties than enterprise tiers one,
two, and three combined, this change could result in some taxpayers being
ineligible for consideration for JDIG. However, as a practical matter, all
businesses that have received JDIG grants have created far more jobs than the
minimum required and it is therefore unlikely that this change would have any
practical effect. '

Section 2.8. This section would conform a reference to tiers under the JDIG
reporting requirements.

Section 2.9. This section would conform the JDIG grant reduction
requirements to the new tier structure. Under current law, a business that is
located in an enterprise tier four or five area when the grant is awarded would
have the amount of a grant reduced by 25%, with that reduction flowing to the
Utility Account of the Industrial Development Fund rather than to the
business. This section would change that reference so that it would apply in
development tiers two and three. Because development tiers two and three
combined would contain more counties than enterprise tiers four and five
combined, this section could require a reduction in the grant amount for more
businesses.
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Section 2.10. This section would conform a provision relating to tax
increment financing to the new tier structure. This section would expand an
exception created for financing districts related to tourism-related economic
development projects. Under current law, this exception is allowed only in an
enterprise tier one area. This section would allow that exception in a
development tier one area. Because development tier one would contain more
counties than enterprise tier one, this change would expand this exception.

Section 2.11. This section would conform provisions dealing with the
Spay/Neuter Account to the new tier structure. Under existing law, there is an
account that helps offset the costs incurred by cities and counties for the
spaying and neutering of animals. Fifty percent of the funds in the account
are reserved for cities and counties in enterprise tiers one, two, and three. The
remaining 50% is reserved for cities and counties in enterprise tiers four and
five. If there are excess funds after all needs have been met in enterprise tier
one, two and three areas, those funds are transferred and used in enterprise tier
four and five areas. The funds designated for a group of tier areas are then
allocated based on population. This section would change this breakdown so
that the division would be between development tier one areas and
development tier two and three areas. Because development tier one will
contain fewer counties than enterprise tiers one, two, and three combined, this
change could result in some cities and counties getting more assistance and
some cities and counties getting less assistance.

Section 2.12. This section would conform a provision relating to agricultural
easements and the Farmland Preservation Trust Fund to the new tier structure.
Under current law, enterprise tier one, two, and three counties that have
prepared countywide farmland protection plans are not required to match
funds from the Farmland Preservation Trust Fund used to purchase
agricultural easements. This section would change that reference to
development tier one.. Because development tier one will contain fewer
counties than enterprise tiers one, two, and three combined, this change could
result in some counties being newly subject to the match requirement.

Section 2.13. Reserved.

Section 2.14 through Section 2.17. These sections would conform provisions
dealing with wetlands mitigation to the new tier structure. Under current law,
when the State purchases land for wetlands mitigation it is required to make a
payment in lieu of taxes to the county in which the land is located if the
county is an enterprise tier one or two area. These sections would change
those references to development tier one area. Because development tier one
would have slightly more counties than enterprise tiers one and two combined,
this change would require the State to make these payments in more instances.

Section 2.18 and Section 2.19. These sections would conform provisions
dealing with condemnation of unsafe buildings to the new tier structure.
Under current law, cities have more flexibility in condemning nonresidential
buildings as unsafe if the building is located in a "community development
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target area". A community development target area is one that has
characteristics of a development zone or similar characteristics. These
sections would change the references from development zone to UP zone.
Because of the amorphous nature of the definition of "community
development target area”, this change should not have any impact.

Section 2.20. This section would conform eligibility requirements for the
credit for research and development to the new Article. Under current law, in
order to be eligible for that credit the taxpayer must satisfy the wage standard,
health insurance, environmental impact and safety and health record
requirements under the Bill Lee Act. This section would change the reference
to those requirements under the new Article. This change could have the
effect of making more taxpayers eligible for the credit because the wage
standard requirement under the new Article is less strenuous than the
requirement under the Bill Lee Act.

Section 2.21. This section would amend the statutes relating to tax secrecy to
ensure that the Department of Revenue could share information that is needed
to administer the new Article with the Department of Commerce.
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NORTH CAROLINA GENERAL ASSEMBLY
STATE LEGISLATIVE BUILDING
RALEIGH 27603

May 4, 2006

MEMORANDUM
TO: Members of the
HOUSE SELECT COMMITTEE ON ECONOMIC DEVELOPMENT
FROM: Representative Jim Harrell, III, Chair

SUBJECT:  Meeting Notice

There will be a meeting of the
HOUSE SELECT COMMITTEE
ON
ECONOMIC DEVELOPMENT
‘ DAY: WEDNESDAY TIME: 11:00 AM.
DATE: MAY 9, 2006

LOCATION: 414 LEGISLATIVE OFFICE BUILDING
Committee members, please advise Beth LeGrande, Committee Assistant, at 715-1883, or e-mail

harrellla@ncleg.net if you are unable to attend.

Posted: Membership of the House Select Committee on Economic Development

Representative Harrell, Chair

Representative Daughtridge, Vice Chair Representative Jones
Representative England Representative Owens
Representative Gibson Representative Parmon
Representative Goforth Representative Ray

' cc: Committee Record  x
Interested Parties X




MINUTES
HOUSE SELECT COMMITTEE ON
ECONOMIC DEVELOPMENT

May 9, 2006

The House Select Committee on Economic Development met on May 9, 2006, in Room 414 of
the Legislative Office Building at 1:00 P.M. The following members were present:
Representative James A. Harrell, I1I, Chairman; and Representatives Bob England, Earl Jones,
Bill Owens, and Earline W. Parmon.

The Visitor Registration list and the Committee Agenda are attached and made part of these
minutes. (Please See Exhibit #1 and #2.)

Chairman Harrell called the meeting to order and noting there was not a quorum. Canaan Huie,
Committee Counsel, Legislative Bill Drafting Division, presented the Draft Committee Report to
the 2005 General Assembly of North Carolina 2006 Regular Session. (Please See Exhibit #3.)
Mr. Huie reviewed the changes that were suggested at the April 10 Meeting to the Proposed
Legislation, AN ACT TO REPLACE THE TAX CREDITS GENERALLY AVAILABLE UNDER
THE WILLIAM S. LEE QUALITY JOBS AND BUSINESS EXPANSION ACT WITH MORE
NARROWLY FOCUSED CREDITS FOR JOB CREATION AND BUSINESS INVESTMENT. The
following were highlighted differences between the two drafts:

1.

®

Please see on Page 9 of the Report. Language in reference to Long Term Worker was
removed until the definition is finalized.

Please see on Page 9, lines 30 & 31 of the Report. Motor Sports Facility was added in
addition to the Motor Sports Racing Teams to be eligible to credits in the Bill Lee Act.
Please see on Page 11, line 16 (b) of the Report. In reference to Company
Headquarters, eligibility for credits was shortened from 5 years to 3 years.
Please see on Page 12, line 42 (h) of the Report. Expiration language currently in
the Bill Lee Act needed to remain to be in compliance with the new eligibility for
Company Headquarters.

Please see on Page 16, lines 7-9 of the Report. The additional credit of $2000 tied
to the Long Term Worker was removed until a definition of Long Term Worker is
finalized.

Please see on Page 23 of the Report. Clarification that multiple zones in a
municipality’s total area cannot exceed 10% of the municipality in the Urban
Progress Zones.

Please see on Page 23 of the Report. The term /0% of the municipality in UP
Zones is defined. _

Please see on Page 23, Section 1.4, lines 25-31. These were completed Place
Holders from Departments of Commerce and Revenue. It was clarified that the
numbers were based on one-half of a fiscal year because the new fee system
would go into place on the first of January.

Chairman Harrell thanked Mr. Huie and opened the meeting for discussion.
Representative Parmon requested the bill be amended and sent forth a proposed
. amendment. (Please see Exhibit # 4.) Discussion by committee members ensued. Upon



House Select Committee on Economic Development
May 9, 2006
Page Two

consensus Chairman Harrell announced that the additional proposed legislation, not being
revenue neutral, would therefore be voted on as separate entities from the proposed
revisions to Bill Lee Act.

Upon motion by Representative Owens the proposed legislation, Bill Lee Changes,
received a favorable vote. Upon motion by Representative Parmon the proposed
legislation, Elimination of Sales and Excise Tax on Electricity and Natural Gas for
Manufacturers, received a favorable vote. Upon motion by Representative Goforth, An
Act to Raise the Minimum Wage in North Carolina (see page 47), received a favorable
report. Upon motion by Representative Daughtridge, an Act fo Reduce and Cap Gas Tax
(see page 51), received a favorable report.

Without further discussion and there being no further business, Chairman Harrell adjourned
the meeting.

Respectfully submitted,

(A pee o SEHD oYt

Representatide James A. Harrell, 111 Beth Wood LeGrande
Chairman Committee Assistant




HhiE K1

HOUSE SELECT COMMITTEE ON ECONOMIC DEVELOPMENT
AGENDA

10:30 p.m.
April 10, 2006
Room 414 Legislative Office Building

L. Call to order:
Representative James A. Harrell, 11, Chairman, Presiding

' II.  Approval of the Minutes from the April 10, 2006 and May 4, 2006 Meeting

III. Review of Legislative Proposal:

e An Act to Replace the Tax Credits Generally Available Under the
William S. Lee Quality Jobs and Business Expansion Act with more
Narrowly Focused Credits for Job Creation and Business
Investment
Canaan Huie, Committee Counsel, Bill Drafting Division

e An Act to Raise the Minimum Wage in North Carolina
Canaan Huie, Committee Counsel, Bill Drafting Division

e An Act to Reduce the Tax on Motor Fuels and to Cap the Variable
Component of the Rate
Canaan Huie, Committee Counsel, Bill Drafting Division

IV ~ Committee Discussion and Approval of Final Report

' V.  Adjournment
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HousEe SELECT COMMITTEE ON ECONOMIC DEVELOPMENT
State Legislative Building
Raleigh, North Carolina 27603

May 9, 2006

TO THE MEMBERS OF THE 2006 GENERAL ASSEMBLY:

The House Select Committee on Economic Development submits to you
for your consideration its report.

Respectfully Submitted,

Rep. James A. Harrell, I1I, Chair
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COMMITTEE PROCEEDINGS

The House Select Committee on Economic Development met four times after the
adjournment of the 2005 General Assembly on September 2, 2005. Those meetings occurred on
March 22, 2006, April 10, 2006, May 4, 2006, and May 9, 2006. For the first three meetings, the
only matter reviewed by the Committee was the William S. Lee Quality Jobs and Business
Expansion Act (Bill Lee Act) and proposed revisions to that act. At the meeting on March 22,
2006, the Committee heard an overview of the Bill Lee Act, how that Act had changed since its
inception in 1996, the Department of Commerce's suggestions for revisions to the Act, and
suggestions from local economic developers and other interested parties regarding revisions to
the Act. At the meeting on April 10, 2006, Committee staff presented proposed legislation that
would replace the Act with a new set of tax incentives. At the meeting on May 4, 2006, the
Committee reviewed changes to the proposal that was discussed at the April 10 meeting. At
the meeting on May 9, 2006, the committee discussed two new proposals dealing with an
increase in the State minimum wage and capping the variable component of the motor fuels

tax rate.
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Exh 6 FS

COMMITTEE RECOMMENDATIONS
- AND LEGISLATIVE PROPOSALS

The House Select Committee on Economic Development makes the following

recommendations to the 2006 General Assembly. Each proposal is followed by an explanation

of the proposal.
1. Bill Lee Changes. -
2. Raise Minimum Wage.

3. Reduce and Cap Gas Tax.
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LEGISLATIVE PROPOSAL #1

BILL LEE CHANGES




LEGISLATIVE PROPOSAL #1

A RECOMMENDATION OF THE HOUSE SELECT COMMITTEE ON ECONOMIC DEVELOPMENT
TO THE 2006 GENERAL ASSEMBLY

AN ACT TO REPLACE THE TAX CREDITS GENERALLY AVAILABLE UNDER
THE WILLIAM S. LEE QUALITY JOBS AND BUSINESS EXPANSION ACT
WITH MORE NARROWLY FOCUSED CREDITS FOR JOB CREATION AND

| _BUSINESS INVESTMENT. |

——

SHORT TITLE: Bill Lee Changes

SPONSORS:

. BRIEF OVERVIEW: This bill would create a new Article under Chapter 105 to provide tax
credits to new and expanding businesses, effective for taxable years beginning on or after
January 1, 2007; would sunset the Bill Lee Act for activities occurring on or after January 1,
2007, rather than January 1, 2008; and would make conforming changes to other statutes that
refer to provisions of the Bill Lee Act.

EFFECTIVE DATE: This act would become effective January 1, 2007.

A copy of the proposed legislation and bill analysis begin on the next page
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GENERAL ASSEMBLY OF NORTH CAROLINA
SESSION 2005

BILL DRAFT 2005-LYxz-286 [v.17] (1/31)

(THIS IS A DRAFT AND IS NOT READY FOR INTRODUCTION)
4/28/2006 1:51:33 PM

Short Title: Bill Lee Changes. (Public)

Sponsors:  Representative.

Referred to:

A BILL TO BE ENTITLED
AN ACT TO REPLACE THE TAX CREDITS GENERALLY AVAILABLE UNDER
THE WILLIAM S. LEE QUALITY JOBS AND BUSINESS EXPANSION ACT
WITH MORE NARROWLY FOCUSED CREDITS FOR JOB CREATION AND
BUSINESS INVESTMENT.
The General Assembly of North Carolina enacts:

PART 1. REPLACEMENT OF BILL LEE ACT
SECTION 1.1. Chapter 105 of the General Statutes is amended by adding a
new Article to read:
"Article 3H.
"Tax Credits for Growing Businesses.
"§ 105-129.70. Legislative findings.
The General Assembly finds that: .

(1) It is the policy of the State of North Carolina to stimulate economic
activity _and to create new jobs for the citizens of the State by
encouraging and promoting the expansion of existing business and
industry within the State and by recruiting and attracting new business
and industry to the State.

(2) Both short-term and long-term economic trends at the State, national,
and international levels have made the successful implementation of
the State's economic development policy and programs both more
critical and more challenging; and the decline in the State's traditional
industries, and the resulting adverse impact upon the State and its

7
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citizens, have been exacerbated in recent years by adverse national and
State economic trends that contribute to the reduction in the State's
industrial base and that inhibit the State's ability to sustain or attract
new and expanding businesses.

The economic condition of the State is not static and recent changes in
the State's economic condition have created economic distress that
requires_a reevaluation of certain existing State programs and the
enactment of a new program as provided in this Article that is
designed to stimulate new economic activity and to create new jobs
within the State.

The enactment of this Article is necessary to stimulate the economy
and create new jobs in North Carolina; and this Article will promote
the general welfare and confer, as its primary purpose and effect,
benefits on citizens throughout the State through the creation of new
jobs, an enlargement of the overall tax base, an expansion and

diversification of the State's industrial base, and an increase in revenue
to the State and its political subdivisions.

The purpose of this Article is to stimulate economic activity and to
create new jobs within the State.

The State is in need of a focused tax credit program that encourages
and facilitates economic growth and development within the State.

The resources of the State are not evenly distributed throughout the
State and different communities have different abilities and needs in
attracting and maintaining new and expanding business and industry.

"§ 105-129.71. Definitions.

The following definitions apply in this Article:

1

Aircraft maintenance and repair. — The provision of specialized
maintenance or repair _services for commercial aircraft or the
rebuilding of commercial aircraft.

Air courier services. — The furnishing of air delivery of individually
addressed letters and packages for compensation, in _interstate
commerce, except by the United States Postal Service.

Business property. — Tangible personal property that is used in a
business and capitalized under the Code. ’
Company headquarters. — A corporate, subsidiary, or regional

managing office, as defined by NAICS in United States industry
551114, that is responsible for strategic or organizational planning and
decisionmaking for the business on an international, national or
multistate regional basis.

Cost. — In the case of property owned by the taxpayer, cost is
determined pursuant to regulations adopted under section 1012 of the
Code. In the case of property the taxpayer leases from another, cost is
value as determined pursuant to G.S. 105-130.4(G)(2).
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Customer service call center. — The provision of support service by a
business to its customers by telephone or other electronic means to
support products or services of the business. For the purposes of this
definition, an establishment is primarily engaged in providing support
services by telephone or other electronic means only if at least sixty
percent (60%) of its calls are incoming or at least sixty percent (60%)
of its other electronic communications are initiated by its customers.
Development tier. — The classification assigned to an area pursuant to
G.S. 143B-437.08.

Electronic shopping and mail order houses. — An industry in electronic
shopping and mail order houses industry group 4541 as defined by
NAICS.

Establishment. — Defined in 29 C.F.R § 1904.46, as it existed on
January 1, 2002.

Full-time job. — A position that requires at least 1,600 hours of work

(11)

per vear and is intended to be held by one employee during the entire
vear. A full-time employee is an employee who holds a full-time job.
Hub. — Defined in G.S. 105-164.3.

(12)

Information technology and services. — An industry in one of the

(13)
(14)

following:
a. Internet service providers, Web search portals, and data

processing subsector 518 as defined by NAICS.
b. Software publishers industry group 5112 as defined by NAICS.
C. Computer systems design and related services industry group
5415 as defined by NAICS.
Reserved.
Manufacturing. — An industry in manufacturing sectors 31 through 33,

(15

as defined by NAICS, but not including quick printing or retail
bakeries. .
Motorsports facility. — A motorsports racetrack classified in the United

(16)

States racetrack national industry 711212, as defined by NAICS.
Motorsports racing team. — A professional racing team primarily

(17)

engaged in the research and development, design, manufacture, repair,
maintenance, and operation of motor vehicles used in live motorsports
racing events before a paying audience.

NAICS. — The North American Industry Classification System adopted

(18)

by the United States Office of Management and Budget as of
December 31, 2002.
New job. — A full-time job that represents a net increase in the number

(19)

of the taxpayer's employees statewide. A new employee 1S an
emplovee who holds a new job. The term does not include a job

. currently located in this State that is transferred to the b_usiness from a

related member of the business.
Overdue tax debt. — Defined in G.S. 105-243.1.

9
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(20) Purchase. — Defined in section 179 of the Code.

(21) Related entity. — Defined in G.S. 105-130.7A.

(22) Research and development. — An industry in scientific research and
development services industry group 5417 as defined by NAICS.

(23) Urban progress zone. — The classification assigned to an area pursuant
to G.S. 143B-437.09.

(24) Warehousing. — An industry in warehousing and storage subsector 493

as defined by NAICS.
(25) Wholesale trade. — An industry in wholesale trade sector 42 as defined
" by NAICS.

"8 105-129.72. Sunset; studies.

(a)  Sunset. — This Article is repealed effective for business activities that occur
on or after January 1, 2011.

(b)  Equity Study. — The Department of Commerce shall study the effect of the
tax incentives provided in this Article on tax equity. This study shall include the
following:

(1) Reexamining the formula in G.S. 143B-437.08 used to define
development tiers, to include consideration of alternative measures for
more _equitable treatment of counties in similar _economic
circumstances.

(2) Considering whether the assignment of tiers and the applicable
thresholds are equitable for smaller counties.

(3) Compiling any available data on whether expanding North Carolina
businesses receive fewer benefits than out-of-State businesses that
locate to North Carolina. '

(¢) Impact Study. — The Department of Commerce shall study the effectiveness
of the tax incentives provided in this Article. This study shall include:

(1)  Studying the distribution of tax incentives across new and expanding
businesses and industries.

(2) Examining data on economic recruitment for the period from 2005
through the most recent year for which data are available by county, by
industry type, by size of investment, and by number of jobs, and other
relevant information to determine the pattern of business locations and
expansions before and after the enactment of this Article.

(3) Measuring the direct costs and benefits of the tax incentives.

(4) Compiling available information on the current use of incentives by
other states and whether that use is increasing or declining.

(d) Report. — The Department of Commerce shall report the results of these
studies and its recommendations to the General Assembly biennially with the first report
due by June 1, 2009.

"§ 105-129.73. Eligibility; forfeiture.
(a)  Eligible Business. — A taxpayer is eligible for a credit under this Article only

‘with respect to activities occurring at an establishment whose primary activity is listed

in this subsection. The primary activity of an establishment is determined based on the
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establishment's principal product or group of products produced or distributed, or

services rendered.

(1)  Aircraft maintenance and repair.

(2)  Air courier services hub.

(3)  Company headquarters, but only if the additional eligibility
requirements of subsection (b) of this section are satisfied.

(4) Customer service call centers.

(5)  Electronic shopping and mail order houses.

(6) Information technology and services.

(7) Manufacturing.

(8)  Motorsports facility.

(9) __ Motorsports racing team.

(10) Research and development.

(11) Warehousing.

(12) Wholesale trade.

(b) Company Headquarters Eligibility. — A taxpayer is eligible or a credit under
this Article with respect to a company headquarters only if the taxpayer creates at least
75 new jobs at the company headquarters within a 12-month period. A taxpayer that
meets this job creation requirement is eligible for credits under this Article with respect
to the company headquarters for three taxable years beginning with the year in which
the job creation requirement is satisfied. A taxpayer that creates an additional 75 new
jobs at the company headquarters in a 12-month period during a three-year eligibility

period does not qualify for any extended eligibility period. However, a taxpayer that
creates an additional 75 new jobs at the company headquarters in a_12-month period
after the completion of a three-year eligibility period is eligible for credits with respect
to the company headquarters for an additional three taxable years beginning in the year

in which the additional job creation requirement is satisfied.

(c) Wage Standard. — A taxpayer is eligible for a credit under this Article in a
development tier two or three area only if the taxpayer satisfies a wage standard. The
taxpayer is not required to satisfy a wage standard if the activity occurs in a
development tier one area. Jobs that are located within an urban progress zone satisfy
the wage if they pay an average weekly wage that is at least equal to ninety-five percent
(95%) of the lesser of the average wage for all insured private employers in the State
and the average wage for all insured private employers in the county. All other jobs
satisfy the wage standard if they pay an average weekly wage that is at least equal to the
lesser of one hundred ten percent (110%) of the average wage for all insured private
emplovers in the State and ninety-five percent (95%) of the average wage for all insured
private emplovers in the county. The Department of Commerce shall annually publish
the wage standard for each county.

In making the wage calculation, the taxpayer shall include any jobs that were filled
for at least 1,600 hours during the calendar year the taxpayer engages in the activity that
qualifies for the credit even if those jobs are not filled at the time the taxpayer claims
the credit. For a taxpayer with a taxable year other than a calendar year, the taxpayer

11
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shall use the wage standard for the calendar year in which the taxable year begins. Only
full-time jobs are included when making the wage calculation.

(d)  Health Insurance. — A taxpayer is eligible for a credit under this Article only
if the taxpayer provides health insurance for all of the full-time jobs at the establishment
with respect to which the credit is claimed when the taxpayer engages in the activity
that qualifies for the credit. For the purposes of this subsection, a taxpayer provides
health insurance if it pays at least fifty percent (50%) of the premiums for health care
coverage that equals or exceeds the minimum provisions of the basic health care plan of
coverage recommended by the Small Employer Carrier Committee pursuant to
G.S. 58-50-125. :

Each vear that a taxpaver claims a credit or carryforward of a credit allowed under
this Article, the taxpayer shall provide with the tax return the taxpayer's certification
that the taxpayer continues to provide health insurance for all the jobs at the
establishment with respect to which the credit was claimed. If the taxpayer ceases to
provide health insurance for the jobs during a taxable year, the credit expires and the
taxpayer may not take any remaining installment or carryforward of the credit.

(¢) Environmental Impact. — A taxpayer is eligible for a credit allowed under this
Article only if the taxpayer certifies that, at the time the taxpayer claims the credit, the
taxpayer has no pending administrative. civil, or criminal enforcement action based on
alleged significant violations of any program implemented by an agency of the
Department of Environment and Natural Resources, and has had no final determination
of responsibility for any significant administrative, civil, or criminal violation of any
program _implemented by an agency of the Department of Environment and Natural
Resources within the last five years. A significant violation is _a violation or alleged
violation that does not satisfy any of the conditions of G.S. 143-215.6B(d). The
Secretary _of Environment and Natural Resources shall notify the Department of
Revenue annually of every person that currently has any of these pending actions and
every person that has had any of these final determinations within the last five years.

(H Safety and Health Programs. — A taxpayer is eligible for a credit allowed
under this Article only if the taxpaver certifies that, as of the time the taxpayer claims
the credit, at the establishment with respect to which the credit is claimed, the taxpayer
has no citations under the Occupational Safety and Health Act that have become a final -
order within the past three vears for willful serious violations or for failing to abate
serious violations. For the purposes of this subsection, 'serious violation' has the same
meaning as in G.S. 95-127. The Commissioner of Labor shall notify the Department of
Revenue annually of all employers who have had these citations become final orders
within the past three years.

(g) Overdue Tax Debts. — A taxpayer is not eligible for a credit allowed under
this Article if, at the time the taxpayer claims the credit or an installment or
carryforward of the credit, the taxpayer has received a notice of an overdue tax debt and
that overdue tax debt has not been satisfied or otherwise resolved.

(h)  Expiration. — If, during the period that installments of a credit under this
Article accrue, the taxpaver is no longer engaged in one of the types of business
described in subsection (a) of this section, the credit expires. If, during the period that

12
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installments of a credit under this Article accrue, the number of jobs of an eligible
business falls below the minimum number required under subsection (a) of this section,
any credit associated with that business expires. When a credit expires, the taxpayer
may not take any remaining installments of the credit. The taxpayer may, however, take
the portion of an installment that accrued in a previous year and was carried forward to
the extent permitted under G.S. 105-129.74. A change in the development tier
designation of the location of an establishment does not result in expiration of a credit
under this Article.

(i)  Forfeiture. — A taxpayer forfeits a credit allowed under this Article if the
taxpayer was not eligible for the credit for the calendar year in which the taxpayer
engaged in the activity for which the credit was claimed. In addition, a taxpayer forfeits
a credit for investment in real property under G.S. 105-129.79 if the taxpayer fails to
timely create the number of required new jobs or to timely make the required level of
investment required under G.S. 105-129.79(b). A taxpayer that forfeits a credit under
this Article is liable for all past taxes avoided as a result of the credit plus interest at the
rate established under G.S. 105-241.1(i), computed from the date the taxes would have
been due if the credit had not been allowed. The past taxes and interest are due 30 days
after the date the credit is forfeited; a taxpayer that fails to pay the past taxes and
interest by the due date is subject to the penalties provided in G.S. 105-236.

(1) Change in Ownership of Business. — As used in this subsection, the term
'business' means a taxpayer or an_establishment. The sale, merger, consolidation,
conversion, acquisition, or bankruptcy of a business, or any transaction by which an
existing business reformulates itself as another business, does not create new eligibility
in a succeeding business with respect. to credits for which the predecessor was not
eligible under this Article. A successor business may, however, take any credit or
carried-over portion of a credit that its predecessor could have taken if it had a tax
liability. The acquisition of a business is a new investment that creates new eligibility in
the acquiring taxpayer under this Article if either of the following conditions is met:

(1) The business closed before it was acquired.

(2) The business was required to file a notice of plant closing or mass
layoff under the federal Worker Adjustment and Retraining
Notification Act, 29 U.S.C. § 2101, before it was acquired.

(3)  The business was acquired by its employees directly or indirectly
through an acquisition company under an employee stock option
transaction or another similar mechanism. For the purpose of this
subdivision, 'acquired' means that as part of the initial purchase of a
business by the employees, the purchase included an agreement for the
employees through the employee stock option transaction or another
similar mechanism to obtain one of the following:

a. Ownership of more than fifty percent (50%) of the business.

b. Ownership of not less than forty percent (40%) of the business
within seven vears if the business has tangible assets with a net
book value in excess of one hundred million dollars

13
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($100.000.000) and has the majority of its operations located in
an development tier one area. .

(k)  Advisory Ruling. — A taxpayer may request in writing from the Secretary of
Revenue specific advice regarding eligibility for a credit under this Article.
G.S. 105-264 governs the effect of this advice. A taxpayer may not legally rely upon
advice offered by any other State or local government official or employee acting in an
official capacity regarding eligibility for a credit under this Article.

() Planned Expansion. — A taxpayer that signs a letter of commitment with the
Department of Commerce, after the Department has calculated the development tier
designations for the next vear but before the beginning of that year, to undertake
specific activities at a specific site within the next two years may calculate the credit for
which it gualifies based on the establishment's development tier designation and urban
progress zone designation in the year in which the letter of commitment was signed by
the taxpaver. If the taxpayer does not engage in the activities within the two-year
period, the taxpayer does not qualify for the credit; however, if the taxpayer later
engages in the activities, the taxpayer qualifies for the credit based on the development
tier and urban progress zone designations in effect at that time,

"§ 105-129.74. Tax election; cap; carryforwards; limitations.

(a) Tax Election. — The credits provided in this Article are allowed against the
franchise tax levied in Article 3 of this Chapter, the income taxes levied in Article 4 of
this Chapter, and the gross premiums tax levied in Article 8B of this Chapter. The
taxpaver may divide a credit between the taxes against which it is allowed.
Carryforwards of a credit may be divided between the taxes against which it is allowed
without regard to the original election regarding the division of the credit.

(b) Cap. — The credits allowed under this Article may not exceed fifty percent
(50%) of the cumulative amount of taxes against which they may be claimed for the
taxable year, reduced by the sum of all other credits allowed against those taxes, except
tax payments made by or on behalf of the taxpayer. This limitation applies to the
cumulative amount of credit, including carryforwards, claimed by the taxpayer under
this Article for the taxable year.

(¢) Carryforward. — Unless a longer carryforward period applies, any unused
portion of a credit allowed under G.S. 105-129.77 or G.S. 105-129.78 may be carried
forward for five years and any unused portion of a credit allowed under G.S.
105-129.79 may be carried forward for 15 years. If the Secretary of Commerce makes a
written determination that the taxpayer is expected to purchase or lease, and place in
service in connection with an eligible business within a two-year period, at least one
hundred fifty million dollars ($150.000.000) worth of business and real property, any
unused portion of a credit under this Article with respect to the establishment that
satisfies that condition may be carried forward for the succeeding 20 years. If the
taxpaver does not make the required level of investment, the taxpayer shall apply the
five-year carryforward period rather than the 20-year carryforward period.

(d)  Statute of Limitations. — Notwithstanding Article 9 of this Chapter, a taxpayer
shall claim a credit under this Article within six months after the date set by statute for
the filing of the return, including any extensions of that date.

14
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"§ 105-129.75. Fees and reports.

(a) Fee. — When filing a return for a taxable year in which the taxpayer engaged
in activity for which the taxpayer is eligible for a credit under this Article, the taxpayer
shall pay the Department of Revenue a fee of five hundred dollars ($500.00) for each
type of credit the taxpayer claims or intends to claim with respect to an establishment.
The fee is due at the time the return is due for the taxable year in which the taxpayer
engaged in the activity for which the taxpayer is eligible for a credit. No credit is
allowed under this Article for a taxable year until all outstanding fees have been paid.
Fees collected under this section shall be credited to the General Fund.

(b) Reports. — The Department of Revenue shall publish by May 1 of each year
the following information itemized by credit and by taxpayer for the 12-month period
ending the preceding December 31: .

(1)  The number of claims for each credit allowed in this Article.

(2) The number and development tier area of new jobs with respect to
which credits were claimed.

(3) The cost and development tier area of business property with respect to
which credits were claimed.

(4) The cost and development tier area of real property investment with
respect to which credits were claimed.

"8 105-129.76. Substantiation.

(a) Records. — To claim a credit allowed by this Article, the taxpayer shall
provide any information required by the Secretary of Revenue. Every taxpayer claiming
a credit under this Article shall maintain and make available for inspection by the
Secretary of Revenue any records the Secretary considers necessary to determine and
verify the amount of the credit to which the taxpayer is entitled. The burden of proving
eligibility for the credit and the amount of the credit shall rest upon the taxpayer, and no
credit shall be allowed to a taxpayer that fails to maintain adequate records or to make
them available for inspection.

(b) Documentation. — Each taxpayer shall provide with the tax return qualifying
information for each credit claimed under this Article. The qualifying information shall
be in the form prescribed by the Secretary and shall be signed and affirmed by the
individual who signs the taxpayer's tax return. The information required by this
subsection is information demonstrating that the taxpayer has met the conditions for
qualifying for a credit and any carryforwards, and includes the following:

(1)  The physical location of the jobs and investment with respect to which
the credit is claimed, including the street address and the development
tier designation of the establishment.

(2) The type of business with respect to which the credit is claimed and
the average weekly wage at the establishment with respect to which
the credit is claimed.

(3)  Any other qualifying information related to a specific credit allowed
under this Article.

"8§ 105-129.77. Credit for creating jobs.

15



00 ~1 O B LN —

DA DR B WLWWWLWWLLWWRDNDDNDDNDRNRN RN N — = e = =
P UON—LOOVOXAANNDE LD —,O VR TARAUNDE WN OOV HhHh WN— OO

(a) Credit. — A taxpayer that meets the eligibility requirements set out in
(G.S. 105-129.73 and satisfies the threshold requirement for new job creation in_this
State under subsection (b) of this section during the taxable year is allowed a credit for
creating jobs. The amount of the credit for each new job created is set out in the table
below and is based on the development tier designation of the county in which the job is
located. If the job is located in an urban progress zone, the amount of the credit is
increased by one thousand dollars ($1.000) per job. In addition, if a job located in an
urban progress zone is filled by a resident of that zone, the amount of the credit is
increased by an additional two thousand dollars ($2,000) per job.

Area Development Tier Amount of Credit
Tier One $12,500
Tier Two 5,000
Tier Three 1,000

(b)  Threshold. — The applicable threshold is the appropriate amount set out in the
following table based on the development tier designation of the county where the new
jobs are created during the taxable vear. If the taxpayer creates new jobs at more than

one eligible establishment in a county during the taxable year, the threshold applies to
the aggregate number of new jobs created at all eligible establishments within the
county during that year. If the taxpayer creates new jobs at eligible establishments in
different counties during the taxable vear, the threshold applies separately to the
aggregate number of new jobs created at eligible establishments in each county. If the
taxpayer creates new jobs in an urban progress zone, the applicable threshold is the one
for a development tier one area.

Area Development Tier Threshold
Tier One 5
Tier Two : 10
Tier Three 25

(¢) Calculation. — A job is located in a county or urban progress zone if more
than fifty percent (50%) of the employee's duties are performed in the county or the
zone. The number of new jobs a taxpayer creates during the taxable year is determined
by subtracting the average number of full-time employees the taxpayer had in this State
during the 12-month period preceding the beginning of the taxable year from the
average number of full-time employees the taxpayer has in this State during the taxable

ear. '

(d) Installments. — The credit may not be taken in the taxable year in which the
new jobs are created. Instead, the credit shall be taken in equal installments over the
four vears following the taxable vear in which the new jobs were created and is
conditional upon the continued maintenance of those jobs by the taxpayer. If, in one of
the four vears in which the installment of a credit accrues, a job is no longer filled, the
credit with respect to that job expires and the taxpayer may not take any remaining
installment of the credit with respect to that job. If, in one of the years in which the
installment of a credit accrues, the number of the taxpayer's full-time employees falls
below the sum of the applicable threshold and the number of full-time employees the
taxpaver had in the year before the year in which the taxpayer qualified for the credit,
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the credits with respect to all of the new jobs expire, and the taxpayer may not take any
remaining installments of the credits. When a credit expires under this subsection, the
taxpaver may, however, take the portion of an installment that accrued in a previous
vear and was carried forward to the extent permitted under G.S. 105-129.74.

(¢)  Transferred Jobs. — Jobs transferred from one area in the State to another area
in the State are not considered new jobs for purposes of this section. Jobs that were
located in this State and that are transferred to the taxpayer from a related member of
the taxpaver are not considered new jobs for purposes of this section. If, in one of the
four years in which the installment of a credit accrues, the job with respect to which the
credit was claimed is moved to an area in a higher-numbered development tier or out of
an urban progress zone, the remaining installments of the credit are allowed only to the
extent they would have been allowed if the job was initially created in the area to which
it was moved. If, in one of the years in which the installment of a credit accrues, the job
with respect to which the credit was claimed is moved to an area in a lower-numbered
development tier or an urban progress zone, the remaining installments of the credit
shall be calculated as if the job had been created initially in the area to which it was
moved.

()  Wage Standard. — For the purposes of this section, a taxpayer satisfies the
wage standard requirement of G.S.105-129.73 only if the taxpayer satisfies the
requirement with respect to both the new jobs, considered collectively, for which a
credit is claimed and all of the jobs at the establishment, considered collectively, with
respect to which a credit is claimed.

(g) No Double Credit. — A taxpayer may not claim a credit under this section
with respect to jobs for which a taxpaver claims a credit under G.S. 105-129.8.

"§ 105-129.78. Credit for investing in business property.

(a)  General Credit. — A taxpayer that meets the eligibility requirements set out in
G.S. 105-129.73 and that has purchased or leased business property and placed it in
service in this State during the taxable year and that has satisfied the threshold
requirements of subsection (c) of this section is allowed a credit equal to the applicable
percentage of the excess of the eligible investment amount over the applicable
threshhold. If the taxpayer places business property in service in an urban progress
zone, the applicable percentage is the one for a development tier one area. Business
property is eligible if it is not leased to another party. The credit may not be taken for
the taxable vear in which the business property is placed in service but shall be taken in
equal installments over the four years following the taxable year in which it is placed in
service. The applicable percentage is as follows:

Area Development Tier Applicable Percentage
Tier One 1%
Tier Two 5%
Tier Three 4%

(b)  Eligible Investment Amount. — The eligible investment amount is the lesser
of (i) the cost of the eligible business property and (ii) the amount by which the cost of
all of the taxpaver's eligible business property that is in service in this State on the last
day of the taxable year exceeds the cost of all of the taxpayer's eligible business
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property that was in service in this State on the last day of the base year. The base year
is that year, of the three immediately preceding taxable years, in which the taxpayer had
the most eligible business property in service in this State.

(¢)  Threshold. — The applicable threshold is the appropriate amount set out in the
following table based on the development tier where the eligible business property is
placed in service during the taxable year. If the taxpayer places business property in
service in an urban progress zone, the applicable threshhold is the one for a
development tier one area. If the taxpayer places eligible business property in service at
more than one establishment in a county during the taxable year, the threshold applies to
the aggregate amount of eligible business property placed in service during the taxable
year at all establishments in the county. If the taxpayer places eligible business property
in service at establishments in different counties, the threshold applies separately to the
aggregate amount of eligible business property placed in service in each county.

Area Development Tier Threshold
Tier One $ -0-

- Tier Two 1,000,000

Tier Three 4.000,000

(d) Expiration. — As used in this subsection, the term 'disposed of means
disposed of, taken out of service, or moved out of State. If, in one of the four years in
which the installment of a credit accrues, the business property with respect to which
the credit was claimed is disposed of, the credit expires and the taxpayer may not take
any remaining installment of the credit for that business property unless the cost of that
business property is offset in the same taxable year by the taxpayer's new investment in
eligible business property placed in service in the same county, as provided in this
subsection. If, during the taxable year, the taxpayer disposed of the business property
for which installments remain, there has been a net reduction in the cost of all the
taxpayer's eligible business property that are in service in the same county as the
business property that was disposed of, and the amount of this reduction is greater than
twenty percent (20%) of the cost of the business property that was disposed of, then.the
credit for the business property that was disposed of expires. If the amount of the net
reduction is equal to twenty percent (20%) or less of the cost of the business property
that was disposed of, or if there is no net reduction, then the credit does not expire. In
determining the amount of any net reduction during the taxable year, the cost of
business property the taxpayer placed in service during the taxable year and for which
the taxpaver claims a credit under Article 3A or Article 3B of this Chapter may not be
included in the cost of all the taxpayer's eligible business property that is in service. If in
a single taxable year business property with respect to two or more credits in the same
county are disposed of, the net reduction in the cost of all the taxpayer's eligible
business property that is in service in the same county is compared to the total cost of all
the business property for which credits expired in order to determine whether the
remaining installments of the credits are forfeited.

The expiration of a credit does not prevent the taxpayer from taking the portion of an
installment that accrued in a previous year and was carried forward to the extent
permitted under G.S. 105-129.74. '
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(e) Transferred Property. — If, in one of the four years in which the installment of
a credit accrues, the business property with respect to which the credit was claimed is

. moved to a county in a higher-numbered development tier or to an urban progress zone,

the remaining installments of the credit are allowed only to the extent they would have
been allowed if the business property had been placed in service initially in the area to
which it was moved. If, in one of the four years in which the installment of a credit
accrues, the business property with respect to which a credit was claimed is moved to a
county in a lower-numbered development tier or an urban progress zone, the remaining
installments of the credit shall be calculated as if the business property had been placed
in service initially in the area to which it was moved.

(f)  Wage Standard. — For the purposes of this section, a taxpayer satisfies the
wage standard requirement of G.S.105-129.73 only if the taxpayer satisfies the
requirement with respect to all of the jobs at the establishment, considered collectively,
with respect to which a credit is claimed.

(g) No Double Credit. — A taxpayer may not claim a credit under this section
with respect to business property for which the taxpayer claims a credit under
G.S. 105-129.9 or G.S. 105-129.9A.

"8§ 105-129.79. Credit for investment in real property.

(a) Credit. — If a taxpayer that has purchased or leased real property in a
development tier one area begins to use the property in an eligible business during the
taxable year, the taxpaver is allowed a credit equal to thirty percent (30%) of the eligible
investment amount if all of the eligibility requirements of G.S. 105-129.73 and of
subsection (b) of this section are met. For the purposes of this section, property is
located in a development tier one area if the area the property is located in was a
development tier one area at the time the taxpayer made a written application for the
determination required under subsection (b) of this section. The eligible investment
amount is the lesser of (i) the cost of the property and (i1) the amount by which the cost
of all of the real property the taxpayer is using in this State in an eligible business on the
last day of the taxable year exceeds the cost of all of the real property the taxpayer was
using in this State in an eligible business on the last day of the base year. The base year
is that year, of the three immediately preceding taxable years, in which the taxpayer was
using the most real property in this State in an eligible business. In the case of property
that is leased, the cost of the property is not determined as provided in G.S. 105-129.71
but is considered to be the taxpayver's lease payments over a seven-year period, plus any
expenditures made by the taxpayer to improve the property before it is used by the
taxpayer if the expenditures are not reimbursed or credited by the lessor. The entire
credit may not be taken for the taxable vear in which the property is first used in an
eligible business but shall be taken in equal installments over the seven years following
the taxable year in which the property is first used in an eligible business. When part of
the property is first used in an eligible business in one year and part is first used in an
eligible business in a later year, separate credits may be claimed for the amount of
property first used in an eligible business in each year. The basis in any real property for
which a credit is allowed under this section shall be reduced by the amount of credit
allowable.
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(b) Determination by the Secretary of Commerce. — A taxpayer is eligible for the
credit allowed under this section with respect to an establishment only if the Secretary
of Commerce makes a written determination that the taxpayer is expected to purchase or
lease and use in an eligible business at that establishment within a three-year period at
least ten million dollars ($10,000,000) of real property and that the establishment that is
the subject of the credit will create at least 200 new jobs within two years of the time
that the property is first used in an eligible business. If the taxpayer fails to timely make
the required level of investment or fails to timely create the required number of new
jobs, the taxpaver forfeits the credit as provided in G.S. 105-129.73.

(c) Mixed Use Property. — If the taxpayer uses only part of the property in an
eligible business, the amount of the credit allowed under this section is reduced by
multiplying it by a fraction, the numerator of which is the square footage of the property
used in an eligible business and the denominator of which is the total square footage of
the property.

(d)  Expiration. — If, in one of the seven years in which the installment of a credit
accrues, the property with respect to which the credit was claimed is no longer used in
an eligible business, the credit expires, and the taxpayer may not take any remaining
installment of the credit. If, in one of the seven years in which the installment of a credit
accrues, part of the property with respect to which the credit was claimed is no longer
used in an eligible business, the remaining installments of the credit shall be reduced by
multiplying it by the fraction described in subsection (c¢) of this section. If, in one of the
years in which the installment of a credit accrues and by which the taxpayer is required
to_have created 200 new jobs at the property, the total number of employees the
taxpayer employs at the property with respect to which the credit is claimed is less than
200, the credit expires, and the taxpayer may not take any remaining installment of the
credit. ‘

In each of these cases, the taxpayer may nonetheless take the portion of an
installment that accrued in a previous year and was carried forward to the extent
permitted under G.S. 105-129.74.

(¢) No Double Credit. — A taxpayer may not claim a credit under this section
with respect to real property for which a credit is claimed under G.S. 105-129.12 or
G.S. 105-129.12A."

SECTION 1.2. Part 2 of Article 10 of Chapter 143B is amended by adding
two new sections to read: '
"§ 143B-437.08. Development tier designation.

(a) Tiers Defined. — A development tier one area is a county whose annual
ranking is one of the 40 highest in the State. A development tier two area is a county
whose annual ranking is one of the next 40 highest in the State. A development tier
three area is a county that is not in a lower-numbered development tier.

(b) Development Factor. — Each year, on or before November 30, the Secretary
of Commerce shall assign to each county in the State a development factor that is the
sum of the following:
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(1) The county's rank in a ranking of counties by average rate of
unemployment from lowest to highest, for the most recent 12 months
for which data are available.

(2) The county's rank in a ranking of counties by median household
income from highest to lowest, for the most recent 12 months for
which data are available.

(3) The county's rank in a ranking of counties by percentage growth in
population from highest to lowest, for the most recent 36 months for
which data are available.

(4) The county's rank in a ranking of counties by adjusted assessed
property value per capita, from highest to lowest, for the most recent
taxable year.

(¢) Annual Ranking. — After computing the development factor as provided in
this section and making the adjustments required in this section, the Secretary of
Commerce shall rank all the counties within the State according to their development
factor from highest to lowest. The Secretary shall then identify all the areas of the State
by development tier and publish this information. A development tier desuznatlon is
effective only for the calendar year following the designation.

(d) Data. — In measuring rates of unemployment and median household income,
the Secretary shall use the latest available data published by a State or federal agency
generally recognized as having expertise concerning the data. In measuring assessed
property value, the Secretary shall use the tax records prepared in each county. In
measuring population and population growth, the Secretary shall use the most recent
estimates of population certified by the State Budget Officer. For the purposes of this
section, population statistics do not include people incarcerated in federal or State
prisons.

(¢) Exception for Certain Small Counties. — Regardless of the actual
development factor, any county that has a population of less than 12,000 shall
automatically be ranked one of the 40 highest counties, and any county that has a
population of less than 50,000 shall automatically be ranked one of the 80 highest
counties.

()  Exception for Development Tier One Areas. — Regardless of the actual
development factor, a county designated as a development tier one area shall
automatically be ranked one of the 40 highest counties until it has been a development
tier one area for at least two consecutive years.

(2) Exception for Two-County Industrial Park. — An eligible two-county
industrial park has the lower development tier designation of the designations of the two
counties in which it is located if it meets all of the following conditions:

(1) It is located in two contiguous counties, one of which has a lower
development tier designation than the other.

(2) At least one-third of the park is located in the county with the lower
tier designation.

(3) Itis owned by the two counties or a joint agency of the counties.
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The county with the lower tier designation contributed at least the
lesser of one-half of the cost of developing the park or a proportion of
the cost of developing the park equal to the proportion of land in the
park located in the county with the lower tier designation.

(h) _ Exception for Certain Multi-Jurisdictional Industrial Park. — An eligible

industrial park created by interlocal agreement under G.S. 158-7.4 has the lowest

development tier designation of the designations of the counties in which it is located if

all of the following conditions are satisfied:

1)

The industrial park is located, at one or more sites, in four or more

(2)

contiguous counties.
At least two of the counties in which the industrial park is located are

3)

development tier one areas.
The industrial park is owned by four or more units of local government

(4)

or a nonprofit corporation owned or controlled by four or more units of
local government.
In each county in which the industrial park is located, the park has at

(3)

least 300 developable acres. For the purposes of this subdivision,
'developable acres' includes acreage that is owned directly by the
industrial park or its owners or that is the subject of a development
agreement between the industrial park or its owners and a third-party
owner.

The total population of all of the counties in which the industrial park

(6)

is located is less than 200,000. »
In each county in which the industrial park is located, at least sixteen

and eight-tenths percent (16.8%) of the population was Medicaid
eligible for the 2003-2004 fiscal year based on 2003 population
estimates.

"§ 143B-437.09. Urban progress zone designation.

(a) Urban Progress Zone Defined. — An urban progress zone is an area comprised

of one or more contiguous census tracts, census block groups, or both, or parts thereof,

in the most recent federal decennial census that meets all conditions in this subsection.

(1)

All land within the zone is located in whole within the primary .

(2)

corporate limits of a municipality with a population of more than
10,000 according to the most recent annual population estimates
certified by the State Budget Officer.

Every census tract and census block group that composes part of the

zone meets at least one of the following conditions:

a. More than twenty percent (20%) of its population is below_the
poverty level according to the most recent federal decennial
census. .

b. At least seventy-five percent (75%) of its area is zoned as

commercial and industrial and it is adjacent to a census tract or
block group of which at least twenty percent (20%) of the
population is below the poverty level
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(3) _ The area of the zone zoned as commercial and industrial does not
exceed thirty-five percent (35%) of the total area of the zone.

(4)  The combined area of all zones in the municipality less the smallest
census tract included in the zones does not exceed ten percent (10%)
of the total area of the municipality in which the zones are located.

(5) _ No census tract or block group may be in more than one zone.

(b)  Designation. — Upon request of a local government, the Secretary of
Commerce shall make a written determination whether an area is an urban progress
zone that meets the conditions of subsection (a) of this section. A determination under
this section is effective until December 31 of the year following the year in which the
determination is made. The Department of Commerce shall publish annually a list of all
urban progress zones with a description of their boundaries.

(c) Parcel of Property Partially in Urban Progress Zone. — For the purposes of
this section. a parcel of property that is located partially within an urban progress zone
is considered entirely within the zone if all of the following conditions are satisfied:

(1) At least fifty percent (50%) of the parcel is located within the zone.

(2) _ The parcel was in existence and under common ownership prior to the
most recent federal decennial census.

(3)  The parcel is a portion of land made up of one or more tracts or tax
parcels of land that is surrounded by a continuous perimeter
boundary."

SECTION 1.3. G.S. 105-129.2A(a) reads as rewritten:

"(a) Sunset. — This Article is repealed effective for business activities that occur
on or after January 1, 2008-2007."

SECTION 1.4. There is appropriated from the General Fund to the
Department of Revenue the sum of one hundred twenty thousand dollars ($120,000) for
the 2006-2007 fiscal year to perform functions related to the administration of Article
3H of Chapter 105 of the General Statutes. There is appropriated from the General
Fund to the Department of Commerce the sum of forty thousand dollars ($40,000) for
the 2006-2007 fiscal year to perform functions related to the administration of Article
3H of Chapter 105 of the General Statutes.

SECTION 1.5. Section 1.1 of this part is effective for taxable years
beginning on or after January 1, 2007. The remainder of this part is effective when it
becomes law.

PART II. CONFORMING CHANGES
SECTION 2.1. G.S. 105-129.55(a) reads as rewritten:

"(a) Qualified North Carolina Research Expenses. — A taxpayer that has qualified
North Carolina research expenses for the taxable year is allowed a credit equal to a
percentage of the expenses, determined as provided in this subsection. Only one credit
is allowed under this subsection with respect to the same expenses. If more than one
subdivision of this subsection applies to the same expenses, then the credit is equal to
the higher percentage, not both percentages combined. If part of the taxpayer's qualified
North Carolina research expenses qualifies under subdivision (2) of this subsection and
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the remainder qualifies under subdivision (3) of this subsection, the applicable
percentages apply separately to each part of the expenses.

(1)

)

)

Small business. — If the taxpayer was a small business as of the last
day of the taxable year, the applicable percentage is three percent
(3%).

Low-tier research. — For expenses with respect to research performed
in an—eﬁtex:pﬂse-ﬁer—eﬂe—ﬁve—er—thfeea development tier one area, the
applicable percentage is three percent (3%).

Other research. — For expenses not covered under subdivision (1) or
(2) of this subsection, the percentages provided in the table below
apply to the taxpayer's qualified North Carolina research expenses
during the taxable year at the following levels:

Expenses Over Up To Rate
-0- $50 million 1%
$50 million $200 million 2%

$200 million 3%"

SECTION 2.2. G.S. 105-164.14(h) reads as rewritten:
"(h) Low Enterprise or Development Tier Machinery. — Eligible taxpayers are
allowed an annual refund of sales and use taxes paid under this Article as provided in

this subsection.

(1)

2

3)

Refunds. — An eligible person is allowed an annual refund of sales and
use taxes paid by it under this Article at the general rate of tax on
eligible machinery and equipment it purchases for use in an enterprise
tier one area or an enterprise tier two area, as defined in G.S.
105-129:3:105-129.3 or a development tier one area, as defined in
G.S. 143B-437.08. Liability incurred indirectly by the taxpayer for
sales and use taxes on these items is considered tax paid by the
taxpayer. A request for a refund must be in writing and must include
any information and documentation required by the Secretary. A
request for a refund is due within six months after the end of the State's
fiscal year. Refunds applied for after the due date are barred.
Eligibility. — A person is eligible for the refund provided in this
subsection if it is engaged primarily in one of the businesses listed in
G.S. 105-129.4(a) in an enterprise tier one area or an enterprise tier
two area, as defined in G.S. 1053293-105-129.3 or if it is engaged
primarily in one of the businesses listed in G.S. 105-129.73(a) in a
development tier one area, as-defined in G.S. 143B-437.08.

Machinery and equipment. — For the purpose of this subsection, the
term 'machinery and equipment' means engines, machinery,
equipment, tools, and implements used or designed to be used in one
of the businesses listed in G.S. +85429-4(a).105-129.4(a) or 105-
129.73(a). Machinery and equipment are eligible for the refund
provided in this subsection if the taxpayer places them in service in an
enterprise tier one area or an enterprise tier two area, as defined in G.S.
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1051293:105-129.3, or a development tier one area, as defined in
G.S. 143B-437.08, capitalizes them for tax purposes under the Code,
and does not lease them to another party."

SECTION 2.3. G.S. 105-164.14(j)(2) reads as rewritten:
"(j))  Certain Industrial Facilities. — The owner of an eligible facility is allowed an
annual refund of sales and use taxes as provided in this subsection.

2

Eligibility. — A facility is eligible under this subsection if it meets both

of the following conditions:

a. It is primarily engaged in one of the industries listed in this
subsection.

b. The Secretary of Commerce has certified that the owner of the
facility will invest at least the required amount of private funds
to construct the facility in this State. For the purpose of this
subsection, costs of construction may include costs of acquiring
and improving land for the facility and costs of equipment for
the facility. If the facility is located in an-enterprise-tier—one;
two,—or—threedevelopment tier one area as defined in G-
105-129.3,G.S. 143B-437.08 the required amount is fifty
million dollars ($50,000,000). For all other facilities, the
required amount is one hundred million dollars ($100,000,000).
In the case of a computer manufacturing facility, the owner may
invest these funds either directly or indirectly through a related
entity or strategic partner as those terms are defined in G.S.
105-129.61. In the case of a computer manufacturing facility,
the term 'facility’ has the same meaning as under G.S.
105-129.61."

SECTION 2.4. Reserved
SECTION 2.5. G.S. 143B-437.04 reads as rewritten:
"§ 143B-437.04. Community development block grants.
(a) The Department of Commerce shall adopt guidelines for the awarding of
Community Development Block Grants to ensure that:

(1)

)

No local match is required for grants awarded for projects located in
enterprise—development tier one areas as defined in G.S.
105-129:3-143B-437.08.

To the extent practicable, priority consideration for grants is given to
projects located in enterprise-development tier one areas as defined in
G.S. 105-429:3143B-437.08 or in development-urban progress zones
that have met the conditions of subsection (b) of this section.

(b)  In order to qualify for the benefits of this section, after an area is designated a
developmentan urban progress zone under G.S. 185-4293A;143B-437.09 the governing

body of the city in which the zone is located must adopt a strategy to improve the zone
and establish a-developmentan urban progress zone committee to oversee the strategy.
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The strategy and the committee must conform with requirements established by the
Secretary of Commerce."
SECTION 2.6. G.S. 143B-437.51(5a) is recodified as G.S. 143B-437.51(4a)
and reads as rewritten:
"(4a) Enterprise-Development tier. — The classification assigned to an area
pursuant to G.S. +05-1293-143B-437.08."
SECTION 2.7. G.S. 143B-437.53(a) reads as rewritten:

"(a) Minimum Number of Eligible Positions. — A business may apply to the
Committee for a grant for any project that creates the minimum number of eligible
positions as set out in the table below. If the project will be located in more than one
enterprise-development tier area, the location with the highest enterprise-development
tier area designation determines the minimum number of eligible positions that must be

created.
Enterprise-Development Tier Area Number of Eligible Positions

Tier One 10
Tier Two 4020
Tier Three 3020
Tier Eaonare 20
T Iwi 1"'UUl v \J
FerFive 20"

SECTION 2.8. G.S. 143B-437.55(c)(3) reads as rewritten:
"(c) Annual Reports. — The Committee shall publish a report on the Job
Development Investment Grant Program on or before April 30 of each year. The report
shall include the following:

(3)  The number and enterprise-development tier area-of eligible positions
created by projects with respect to which grants were awarded."

SECTION 2.9. G.S. 143B-437.56(d) reads as rewritten:

"(d) The percentage established in the agreement shall be reduced by one-fourth
for any eligible position that is located in an enterprise-development tier four-or-fivetwo
or three area."

‘SECTION 2.10. G.S. 158-7.3(a) reads as rewritten:

"(a) Definitions. — The following definitions apply in this section:

(1) Development project. — A capital project that includes capital
expenditures by both private persons and one or more units of local
government and that increases net employment opportunities for
residents of the development district or within a two-mile radius of the
project, whichever is larger, and increases the local government tax
base.

If the district in which such a project will occur is outside a city's
central business district (as that district is defined by resolution of the
city council, which definition is binding and conclusive), then, of the
private development forecast for a development project by the
development financing plan for the district in which the project will
occur, a maximum of twenty percent (20%) of the plan's estimated
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€)

square footage of floor space may be proposed for use in retail sales,
hotels, banking, and financial services offered directly to consumers,
and other commercial uses other than office space. The twenty percent
(20%) limitation in the preceding sentence does not apply to
development financing districts located in an-enterprise-a development
tier one area, as defined in G.S. 105-129-3;143B-437.08 and created
primarily for tourism-related economic development, such as
developments featuring facilities for exhibitions, athletic and cultural
events, show and public gatherings, racing facilities, parks and
recreation facilities, art galleries, museums, and art centers. -

Publish. — Insertion in a newspaper qualified under G.S. 1-597 to
publish legal advertisements in the county or counties in which the unit
is located.

Unit or unit of local government. — A county, city, town, or
incorporated village."

SECTION 2.11. G.S. 19A-64(c) reads as rewritten:

"(c) Distribution. — The Department shall make payments from the Spay/Neuter
Account to eligible counties and cities who have made timely application for
reimbursement within 30 days of the closing date for receipt of applications for that
quarter. In the event that total requests for reimbursement exceed the amounts available
in the Spay/Neuter Account for distribution, the monies available will be distributed as

follows:

(D

2

3)

Fifty percent (50%) of the monies available in the Spay/Neuter
Account shall be reserved for reimbursement for eligible applicants
within eﬂferﬁse—t-rer—eﬂe—Fwe—aﬂd—eh%eedevelopment tier one areas as
defined in G.S. 1054293-143B-437.08 The remaining fifty percent
(50%) of the funds shall be used to fund reimbursement requests from

eligible applicants in enterprise-tier-four-and-fivedevelopment tier two
and three areas as defined in G.S. 165-1293-143B-437.08.

Among the eligible counties and cities in enterprise-tier-one;two;-and
threedevelopment tier one areas, reimbursement shall be made to each
eligible county or city in proportion to the number of dogs and cats
that have received rabies vaccinations during the preceding fiscal year
in that county or city as compared to the number of dogs and cats that
have received rabies vaccinations during the preceding fiscal year by

all of the eligible applicants in enterprise—tier—one;,—two;,—or

threedevelopment tier one areas.

Among the eligible counties and cities in enterprise—tier—four—and
fivedevelopment tier two and three areas, reimbursement shall be
made to each eligible county or city in proportion to the number of
dogs and cats that have received rabies vaccinations during the
preceding fiscal year in that county or city as compared to the number
of dogs and cats that have received rabies vaccinations during the
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preceding fiscal year by all of the eligible applicants in enterprise-tier
fourand-fivedevelopment tier two and three areas.

(4)  Should funds remain available from the fifty percent (50%) of the
Spay/Neuter Account designated for enterprise—tier—one,—two,—or
threedevelopment tier one areas after reimbursement of all claims by
eligible applicants in those.areas, the remalnlng funds shall be made
available to reimburse eligible apphcants in enterprise-tier{four—and
fivedevelopment tier two and three areas.'

SECTION 2.12. G.S. 106-744(c2) reads as rewritten:

"(¢c2) A county that is an—enterprise—tier—four—county—or—an—enterprise—tier—fivea
development tier two or three county, as these tiers are defined in GS-
1051293();G.S. 143B-437.08, and that has prepared a countywide farmland
protection plan shall match fifteen percent (15%) of the Trust Fund monies it receives
with county funds. A county that has not prepared a countywide farmland protection
plan shall match thirty percent (30%) of the Trust Fund monies it receives with county

funds. A county that is an-enterprise-tierone-county;an-enterprise-tier-two-county-or-an

enterprise—tierthree—county;—as—these—counties—area development tier one county, as
defined in 6-8—1065-1293(a);G.S. 143B-437.08, and that has prepared a countywide

farmland protection plan shall not be required to match any of the Trust Fund monies it
receives with county funds."

SECTION 2.13. Reserved

SECTION 2.14. G.S. 146-22.3(d) reads as rewritten:

"(d) Application. — This section applies only to land acquired in counties
designated as an—enterprise-tier-one—er—enterprise—tiertwoa development tier one area
under G.S. $05-129-3-143B-437.08."

SECTION 2.15. G.S. 146-22.4(c) reads as rewritten:

"(c) Application. — This section applies only to land acquired in counties
designated as an-enterprise-tier-one-or-enterprise-tier-twoa _development tier one area
under G.S. 165-129:3-143B-437.08."

SECTION 2.16. G.S. 146-22.5(b) reads as rewritten:

"(b) Application. — This section applies only to land acquired in counties
designated as an-enterprise-tier-one-or-enterprise-tiertwea development tier one area
under G.S. 165129-3-143B-437.08."

SECTION 2.17. G.S. 153A-15.1 reads as rewritten:

"(e) Application. — This section applies only to land acquired in counties
designated as an—enterprise-tier-one-or-enterprise-tiertwoa development tier one area
under G.S. +654293-143B-437.08."

SECTION 2.18. G.S. 160A-425.1(c) reads as rewritten

"(¢) If an inspector declares a residential building or nonresidential building or
structure to be unsafe under subsection (b) of this section, the inspector must affix a
notice of the unsafe character of the structure to a conspicuous place on the exterior wall
of the building. For the purposes of this section, the term "community development

target area" means an area that has characteristics of a-development-zone-under-G-S-
305-1293Aan_urban progress zone under G.S. 143B-437.09, a 'nonresidential
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redevelopment area' under G.S. 160A-503(10), or an area with similar characteristics
designated by the city council as being in spec1a1 need of revitalization for the benefit
and welfare of its citizens."

SECTION 2.19. G.S. 160A- 426(c) reads as rewritten:

(c¢)  If an inspector declares a nonresidential building or structure to be unsafe
under subsection (b) of this section, the inspector must affix a notice of the unsafe
character of the structure to a conspicuous place on the exterior wall of the building. For
the purposes of this section, the term "community development target area” means an
area that has characteristics of a—deveiepmem—zeﬂe—uﬂdef-G—S—-l—Oé-i—Q-QéA—an urban
progress zone under G.S. 143B-437.09, a 'nonresidential redevelopment area’ under
G.S. 160A-503(10), or an area with similar characteristics designated by the city council
as being in special need of revitalization for the benefit and welfare of its citizens."

SECTION 2.20. G.S. 105-129.51(a) reads as rewritten:

"(a) A taxpayer is eligible for the credit allowed in this Article if it satisfies the
requirements of G.S. 105-129:4(b)-(b2)—(b3)and(b4H105-129.73(c), (d). (e), and (f)
relating to wage standard, health insurance, environmental impact, and safety and health
programs, respectively."

SECTION 2.21. G.S. 105-259(b) reads as rewritten:

"(b) Disclosure Prohibited. — An officer, an employee, or an agent of the State
who has access to tax information in the course of service to or employment by the State
may not disclose the information to any other person unless the disclosure is made for
one of the following purposes:

(24) To furnish the Department of Commerce and the Employment Security
Commission a copy of the qualifying information required in G.S.

105-129-7b)105-129.7(b) or 105-129.76(b).

(27) To publish the information required under G.S. 105-129.6,
105-129.19, 105-129.26, 105-129.38, 105-129.44, 105-129.65A,
105-129.75, 105-130.41, 105-130.45, 105-151.22, and 105-164.14.

(36) To furnish the Department of Commerce with the information needed
to complete the studies required under G.S. 105-129.2A and G.S.
105-129.72."

SECTION 2.22. This part becomes effective January 1, 2007.

PART III. EFFECTIVE DATES.
SECTION 3.1. Except as otherwise provided, this act is effective when it

becomes law.
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BILL ANALYSIS

Committee: House Select Committee on Economic Date: April 28, 2006
Development

Introduced by: Summary by: Y. Canaan Huie

Version: Draft Committee Counsel

2005-LYx-286 [v.17]

SUMMARY: This bill would create a new Article under Chapter 105 to provide tax
credits to new and expanding businesses, effective for taxable years beginning on or after
January 1, 2007; would sunset the Bill Lee Act for activities occurring on or after January
1, 2007, rather than January 1, 2008; and would make conforming changes to other
statutes that refer to provisions of the Bill Lee Act.

BILL ANALYSIS:
Part I. Tax Credits for Growing Businesses.

The William S. Lee Quality Jobs and Business Expansion Act (hereinafter Bill Lee Act)
was enacted in 1996, effective beginning with the 1996 tax year with a 2002 sunset. The
Act is a package of State tax incentives and has been modified in each subsequent year.
The incentives are primarily in the form of tax credits for investment in machinery and
equipment and real property, for job creation, and for worker training. Counties are
divided into five enterprise tiers based on the unemployment rate, per capita income, and
population growth of the county. For many of the credits, the lower the tier of a county,
the more favorable the incentive. The Act requires the Department of Commerce and the
Department of Revenue to report periodically on the credits allowed by the Act.

Before 1996, North Carolina had made little use of tax incentives to lure businesses to the
State. Even without incentives, North Carolina was consistently one of the top states in
attracting industry. The array of credits authorized by the Bill Lee Act was viewed as an
experiment, to be evaluated in five years to determine whether the incentives were cost
effective and actually affected behavior or merely provided tax reductions to businesses
that would have located or expanded in any case. In 2000, the General Assembly
extended the sunset on the act until January 1, 2006. In 2005, the General Assembly
approved a two-year extension of the Act, until January 1, 2008, in order to provide
additional time to study alternatives to the Act.!

! There are several exceptions to the 2008 sunset date. Interstate air couriers are eligible to claim the
credits for business activity that occurs on or before January 1, 2010, provided that the interstate air courier
entered into a real estate lease on or before January 1, 2006 with an airport authority that provides for the
lease of at least 100 acres of land for a term of at least 15 years. "Eligible major industries” that qualify as
such before January 1, 2006, are also allowed to claim credits for business activity that occurs on or before
January 1,2010. A taxpayer is an eligible major industry if it will invest at least $100 million in acquiring,
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This bill would create a new package of State tax incentives to replace the Bill Lee Act
for most taxpayers. These incentives would become effective January 1, 2007, and
would expire January 1, 2011. Taxpayers that are eligible for the later repeal date of the
Act would be able to choose to take credits under the current Act or under the proposed
legislation. Many of the provisions of this proposed new Article are similar or identical
to the provisions of the Bill Lee Act. There are some significant differences however.

General Administration.

Under this bill, by November 30 of each year, the Department of Commerce would be
required to assign a tier designation to each of the 100 counties in the State. In order to
make these assignments, the Department would rank all counties based on the following
factors: unemployment, median household income, percentage population growth, and
per capita adjusted assessed property value. Regardless of the development factor, any
county with a population of less than 12,000 would automatically be included in the
counties with the 40 highest rankings and any county with a population of less than
50,000 would automatically be included in the counties with the 80 highest rankings.
Regardless of the development factor, a county designated as a tier one county would be
included in the counties with the 40 highest rankings. The 40 counties with the highest
ranking would be designated as development tier one, the next 40 highest counties would
be designated as development tier two, and the remaining counties would be designated
as development tier three.

This differs in several keys ways from the Bill Lee Act. First, the Bill Lee Act
designation is not required until December 31. Second, in order to make the Bill Lee
assignments, the Department of Commerce ranks all 100 counties based on the following
three factors: unemployment, average per capita income, and percentage growth in
population. The proposed legislation would substitute median household income for per
capita income and add the new factor related to assessed property value per capita.
Third, under the Bill Lee Act, counties are divided into five tiers rather than three.
Fourth, under this proposal, the number of counties in a tier would be fixed. If one
county received a lower tier designation because of the population or low-tier status
exceptions, another county would be moved to a higher tier. Under the Bill Lee Act, the
exceptions may move a county to a lower tier, but they do not result in any county being
assigned to a higher tier.

constructing, and equipping a facility and it is engaged in bioprocessing, the manufacture or distribution of
pharmaceuticals or medicines, aircraft manufacturing, computer manufacturing, motor vehicle
manufacturing, or semiconductor manufacturing. In addition, projects that are located in development
zones are eligible for credits for business activities occurring before January 1, 2010, if all of the following
conditions are met: before January 1, 2006, the taxpayer signs a letter of commitment with the Department
of Commerce; the Secretary of Commerce makes a written determination that the taxpayer will invest $10
million and create at least 300 new jobs at the facility within a three-year period; and the taxpayer invests at
least $4 million and creates at least 20 new jobs at the facility before January 1, 2006.
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Development zones are another key feature of the Bill Lee Act. > Development zones
were intended to be areas of high poverty within cities. Over the years, it has become
clear that the development zones often include areas that are neither high-poverty nor
particularly urban. This bill would replace development zones with urban progress (UP)
zones. UP zones are more narrowly focused than development zones. First, an UP zone
must be entirely within the corporate limits of a municipality with a population of at least
10,000. Development zones are located at least partially in a municipality with a
population of at least 5,000. Second, UP zones must meet more stringent guidelines with
respect to poverty within the zone. Third, the total area of all UP zones in a municipality,
less the smallest census tract included in the zones, may comprise no more than 10% of
the area of a municipality: there is no similar restriction on development zones.

Under this bill, all of the credits would be allowed against the franchise tax levied in
Article 3 of Chapter 105, the income taxes levied in Article 4 of Chapter 105, the gross
premiums tax levied in Article 8B of Chapter 105, or a combination of these taxes. The
credits allowed under the Bill Lee Act are also allowed against these taxes; however,
unlike this bill, under the Bill Lee Act, a taxpayer may take a credit against only one of
the three taxes.

Under this bill, the total amount of credits allowed could not exceed 50% of the
cumulative amount of the taxpayer's tax liability for franchise, income, and gross
premiums taxes. Under the Bill Lee Act, the credits are limited to 50% of the taxpayer's
tax liability for the one tax against which the taxpayer chooses to apply it. As with the
Bill Lee Act, this cap would apply to the cumulative amount of credits for the current
year and carryforwards of credits from previous years. Under this bill, any unused
portion of a credit with respect to the credit for creating jobs or investing in business
property could be carried forward for the succeeding five years. This is also the standard
carryforward period for the Bill Lee Act. Any unused portion of a credit with respect to
the credit for investing in real property could be carried forward for the succeeding 15
years, as compared to the succeeding 20 years under the Bill Lee Act. Finally, as with
the Bill Lee Act, credits with respect to a large investment (at least $150 million) could
be carried forward for 20 years. This draft would shorten the carryforward period for
some credits and eliminates some enhanced carryforward provisions altogether.

When filing a return for a taxable year in which the taxpayer engaged in activity for
which the taxpayer is eligible for a credit, the taxpayer would be required to submit a fee
of $500 for each type of credit the taxpayer intended to claim with respect to an
establishment. The fee would be deposited in the General Fund, and the positions at the

2 Under the Bill Lee Act, the Department of Commerce is also responsible for designating development
zones. Development zones are areas of higher poverty within urban centers. In order to be designated as a
development zone, the area must satisfy all of the following conditions: every census tract or block group
in the zone is located in a city with a population of at least 5,000, the zone has a population of at least
1,000, more than 20% of the population of the zone is below the poverty level, every census track or block
group in the zone has more than 10% of its population below the poverty level or is immediately adjacent
to a census tract or block group that has more than 20% of its population below the poverty level, and no
census tract or block group in the zone is located in another development zone. Designation as a
development zone is effective for two years. Location in a development zone leads to more favorable
treatment for the taxpayer with respect to the wage standard, the credit for creating new jobs, the credit for
investing in machinery and equipment, and the credit for worker training.
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Departments of Revenue and Commerce that oversee the program would be funded
through the General Fund. The Bill Lee Act contains a similar fee requirement, but under
the Act the fees are kept by the Departments as departmental receipts: the positions that
oversee the Bill Lee are funded by those receipts. Under the Bill Lee Act, there is a
maximum fee of $1,500 per taxable year: there would be no maximum fee under the
proposed new Article.

As under the Bill Lee Act, each taxpayer claiming a credit under the proposed new
Article would be required to provide any information required by the Secretary of
Revenue to evaluate the eligibility of the taxpayer for the credit claimed.

As under the Bill Lee Act, the Department of Revenue and the Department of Commerce
would be required to make several reports on the proposed new Article. By each May 1,
the Department of Revenue would be required publish information itemized by credit and
by taxpayer relating to the amount and tier designation of new jobs, new real property
investment, and new business property. The Department of Commerce would be
required to make biennial reports on tax equity and the impact of the proposed new
Article.

As with the Bill Lee Act, credits under the proposed new Article could not be taken more
than six months after the deadline for filing the tax return (including extensions) on
which they were claimed. This is more restrictive than is generally the case under North
Carolina law. In general, an overpayment may be refunded only if the discovery is made
or the written request for a refund made within 3 years of the date set by statutes for filing
the return or within 6 months of the date of the overpayment, whichever is later.
Basic Eligibility
Type of Business. Under this bill, in order to be eligible for a credit under the proposed
new Article, a taxpayer would be required to meet eligibility requirements with regards to
type of business. Under the proposed new Article, business type would be determined
solely by reference to the primary activity of the particular establishment.® The following
types of businesses would be eligible for credits under the proposed new Article:
¢ Aircraft maintenance and repair.
e Air courier services hub.
o Corporate headquarters, but only if additional eligibility requirements are
satisfied. ‘
Customer service call centers.
Electronic shopping and mail order houses.
Information technology and services.
. Manufacturing.
Motorsports facilities.
Motorsports racing teams.
Research and development.
Warehousing.

* The definition of "establishment" under the proposed new Atrticle is different from the definition of
"establishment” under the Bill Lee Act. Generally, under this definition, an establishment means a single
physical location whereas the Bill Lee definition revolves around accounting units, although usually it
refers to a single location as well.
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o Wholesale trade.

Business-type eligibility under the proposed new Article would be substantially different
than under the Bill Lee Act. Under the Bill Lee Act, business type eligibility depends on
several factors including the primary business of the taxpayer as a whole, the primary
activity of the particular establishment”, the location of the establishment, and the number
of new jobs created. The following types of business are eligible under the Bill Lee Act:

e Air courier services, if the primary business of the taxpayer is air courier services.

¢ Data processing, if the primary business of the taxpayer is data processing.

e Manufacturing, if the primary business of the taxpayer is manufacturing,
warehousing, or wholesale trade and the primary activity of the establishment is
manufacturing.

e Warchousing, if the primary business of the taxpayer is manufacturing,
warehousing, or wholesale trade and the primary activity of the establishment is
warehousing, or if the primary activity of an establishment is warehousing, the
establishment is located in an enterprise tier 1-3 area, and the establishment serves
25 or more establishments of the taxpayer.

e Wholesale trade, if the primary business of the taxpayer is manufacturing,
warehousing, or wholesale trade and the primary activity of the establishment is
wholesale trade.

e Computer services, if the primary activity of the establishment is computer
services. '

e Electronic mail order house, if the primary activity of the establishment is an
electronic mail order house and the electronic mail order house is located in an
enterprise tier 1-3 area and creates at least 250 new jobs.

e Customer service center, if the primary business of the taxpayer is financial
services or telecommunications, the primary activity of the establishment is a
customer service center, and the center is located in an enterprise tier 1-3 area.

e Central office or aircraft facility, if the primary activity of the establishment is a
central administrative office or a training or maintenance center for an interstate
air passenger carrier and the establishment creates at least 40 new jobs.

Under the proposed new Article, motorsports facilities and motorsports racing teams
would be eligible for credits whereas they are not currently eligible under the Bill Lee
Act. A larger group of manufacturers, warehousers, wholesale traders, electronic mail
order houses, and customer service centers would be eligible for credits under the
proposed new Article than under the Bill Lee Act. Under the proposed new Article,
credits for central administrative office facilities would be restricted to those facilities
that are corporate headquarters and credits for data processing and computer services
would be replaced by credits for information technology and services.

In order for a corporate headquarters to qualify for credits under the proposed legislation,
the establishment would be required to create at least 75 new jobs within a 12-month

% An "establishment" is defined by NAICS (North American Industry Classification System) as the smallest
operating entity for which records provide information on the cost of resources — materials, labor, and
capital — employed to produce the units of output. In the United States, an establishment is generally a
single physical location; although there are many exceptions to this generality.
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period. A taxpayer that satisfied this job creation requirement would be eligible for
credits in the year in which the requirement was satisfied and the two succeeding years.
A taxpayer that later created an additional 75 new jobs in a 12-month period could be
eligible for an additional three-year period of eligibility, but only if the job creation
occurred outside of any other period for eligibility.

Wage Standard. Under this bill, a taxpayer would be eligible for a credit under the
proposed new Article only if the jobs provided by the taxpayer met a wage standard. As
with the Bill Lee Act, no wage standard would apply in the lower-tiered areas.” For
development tiers two and three, the jobs provided by the taxpayer would be required to
pay at least the lower of 95% of the average county wage or 110% of the average State
wage. This differs significantly from the manner in which the wage standard is
calculated under the Bill Lee Act. Under the Bill Lee Act, for enterprise tier areas three
through five, the jobs provided by the taxpayer must pay at least 110% of the applicable
average weekly wage. The applicable average weekly wage of the county is the lowest of
the following: the average weekly wage for all insured private employers in the county,
the average weekly wage for all insured private employers in the State, and the average
weekly wage for all insured private employers in the county multiplied by the county
income/wage adjustment factor.® Under the proposed legislation, for activities that occur
in UP zones, the wage standard is lower than for activities that occur in development tiers
two and three outside of UP zones. For UP zones, the wage standard is 95% of the lesser
of the average county wage and the average State wage. Under the Bill Lee Act, there is
no wage standard for activities occurring in development zones.

Under the proposed new Article, the wage standard would be calculated in different ways
for the credit for creating jobs and the credit for investing in business property. For the
credit for creating jobs, the average weekly wage of the jobs for which the credit was
claimed and the average weekly wage of all jobs at the establishment with respect to
which the credit was claimed would be required to meet the relevant wage standard. For
the credit for investing in business property, the average weekly wage of all jobs at the
establishment with respect to which the credit was claimed must meet the relevant wage
standard. This is equivalent to how the wage standard is applied under the Bill Lee Act
for the credits for creating jobs and for investing in machinery and equipment. As with
the Bill Lee Act, there would no wage standard for the credit for investing in real
property under the proposed new Article since that credit would be available only in the
lower-tiered counties where the wage standard requirement would not apply.

Under the Bill Lee Act, all jobs, including part-time jobs, must be included in the wage
standard calculation. However, part-time jobs that also provide health insurance are
considered to have an average weekly wage at least equal to the relevant wage standard.
For the purpose of calculating the wage standard, the weekly wage of a part-time job is

* Legislation enacted in 2002 eliminated the wage standard in enterprise tiers one and two under the Bill
Lee Act. Under the proposed new Article, no wage standard would apply in development tier one.
Development tier one under the proposed new Article is roughly equivalent to enterprise tiers one and two
under the Bill Lee Act.

8 The county income/wage adjustment factor is the county income/wage ratio divided by the State
income/wage ratio. The income/wage ratio is determined by dividing the average per capita income in the
relevant jurisdiction by the annualized average wage for all insured private employers in the jurisdiction.
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converted to a full-time equivalency. Under the proposed new Article, no part-time jobs
would be included in the calculation of the wage standard. As under the Bill Lee Act, all
jobs that were filled for at least 1600 hours during the year in which the taxpayer engaged
in the activity for which a credit was claimed would be included in the wage standard
calculation under the proposed new Article even if those jobs were not filled at the time
the taxpayer claimed the credit.

Health insurance. As under the Bill Lee Act, a taxpayer would be required to provide
health insurance for all full-time jobs at the establishment in order to be eligible for a
credit under the proposed new Article. The taxpayer would be required to pay at least
50% of the premiums for health insurance that met at least the minimum provisions of the
basic health care plan of coverage recommended by the Small Employer Carrier
Committee. Each year that a taxpayer claimed an installment or carryforward of a credit,
the taxpayer would be required to provide certification that it continued to provide health
insurance for all full-time employees. If the taxpayer ceased to provide health insurance,
the credit would expire and the taxpayer would not be able to take any remaining
installment or carryforward of the credit.

Environmental Impact. As under the Bill Lee Act, a taxpayer would be ineligible for a
credit under the proposed new Article if the taxpayer had any pending administrative,
civil, or criminal enforcement action based on alleged significant violation of any
program implemented by an agency of the Department of Environment and Natural
Resources or if the taxpayer had had any final determination of responsibility for any
significant administrative, civil, or criminal violation of any program implemented by an
agency of the Department of Environment and Natural Resources in the last five years.
The Secretary of Environment and Natural Resources would be required to notify the
Department of Revenue of all persons who currently had any of these pending actions or
who had had any of these final determinations in the past five years.

Safety and Health Programs. As under the Bill Lee Act, a taxpayer would be ineligible
for a credit under the proposed new Article if the taxpayer had any outstanding violations
under the Occupational Safety and Health Act that had become a final order for "willful
serious" or "failure to abate serious" violations within the past three years. The
Department of Labor would be required to notify the Department of Revenue of all
employers who had had these citations become final orders in the past three years.

Overdue Tax Debts. As under the Bill Lee Act, a taxpayer would be ineligible for a
credit under the proposed new Article if the taxpayer had any overdue tax debts. An
overdue tax debt is any part of a tax debt that remains unpaid 90 days or more after a
notice of final assessment was mailed to the taxpayer. A tax debt is a final assessment
after all possibilities for appeal have been exhausted.

Under general existing law, if the Secretary of Revenue discovers that any tax is due from
a taxpayer, the Secretary must notify the taxpayer in writing of the Secretary's intent to
assess the taxpayer for the tax. The notice must describe the basis for the assessment, the
amount of tax to be assessed, and any interest and penalties due. If the taxpayer disagrees
with the assessment, the taxpayer has 30 days to request a hearing before the Secretary.
The Secretary must then schedule a hearing to occur within 90 days of the request.
Within 90 days after the hearing, the Secretary must issue a decision on the hearing. If
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the taxpayer does not request a hearing within the 30 days allowed, or if the Secretary
finds that the tax is due after the hearing, the proposed assessment becomes a final
assessment. If a taxpayer disagrees with a final assessment, the taxpayer may appeal the
decision to the Tax Review Board, and then on to superior court, the Court of Appeals,
and the Supreme Court.

Expiration. Under the Bill Lee Act, credits may expire for several reasons. If the
taxpayer is no longer engaged in an eligible type of business or if the number of jobs of
an eligible business falls below the minimum number required, the credit expires.
Generally, if a credit expires, the taxpayer may not continue to take installments of the
credit, but may continue to take carryforwards of installments that accrued in previous
years.” The credit for creating jobs and the credit for investing in machinery and
equipment expire if the jobs are no longer filled or if the machinery and equipment are
taken out of service used in an eligible business. The credit does not expire if the
enterprise tier designation of an eligible taxpayer changes after the credit is first claimed.
The credits under the proposed new Article retain these expiration provisions.

Forfeiture. Under the Bill Lee Act, a taxpayer forfeits a credit if the taxpayer was not
eligible for the credit in the year in which the taxpayer engaged in the activity for which
the credit was claimed. A taxpayer that forfeits a credit is liable for all past taxes avoided
as a result of the credit plus interest. The past taxes and interest are due 30 days after the
date the credit is forfeited. The credits under the proposed new Article would retain these
forfeiture provisions.

Specific Credits.

Credit for creating jobs, G.S. 105-129.78. Under this blll a taxpayer would be allowed a
credit for creating new full-time jobs. In order to be eligible for this credit, the taxpayer
would be required to meet a job creation threshold based on the development tier
designation of the location where the jobs were created.® If the taxpayer created jobs in
more than one county during a year, the threshold would apply separately to each county.
If the taxpayer created jobs at more than one establishment in a single county during a
year, the threshold would apply jointly to all establishments within the county. In
addition, the amount of the credit would vary depending on the development tier
designation of the area in which the job was located. A job would be located in an area if
50% or more of the employee's duties were performed in the area. The full amount of the
credit could not be taken in the first year, but instead would be taken in four equal
installments beginning with the taxable year following the year in which the employee
was hired. Jobs transferred from one part of the State to another would not qualify for the
credit. In addition, jobs transferred within the State from a related member of the
taxpayer to the taxpayer would not qualify for the credit. The amount of the credit and
the job creation threshold would be equal to the amounts in the following table based on
the development tier area in which the job is located. In addition a job created in an UP
zone would be eligible for an additional credit of $1,000 and if that job were filled by a
resident of the zone it would be further increased by an additional $2,000.

Area Development Tier Amount of Credit Threshold

7 Expiration of a credit because the taxpayer ceases to provide health insurance is an exception to this
§eneral rule. In that case, the taxpayer may not claim installments or carryforwards after the credit expires.
For jobs created in an UP zone, the threshold applicable to development tier one would apply.
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Tier One $12,500 5
Tier Two 5,000 ‘ 10
Tier Three 1,000 25

Under the proposed new Article, if in one of the four years in which the installment of a
credit accrues, the jobs with respect to which the credit was taken were unfilled, the
credit related to those specific jobs would expire and the taxpayer would not be allowed
to take any remaining installments of the credit. If, in one of the four years in which the
installment of a credit accrues, the total number of jobs fell below the sum of the
applicable job creation threshold and the number of jobs existing in the year before the
new jobs were created, the credits with respect to all the new jobs would expire and the
taxpayer would not be allowed to take any remaining installments of the credits. If, in.
one of the four years in which an installment of the credit accrued, a job that qualified for
the credit was subsequently transferred to another area, the remaining installments of the
credit would be calculated as if the job had been initially located in the later area.

Under the proposed new Atrticle; a taxpayer that planned to create new jobs in a specific
area during the next two years could sign a letter of commitment with the Department of
Commerce in order to lock-in the current year's development tier designations for the
purposes of this credit. If the taxpayer created the jobs within the next two years, the
taxpayer would be allowed to compute the amount of the credit based on the designations
in effect in either the year in which the letter of commitment was signed or the year in
which the jobs were created. If the taxpayer did not create the jobs in the next two years,
the taxpayer could still claim a credit under the existing tier designation if the jobs were
later created.

A taxpayer could not claim a credit under this proposed new Article and under the Bill
Lee Act with respect to the same job. This is important because the Bill Lee Act will
remain in effect for a limited group of taxpayers until 2010.

There are several significant differences between the proposed new credit for creating
jobs and the credit that currently exists under the Bill Lee Act (G.S. 105-129.8). First,
the Bill Lee Act credit does not require the taxpayer to meet a job creation threshold
whereas the proposed new credit would. Second, the amount of the credit per job is more
generous for some taxpayers under this proposed credit than under the existing Bill Lee
Act credit.

Credit for investing in machinery and equipment, G.S. 105-129.79. Under this bill, a
taxpayer would be allowed a credit for the amount by which the cost of the eligible
investment amount of business property placed into service during a taxable year exceeds
a threshold. The eligible investment amount is the lesser of (i) the cost of the eligible
business property and (ii) the net increase in eligible business property over the base year
(the year of the preceding three years in which the taxpayer had the largest amount of
business property in service in the State). In order to be eligible for the credit, the
taxpayer would be required to place new business property into service in excess of a
threshold based on the development tier designation. The credit would be taken in four
equal installments, beginning the year after the equipment was placed in service. The
-amount of the credit would be equal to a percentage of the eligible investment amount of
the business property. If the taxpayer placed eligible business property into service in

38



more than one county during a year, the threshold would apply separately to each county.
If the taxpayer placed eligible business property into service at more than one
establishment in a single county during a year, the threshold would apply jointly to all
establishments within the county. The following table sets out the relevant percentage
and threshold for each development tier area:

Area Development Tier Threshold Credit Percentage
Tier One’ $ -0- 7%
Tier Two 1,000,000 5%
Tier Three 4,000,000 4%

If in one of the four years in which the installment of a credit would accrue, the business
property with respect to which the credit was taken was disposed of, moved out of State,
or taken out of service, the credit would expire and the taxpayer could not take any
remaining installments of the credit unless the cost of that business property was offset in
the same taxable year by the taxpayer's new investment in business property. If eligible
business property that qualified for a credit was subsequently transferred to another area,
the remaining installments of the credit would be calculated as if the business property
had been initially located in the later area

A taxpayer that planned to place specific business property in service at a specific
location within the next two years could sign a letter of commitment with the Department
of Commerce in order to lock-in the current year's development tier designation for the
purposes of this credit. If the taxpayer placed the eligible business property in service
within the next two years, the taxpayer could compute the amount of the credit based on
the designations in effect in either the year in which the letter of commitment was signed
or the year in which the business property was placed in service. If the taxpayer did not
place the business property in service in the next two years, the taxpayer could still claim
a credit under the existing tier designation if the business property was later placed in
service.

A taxpayer could not claim a credit under this proposed new Article and under the Bill
Lee Act with respect to the same business property. This is important because the Bill
Lee Act will remain in effect for a limited group of taxpayers until 2010.

There are significant differences between the proposed new credit for investing in
business property and the credit currently allowed under the Bill Lee Act for investing in
machinery and equipment. First, the thresholds under the proposed credit differ from the
thresholds under the existing credit. Second, the definition of "business property" under
the proposed new credit is broader than the definition of "machinery and equipment"
under the existing credit. Third, the percentage that determines the amount of the credit
under the proposed new credit differs from the percentage for the existing credit for some
taxpayers. Fourth, the existing Bill Lee Act credit allows a taxpayer to satisfy the
threshold requirement over a two-year period when property is being phased in over two
years, whereas the proposed new credit would require the threshold requirement to be
satisfied in each year.

° For the purposes of this credit, investment that occurs in an UP zone is subject to the threshold and
percentage applicable to activity that occurs in a development tier one area.
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Credit for substantial investment in other property, G.S. 105-129.79. Under this bill, a
taxpayer that is located in a development tier one area would be eligible for a credit for
investment in real property. In order for the taxpayer to claim this credit, the Secretary of
Commerce would be required to make a written determination that the taxpayer was
expected to invest at least $10 million in real property at a location within a three-year
period and that the taxpayer would create at least 200 new jobs at the location within two
years of the time that the property was first used in an eligible business. The taxpayer
could begin to claim the credit once the property was first used in an eligible business.
The amount of the credit would be equal to 30% of the eligible investment amount and
could be taken in installments over a seven-year period. There would no ceiling on the
amount of the credit. The credit for investment in real property would expire if the
number of people employed at the location fell below 200.

A taxpayer could not claim both the proposed credit for investment in real property and
either of the existing Bill Lee Act credits for investment in real property with respect to
the same property. This is important because the Bill Lee Act will remain in effect for a
limited group of taxpayers until 2010.

The only significant difference between the proposed credit for investment in real
property and the Bill Lee Act credit for substantial investment in other property is the
carryforward period. Under the Bill Lee Act, unused portions of the credit can be carried
forward for up to 20 years. Under the proposed legislation, unused portions of the credit
could be carried forward for up to 15 years.

Expiring credits. The Bill Lee Act contains five credits that do not have a counterpart in
this bill. Those credits are as follows:

o G.S 105-129.94. Technology commercialization credit. The technology
commercialization credit is essentially an enhanced version of the credit for
investing in machinery and equipment for taxpayers that are making
significant investments in certain types of machinery and equipment. There is
no similar enhancement in the proposed new Article; however, the technology
commercialization credit was designed with a specific project in mind that
never came to fruition and therefore the credit has never been claimed.

o G.S 105-129.10. Credit for research and development. The Bill Lee Act
contains a credit for research and development expenditures. In 2004, the
General Assembly created a new, stand-alone credit for research and
development (See Article 3G of Chapter 105 of the General Statutes).
Therefore, no similar credit is included in the proposed new Article.

o (.S 105-129.11. Credit for worker training. The Bill Lee Act contains a
credit with which a taxpayer could offset certain worker training expenses.
There is no similar credit in the proposed new Article.

e G.S 105-129.12. Credit for investing in central office or aircraft facility
property. The Bill Lee Act contains a credit for investing in central office or
aircraft facility property. The credit was equal to 7% of the eligible
investment amount and was capped at $500,000. There is no similar credit in
the proposed new Article though a business that would have been eligible for
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this credit under the Bill Lee Act would be eligible for the proposed credit for
investing in real property if the requirements of that proposed credit are
satisfied.

o G.S. 105-129.13. Credit for development zone projects. This credit allowed a
taxpayer to claim a credit equal to 25% of a donation to a development zone
agency for an improvement project in a development zone. There is no
similar credit in the proposed new Article.

Part II. Conforming Changes.

Part II of the proposed legislation would make a number of conforming changes to the
statutes because of the changes that would be made under Part I of this proposal. Since
the creation of the Bill Lee Act in 1996, many other programs have adopted the enterprise
tier designation as a proxy for the economic viability or the available resources of a
county. Many of these programs deal with economic development; but the tier structure
has also been adopted as a proxy in such areas as animal control and wetlands mitigation.
In addition, other programs refer to other aspects of the Bill Lee Act such as development
zones or the wage standard. Because the Bill Lee Act would largely be replaced by the
new Article in this proposal, the changes in Part II of this bill should help to lessen
confusion that would be inherent in the use of two different tier systems. Because the tier
structures are not equivalent, the changes in this Part will benefit some areas while
reducing benefits to other areas. The changes are briefly summarized below.

e Section 2.1. This section would conform the credit for research and
development expenses to the new tier structure. Under current law, the credit
for research and development expenses is more generous if the research is.
conducted in an enterprise tier one, two, or three area. Under this proposal,
research conducted in a development tier one area would be eligible for the
more generous credit. Because development tier one will contain fewer
counties than enterprise tiers one, two, and three combined, this change could
result in some taxpayers being eligible for a smaller credit.

e Section 2.2. This section would conform the sales and use tax refund for low
enterprise tier machinery and equipment to the new tier structure. Under
current law, a taxpayer is eligible for a refund of sales and use tax paid at the
general rate on machinery and equipment put into service in enterprise tier one
and two areas. This section adds a reference to development tier one.
Because development tier one is expected to be roughly equivalent to, though
including more counties than enterprise tiers one and two combined, this
change should have limited effect.

o Section 2.3. This section would conform the sales and use tax refund on
building materials for major eligible industrial facilities to the new tier
structure. Under current law, a taxpayer must invest at least $50 million in an
eligible facility in an enterprise tier one, two, or three area or $100 million in
an eligible facility in an enterprise tier four or five area to be eligible for the
refund. This section changes the requirement so that the $50 million threshold
applies to facilities in development tier one and the $100 million threshold
applies to facilities in tiers two and three. Because development tier one will
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contain fewer counties than enterprise tiers one, two, and three combined, this
change could result in some taxpayers being ineligible for a refund.

Section 2.4. Reserved.

Section 2.5. This section would conform the guidelines adopted by the
Department of Commerce relating to community development block grant
funds to the new tier structure. Under current law, those guidelines must
ensure that grants award in enterprise tier one areas do not require a local
match and that priority is given to projects in enterprise tier one areas and
development zones.  This section would change those references to
development tier one areas and UP zones. Because development tier one
would be larger than enterprise tier one, this change would have the effect of
increasing the number of projects which receive priority consideration and for
which no local match is required. On the other hand, because UP zones are
more restrictive than development zones, this change could have the effect of
eliminating some projects from priority consideration.

Section 2.6. This section changes a definitional reference under the JDIG
statutes.

Section 2.7. This section would conform the JDIG job creation requirements
to the new tier structure. Under current law, a business must create at least 10
new jobs in an enterprise tier one, two, or three area or 20 new jobs in an
enterprise tier four or five area to be eligible for consideration for JDIG. This
section would change those requirements so that a business must create at
least 10 new jobs in a development tier one area or 20 new jobs in a
development tier two or three area to be eligible for consideration. Because
development tier one will contain fewer counties than enterprise tiers one,
two, and three combined, this change could result in some taxpayers being
ineligible for consideration for JDIG. However, as a practical matter, all
businesses that have received JDIG grants have created far more jobs than the
minimum required and it is therefore unlikely that this change would have any
practical effect.

Section 2.8. This section would conform a reference to tiers under the JDIG
reporting requirements.

Section 2.9. This section would conform the JDIG grant reduction
requirements to the new tier structure. Under current law, a business that is
located in an enterprise tier four or five area when the grant is awarded would
have the amount of a grant reduced by 25%, with that reduction flowing to the
Utility Account of the Industrial Development Fund rather than to the
business. This section would change that reference so that it would apply in
development tiers two and three. Because development tiers two and three
combined would contain more counties than enterprise tiers four and five
combined, this section could require a reduction in the grant amount for more
businesses. '
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Section 2.10. This section would conform a provision relating to tax
increment financing to the new tier structure. This section would expand an
exception created for financing districts related to tourism-related economic
development projects. Under current law, this exception is allowed only in an
enterprise tier one area. This section would allow that exception in a
development tier one area. Because development tier one would contain more
counties than enterprise tier one, this change would expand this exception.

Section 2.11. This section would conform provisions dealing with the
Spay/Neuter Account to the new tier structure. Under existing law, there is an
account that helps offset the costs incurred by cities and counties for the
spaying and neutering of animals. Fifty percent of the funds in the account
are reserved for cities and counties in enterprise tiers one, two, and three. The
remaining 50% is reserved for cities and counties in enterprise tiers four and
five. If there are excess funds after all needs have been met in enterprise tier
one, two and three areas, those funds are transferred and used in enterprise tier
four and five areas. The funds designated for a group of tier areas are then
allocated based on population. This section would change this breakdown so
that the division would be between development tier one areas and
development tier two and three areas. Because development tier one will
contain fewer counties than enterprise tiers one, two, and three combined, this
change could result in some cities and counties getting more assistance and
some cities and counties getting less assistance.

Section 2.12. This section would conform a provision relating to agricultural
easements and the Farmland Preservation Trust Fund to the new tier structure.
Under current law, enterprise tier one, two, and three counties that have
prepared countywide farmland protection plans are not required to match
funds from the Farmland Preservation Trust Fund used to purchase
agricultural easements.  This section would change that reference to
development tier one. Because development tier one will contain fewer
counties than enterprise tiers one, two, and three combined, this change could
result in some counties being newly subject to the match requirement.

Section 2.13. Reserved.

Section 2.14 through Section 2.17. These sections would conform provisions
dealing with wetlands mitigation to the new tier structure. Under current law,
when the State purchases land for wetlands mitigation it is required to make a
payment in lieu of taxes to the county in which the land is located if the
county is an enterprise tier one or two area. These sections would change
those references to development tier one area. Because development tier one
would have slightly more counties than enterprise tiers one and two combined,
this change would require the State to make these payments in more instances.

Section 2.18 and Section 2.19. These sections would conform provisions
dealing with condemnation of unsafe buildings to the new tier structure.
Under current law, cities have more flexibility in condemning nonresidential
buildings as unsafe if the building is located in a "community development
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target area". A community development target area is one that has
characteristics of a development zone or similar characteristics. These
sections would change the references from development zone to UP zone.
Because of the amorphous nature of the definition of "community
development target area”, this change should not have any impact.

Section 2.20. This section would conform eligibility requirements for the
credit for research and development to the new Article. Under current law, in
order to be eligible for that credit the taxpayer must satisfy the wage standard,
health insurance, environmental impact and safety and health record
requirements under the Bill Lee Act. This section would change the reference
to those requirements under the new Article. This change could have the
effect of making more taxpayers eligible for the credit because the wage
standard requirement under the new Article is less strenuous than the
requirement under the Bill Lee Act.

Section 2.21. This section would amend the statutes relating to tax secrecy to
ensure that the Department of Revenue could share information that is needed
to administer the new Article with the Department of Commerce.
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- LEGISLATIVE PROPOSAL #2

A RECOMMENDATION OF THE HOUSE SELECT COMMITTEE ON ECONOMIC
DEVELOPMENT
TO THE 2006 GENERAL ASSEMBLY

AN ACT TO RAISE THE MINIMUM WAGE IN NORTH

CAROLINA.
SHORT TITLE: Raise Minimum Wage
SPONSORS:
BRIEF OVERVIEW: This bill would raise the minimum wage to $6.15 per hour
effective January 1, 2007.
EFFECTIVE DATE: This act would become effective January 1, 2007.

A copy of the proposed legislation and bill analysis begin on the next page
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GENERAL ASSEMBLY OF NORTH CAROLINA
SESSION 2005

BILL DRAFT 2005-LYz-325 [v.1] (5/4)

(THIS IS A DRAFT AND IS NOT READY FOR INTRODUCTION)
5/4/2006 12:13:47 PM

Short Title: Raise Minimum Wage. (Public)

Sponsors:  Representative.

Referred to:
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A BILL TO BE ENTITLED
AN ACT TO RAISE THE MINIMUM WAGE IN NORTH CAROLINA.
The General Assembly of North Carolina enacts:
SECTION 1. G.S. 95-25.3(a) reads as rewritten:
"(a) Every employer shall pay to each employee who in any Workweek performs
any work wages of at least he-m Vage-se : -6

Hme—te—ame—sw dollars and ﬁfteen cents ( $6 15) per hour except as otherw1se provrded

in this section."
SECTION 2. This act becomes effectrve January 1, 2007.
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DRAFT 2005-LYz-325:
Raise Minimum Wage

BILL ANALYSIS

Committee: House Select Committee on Economic Date: May 4, 2006
Development

Introduced by: Summary by: Y. Canaan Huie

Version: Draft Committee Counsel

2005-LYz-325 [v.1]

SUMMARY: This proposal would raise the minimum wage to $6.15 per hour effective January 1,
2007.

BILL ANALYSIS: This proposal would increase the State minimum wage from $5.15 an hour to $6.15
an hour, effective January 1, 2007. Currently the State minimum wage is set at the same rate as the
federal minimum wage. This proposal would amend the State minimum wage by deleting the provision
that sets the State minimum wage at the same level as the federal minimum wage and substitute a
minimum wage of $6.15. The General Assembly linked the State minimum wage to the federal
minimum wage in 1997. The federal minimum wage amount has not changed since 1997.

H0325Draft-SMLY-LYz-325
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LEGISLATIVE PROPOSAL #3

REDUCE AND CAP GAS TAX
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LEGISLATIVE PROPOSAL #3

A RECOMMENDATION OF THE HOUSE SELECT COMMITTEE ON ECONOMIC
DEVELOPMENT »
TO THE 2006 GENERAL ASSEMBLY

AN ACT TO REDUCE THE TAX ON MOTOR FUELS AND TO CAP
THE VARIABLE COMPONENT OF THE RATE.

SHORT TITLE: Reduce and Cap Gas Tax
SPONSORS:
BRIEF OVERVIEW: This bill would reduce the motor fuels tax rate to 27.1 cents

per gallon, the rate in effect for the period of July through December 2005, and
cap the variable component of the rate so that the tax could not exceed this

amount.

EFFECTIVE DATE: This act would become effective July 1, 2006.

A copy of the proposed legislation and bill analysis begin on the next page
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GENERAL ASSEMBLY OF NORTH CAROLINA
SESSION 2005

BILL DRAFT 2005-LYz-327 [v.4] (5/4)

(THIS IS A DRAFT AND IS NOT READY FOR INTRODUCTION)
5/8/2006 12:55:42 PM

Short Title: Reduce and Cap Gas Tax. (Public)

Sponsors:  Representative.

Referred to:

A BILL TO BE ENTITLED
AN ACT TO REDUCE THE TAX ON MOTOR FUELS AND TO CAP THE
VARIABLE COMPONENT OF THE RATE.
The General Assembly of North Carolina enacts:
SECTION 1. G.S. 105-449.80(a) reads as rewritten:

"(a) Rate. — The motor fuel excise tax rate is a flat rate of seventeen and one-half
cents (17 1/2¢)a gallon plus a variable wholesale component. The variable wholesale
component is either three and one-half cents (3 1/2¢) a gallon or seven percent (7%) of
the average wholesale price of motor fuel for the applicable base period, whichever is
greater._ In no case may the variable wholesale component be greater than nine and
six-tenths cents (9.6¢) a gallon.

The two base periods are six-month periods; one ends on September 30 and one ends
on March 31. The Secretary must set the tax rate twice a year based on the wholesale
price for each base period. A tax rate set by the Secretary using information for the base
period that ends on September 30 applies to the six-month period that begins the
following January 1. A tax rate set by the Secretary using information for the base
period that ends on March 31 applies to the six-month period that begins the following
July 1."

SECTION 2. This act becomes effective July 1, 2006.
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DRAFT 2005-LYz-327:

Reduce and Cap Gas Tax
BILL ANALYSIS
Commiittee: House Select Committee on Economic - Date: May 8, 2006
Development
Introduced by: : Summary by: Y. Canaan Huie
Version: Draft Committee Counsel

2005-LYz-327[v 4]

SUMMARY: This draft would cap the variable component of the motor fuels tax rate
at 9.6 cents per gallon effective July 1, 2006.

CURRENT LAW: The motor fuel excise tax rate has two components: a flat rate and a
variable rate. The flat rate is 17.5¢ per gallon. The vatiable component may change every six
months. It is added to the flat rate. The variable component is equal to the greater of 3.5¢ a
gallon or 7% of the weighted average wholesale price of gasoline and No. 2 diesel fuel for
the most recent six-month base period. The base period is the six-month period that ends
three months before the taxing period. The current motor fuel tax rate is 29.9¢ a gallon.
Due to increases in the weighted wholesale price of these motor fuels, the tax has increased
during each of the last seven six-month periods and is now at its highest point ever.

One-half cent a gallon of the motor fuel tax revenue is dedicated to the two underground
storage tank funds and the water and air quality account. Seventy-five percent (75%) of

the remainder of the revenue generated by this tax is allocated to the Highway Fund and
the remaining 25% is credited to the Highway Trust Fund.

BILL ANALYSIS: This proposal would cap the variable component of the motor fuels
tax rate at 9.6¢ per gallon. The variable component is currently 12.4¢ per gallon.

HO0327rpt-SMLY-LYz-327v4
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NORTH CAROLINA GENERAL ASSEMBLY

AMENDMENT
Bill
AMENDMENT NO.
(to be filled in by
ALY-89 [v.2] Principal Clerk)
Page 1 of 2
Date 2005

Comm. Sub. [NO]
Amends Title [NO]
Draft

Representative Parmon

moves to amend the report on page 7, line 6 by rewriting that line to read:
"BUSINESS INVESTMENT AND TO EXEMPT FROM TAXATION ELECTRICITY
AND PIPED NATURAL GAS SOLD TO A MANUFACTURER.";

and on page 29, lines 37-39, by rewriting those lines to read:

"PART III. MANUFACTURERS' ENERGY TAX EXEMPTIONS
SECTION 3.1. G.S. 105-164.4(1f)b. is repealed.
SECTION 3.2. G.S. 105-164.4(1h) is repealed. .
SECTION 3.3. G.S. 105-164.13 is amended by adding a new subdivision to

read:

'§ 105-164.13. Retail sales and use tax.

The sale at retail and the use, storage, or consumption in this State of the following

tangible personal property and services are specifically exempted from the tax imposed
by this Article:

(54) _Electricity sold to a manufacturer for use in connection with the .
operation of the manufacturing facility.'

SECTION 3.4. G.S. 105-187.41(c) reads as rewritten:

'(¢) Gas City Exemption. — The tax imposed by this section does not apply to
piped-the following: : '

(1) __ Piped natural gas received by a gas city for consumption by that eity-or

(2) _ Piped natural gas delivered by a gas city to a sales or transportation
customer of the gas city.
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NORTH CAROLINA GENERAL ASSEMBLY

AMENDMENT
Bill
AMENDMENT NO.
(to be filled in by
ALY-89 [v.2] Principal Clerk)
Page 2 of 2

(3)  Piped natural gas received by a manufacturer for use in connection
with the operation of the manufacturing facility.'
SECTION 3.5. This part becomes effective July 1, 2006. Sections 3.1
through 3.3 of this act apply to sales made on or after that date and Section 3.40f this act
applies to deliveries made on or after that date.

PART IV. EFFECTIVE DATES
SECTION 4.1. Except as otherwise provided, this act is effective when it

becomes law."

SIGNED
Amendment Sponsor

SIGNED
Committee Chair if Senate Committee Amendment

ADOPTED FAILED TABLED




SUMMARY: This proposal would exempt from the sales and use taxes electricity sold to a
manufacturer for use in the manufacturing process. The proposal would also exempt from taxation
piped natural gas sold to a manufacturer.

CURRENT LAW: Generally, electricity that is sold to a manufacturer for use at 2 manufacturing facility
and is separately metered or measured is subject to the sales and use tax at a rate of 2.83%. Most other sales
of electricity are taxed at the rate of 3%. In 2001, the General Assembly reduced to 0.17% the sales tax rate
on electricity sold to manufacturers that use more than 900,000 megawatt-hours of electricity annually,
effective January 1, 2002. In 2004, the reduced rate for those manufacturers using more than 900,000
megawatt-hours of electricity annual was replaced by a provision that allows that lower tax rate for electricity
sold to an aluminum smelting facility for use in connection with the operation of that facility and measured
by a separate meter or measuring device would be taxable at 0.17%. The provision establishing the lower
rate for an aluminum smelting facility sunsets for sales made on or after October 1, 2007. At the time the
2004 legislation was enacted, the State did not have an aluminum smelting facility.

North Carolina exempts sales of piped natural gas from the sales and use taxes. In place of the sales and use
tax, most sales of piped natural gas are subject to an excise tax measured by the therm' of gas delivered.

BILL. ANALYSIS: This proposal would exempt from the sales and use taxes electricity sold to a
manufacturer for use in the manufacturing process. The proposal would also exempt from taxation
piped natural gas sold to a manufacturer.

EFFECTIVE DATE: This proposal would become effective July 1, 2006.
H0330e2-SMLY-LYz-330

' A therm is a unit of energy equal to 100,000 BTU. At normal pressure, this is equal to about 100 cubic
feet of natural gas.

Legislative Services Office North Carolina General Assembly Legislative Drafting Division, 733-6660
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NCCBI Presents Positions on Potential Incentives Act Changes

Reprinted with permission from the April edition of NORTH CAROLINA magazine,
official publication of North Carolina Citizens for Business and Industry (NCCBI).

President/CEO Barry Eveland presented NCCBI’s positions on potential changes to
the Bill Lee Act at a meeting of the House Select Committee on Economic
Development on March 22 in Raleigh. On behalf of NCCBI members, he made
recommendations as to how the Act should be strengthened when the General
Assembly takes up the issue during its 2006 Short Session set to convene May 9.

The Bill Lee Act, enacted in 1996, is a package of state tax incentives for eligible
businesses. The incentives come primarily in the form of tax credits for investments in
machinery, equipment and real property; job creation; worker training; and research
and development. They are applied against either franchise, income or gross premiums
taxes.

Last year, the General Assembly extended the Act, which was set to expire Jan. 1,
2006, until Jan. 1, 2008. (NCCBI and its members were instrumental in winning the
extension.) As part of the legislation that delayed the sunset of the Act, however,
lawmakers expressed their intent to make changes to the incentives package to take
effect Jan. 1, 2007.

In citing NCCBI’s number-one priority—economic development—Eveland stressed
that North Carolina needs the best economic development “toolbox” in the country and
described the Bill Lee Act as “central to that toolbox.” He urged committee members
and their colleagues not to weaken the act, particularly incentives in urban areas,
because doing so would negatively impact non-urban surrounding counties and thus the
state as a whole.

“We must ensure that our incentives policies continue to encourage economic
prosperity and job creation in all of North Carolina’s 100 counties to make the state
more competitive,” Eveland said.

The Bill Lee Act is based on a system of Enterprise Tiers with more generous
incentives going to lower-Tier counties. Counties are placed in Tiers after being
evaluated based on unemployment rates, per capita income, and population growth.
(Exceptions are also applied based on considerations such as Tier history, lower
population and an extremely high unemployment rate.) }

Eveland also suggested that lawmakers consider re-defining the wage standard within
the Act, echoing one committee member’s comment that “any job is better than no
job.” (Currently, unless they are located in the lowest two of five Tiers, a taxpayer is
only eligible for a credit if jobs created meet a wage standard.)

Eveland drew on his personal experience as a state executive with IBM when he
advocated that a special credit for location of corporate headquarters within the state be
maintained. He explained not only that this is the place where key business expansion
decisions are made, but also that attracting corporate headquarters will often facilitate a
supply chain that will positively impact numerous counties in regions were these
central offices are located.




Finally, Eveland asked lawmakers to identify opportunities to enhance rural growth
and consider “safety net” provisions to address scenarios where an override of
thresholds might be necessary for businesses to manage extenuating circumstances such
as spikes in unemployment.

Other interested parties commenting on potential changes to the Bill Lee Act were
Don Hobart, general counsel for the Dept. of Commerce; Donny Hicks, legislative chair
for the N.C. Economic Developers Association and executive director of the Gaston
County Economic Development Commission; and Beau Mills, director of the N.C.
Metropolitan Coalition.

In his comments to the committee, Hicks was supportive of NCCBI’s suggestion that
the wage standard in the Act be examined and re-defined. He pointed out that in Gaston
County, at $16 per hour, it is too high. He noted that it is too complicated and needs to
be made fairer, explaining that the standard is defined using data from professional
salaries and then applied to manufacturers. He also agreed that incentives should not be
weakened in urban areas, explaining that Charlotte needs to be able to compete with big
cities in other southeastern states such as Tampa.

Mills made similar remarks in regard to maintaining or strengthening incentives in
metropolitan areas, calling urban centers “doors to the global economy.” He told the
committee that North Carolina must continue to compete and that incentives are going
to continue to be an important part of that. “We do not compete with rural North
Carolina,” he explained. “We compete with Singapore.”

Hobart explained that the Bill Lee Act helps offset what is a relatively high corporate
tax rate compared to others in the southeast. He also suggested that the wage standard
be reduced in mid-Tier counties, but suggested numerous modifications to the Act,
including the following: 1) Change the five-Tier system to a three-Tier system. 2)
Focus on the “core” credits for job creation, machinery and equipment investment, and
major real property investment. 3) Drop some credits, such as the worker training,
research and development, technology commercialization, and central office credits
(perhaps replacing the latter with a “true headquarters” credit). 4) Modify eligibility
rules to focus only on activity at the specific location relevant to the credit sought and
not on overall activity of the taxpayer, and consider additional categories of eligible
businesses.

Rep. Jim Harrell serves as chairman of the committee and Rep. Bill Daughtridge is
vice chairman. Other members of the committee are Reps. Earline Parmon, Karen Ray,
Bruce Goforth, Bob England, Pryor Gibson, Earl Jones and Bill Owens.

--Sherry Melton
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upholds Ohio
incentives

Justi'ces say taxpayers had no standing to oppose
$300 million in tax breaks given to lure Jeep plant.

By PETE YosT

THE ASSOCIATED PRESS
WASHINGTON - In a victory for
U.S. businesses, the Supreme Court
on Monday rebuffed the efforts of
a group of Toledo, Ohio, taxpayers
to challenge nearly $300 million in
tax breaks for DaimlerChrysler

AG’s new Jeep plant.

Chief Justice John lt{ﬁ)bgr_(t)s dsalid
. in'the eci-
!’ELDE‘ sion that the al-
EBAY: Stipreme * ' 'leged injury to
Court's ruling'on” ~ the taxpayers
apatent favors ~ Was mere con-
online seller»2D, , jecture and that
f-v ' -they had no
standing:to challénge tax or spend-
ing decisioris “simply by virtue of

their status as taxpayers.”
DaimlefChrysler:called the rul-
ing “a big win for America,” and
said Congress and the states
should seek legislation to reinforce
the ability to use tax incentives to
compete for investment and jobs.
The message from the ruling is
that states “will not be held
hostage to lawsuits” brought by
people with “no direct connection
to the issue at hand;” said W.
Frank Fountain, DaimlerChrysler’s
senior vice president for govern-
ment affairs and public policy.
'Herman Blankenship, whose
Toledo aito shop was torii down

SEE INCENTIV ES, PAGE 2D
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N.C. INCENTIVES

The Supreme Court ruling on incentives
comes less than a week after a Wake
County Superior Court judge dismissed
alawsuit that challenged North Carolina's .
offering Deli $279 million to build a com-
puter factory in Winston-Salem.

Despite the legal setbacks, the advo-
cacy group that sued because of the
Dell incentives plans to appeal its case

“to the N.C. Supreme Court. That court has

not been as restrictive as federal courts
on when taxpayers can “challenge the
constitutionality of government ex-
penditures,” said Bob Orr, executive di-
rector of the N.C. Institute for Constitu-
tional Law, which brought the lawsuit on

“behalf of seven individuals.

Qrr said that he is optimistic his group
will prevail in its legal fight. ,
But the appeal faces an uphill battle
that became even more difficult with the
Supreme Court rufing Monday, said Bur-
ley Mitchell, a lawyer who represented

Dell.

“It's not decisive, but it certainly adds
weight to the state of North Carolina’s
and Dell's arguments in this case,”
Mitchell said. “it's one more positive for

-those who would try to bring better jobs

to North Carolina at a time when they're
desperately needed.”

Mitchelt is a former chief justice of the
NiC. Sipreme:Gourt; and Orr is a former
justiee on thatcourt.

: ALAN M. WOLF
. .

—
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to make way for the Jeep plant,
said that he hoped the challenge
had made people more aware of
how much money government
gives to business. .
" “It 'seems to me that the gov-
ernment wants to tax us for every-
thing, and that the corporate
world is.controlling the govern-
ment,” said Blankenship, who was
among neighbors in the area of the
plant who joined in the lawsuit.
Business groups and lawmakers
in several states said in friend-of-
Em-noﬁw_ mﬁ_%m that _.Mmzaw_%m
-=ninst Ohio and Daimle er
+ io&%fgggﬁovamaﬂ

throughoutthe nationvanid put U:S.

manufacturing at a disadvantage
against foreign competitors.

- Peter Enrich, an attorney for
the taxpayers, said the decision
“simply sends us back to the Ohio
state courts, where we began six
years ago.” Enrich, a Northeastern
University law professor, said “tax
giveaways” similar to Toledo’s
cost states'and municipalities

around the m.ecss billions of dol-

‘lars that' could'be better spent on

education and’ other publicly fi-

nanced programs.

In an earlier ruling in favor of
the taxpayers, the 6th U.S. Circuit
Court of Appeals struck down
Ohio’s tax credit on new equip-
ment, saying the practice hinders
interstate commerce because the

To lure a $1.2 billion Jeep as-
sembly plant to the area, the city

of Toledo and two local school -

districts gave the company a 10-
year exemption from property
taxes; and the company recéived
additional investment tax credits
against the state’s corporate fran-
chise tax.

The court disagreed with the

‘taxpayers’ argument that their lo-

cal and state tax burdens were in-
creased by the tax breaks.

“A taxpayer-plaintiff has no
right to insist that the govern-
ment dispose of any increased
revenue it might experience as a
result of his suit by decreasing
his tax liability or bolstering pro-

grammsyitiat benefit him,” the chief
justice wrote. “To the contrary,
the decision of how to allocate
any such savings is the very epit-
ome of a policy judgment.”

A core constitutional concept is
that someone filing a lawsuit must
allege personal injury that is trace-
able to the defendant’s allegedly un-
lawful conduct and is likely to be
redressed by the requested relief.

The Toledo taxpayers claimed
standing by virtue of being mu-
nicipal taxpayers, but such an ar-
gument is “yet another level of
conjecture to their already hypo-
thetical claim of injury,” Roberts
wrote. .

In all, DaimlerChrysler received
nearly $300 million in property
and investment tax benefits.




North Carohna
Department of Commerce

Michael F. Easley, Governor James T. Fain III, Secretary
December 29, 2006 ‘

The Honorable Jim Harrell

North Carolina General Assembly

Chairman, Joint Legislative Economic Development Oversight Committee
Raleigh, North Carolina

Dear Representative Harrell:

This letter is to request an extension of the date by which the Department of Commerce is due
to publish its Economic Development Strategies for Tier 1 Distressed Counties study required under
G.S. § 105-129.2A. By the terms of the recently enacted statute, the report is due to be published on
January 1, 2007 and submitted to the Joint Legislative Economic Development Oversight Commlttee
This is a new report required under the statute.

The Department was charged to develop and report on additional strategies to enhance
economic growth and development in economically distressed areas. Over the last five months we
have worked closely with the NC Rural Center, Tier 1 county leaders and economic development
specialists and other economic development partners to develop a full range of innovative options for
improving economic conditions in distressed areas. We learned a great deal in our listening tour across
the state and have worked carefully to assimilate and present the best options to you. |

While we have completed the report, we would like to request additional time to work with our
partners and provide you with a more thoughtful and substantive document on this important issue.

[ anticipate that we will have the report ready for publication by January 19, 2007. In the event
that you or any members of the Committee have need of specific data from the report before that time,
Chris Beacham, Assistant Secretary for Policy Research and Strategic Planning, would be happy to
provide it. He may be reached at (919) 733-3454. '

Sincerely,

% 5 DD
James T. Fain 111

cc:  The Honorable Marc Basnight
The Honorable James B. Black

North Carolina: The State of Minds
301 North Wilmington Streete4301 Mail Service CentereRaleigh, North Carolina 27699-4301
Tel: (919) 733-3449eFax: (919) 715-9593
An Equal Opportunity/Affirmative Action Employer
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