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THE GENERAL ASSEMBLY OF PENNSYLVANIA

HOUSE BILL
No. 552 =55~

| NTRODUCED BY GLADECK, LLOYD, REINARD, EGOLF, DEMPSEY, THOVAS,
OLASZ, HENNESSEY, DALEY, BROWN, HERMAN, LAUGHLI N, FI CHTER
DENT, GRU TZA, NMANDERI NO, ALLEN, ARGALL, D. W SNYDER,
BATTI STO, WOGAN, YOUNGBLOCD, LEH, HERSHEY, TRICH, J. TAYLOR
PERZEL, LEDERER, KELLER, BUTKOVI TZ, RAMOS, E. Z. TAYLOR,
FLI CK AND McCALL, FEBRUARY 12, 1997

REFERRED TO COW TTEE ON URBAN AFFAI RS, FEBRUARY 12, 1997
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AN ACT
Est abl i shing a denonstration tax-free devel opnment zone program
providing for a | and value tax and for businesses that
qualify for tax exenptions; and requiring audits.
The General Assenbly of the Conmonweal th of Pennsyl vani a
her eby enacts as foll ows:
Section 1. Short title.
This act shall be known and may be cited as the Tax-Free
Devel opnment Zone Denonstration Program Act.
Section 2. Legislative findings and decl aration of purpose.
(a) Legislative findings.--The CGeneral Assenbly finds and
decl ares as foll ows:
(1) A recent study of existing state enterprise zone
progranms in the United States concluded that:
(i) Notable inprovenents occurred in nmany zones.

(ii) Job growh rates were higher than the national

average over a conparable period of tine in many zones.



1 (i1i1) The typical zone experienced the additiona

2 i nvestment of several new and expandi ng busi nesses.

3 (tv) New firnms and t he expansi on of existing

4 est abl i shnments accounted for nore than 80% of the

5 establ i shnments in which investnents occurred.

6 (v) Manufacturing activities accounted for 73% of

7 all zone investnent activity and job gains.

8 (vi) The state and | ocal incentives, including tax
9 incentives, were relatively | owcost inducenents and

10 quite small in relation to job gains.

11 (vii) A significant nunber of state-sponsored

12 enterprise zones have achi eved not abl e successes in

13 revitalizing some of their economcally distressed areas.
14 (2) In spite of this, the study cautioned that:

15 (1) The selection of only zones that neet the

16 designation criteria for the nost severely distressed

17 areas may result in the choosing of zones with limted
18 devel opnent potenti al .

19 (i1i) The good intentions of sone incentives for
20 busi nesses to locate or expand in an enterprise zone were
21 | ost by severely restrictive qualification criteria.
22 (3) A recent Statew de survey of Pennsyl vani a busi nesses
23 concerning this Commonweal th's econony concl uded t hat:
24 (1) The current system of |ocal services and taxes
25 is a cause of dissatisfaction anong many firns in this
26 Conmonweal t h.
27 (i1i) Fewfirms are using existing State econom c
28 devel opnment prograns.
29 (ii1) State econonm c devel opnent prograns nust be
30 redesi gned to acconmodate the new directions and
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activities being undertaken by businesses in this

Conmonweal t h.

(4) Wile the Coomonweal th's existing Enterprise
Devel opnent Area Program adm ni stered by the Departnent of
Community Affairs and its successor, the Departnent of
Community and Econom c Devel opnent, since 1982, has been
successful in stinulating econom c and conmunity devel opnent
in this Cormonweal th's designated enterprise zone
communities, this programis notably deficient because:

(1) Minicipalities nust apply and be approved for
participation, which results in waiting lists, tine
del ays and adm ni strative expenses.

(1i) State programfinancial assistance targeted to
t hese approved designated zones, including tax credits,
is limted by the Conmonweal th's financial resources
avai |l abl e during any given fiscal year.

(ti1) There is a need to increase the business tax
i ncentives avail able to encourage new busi nesses to
| ocate in these zones and for existing businesses already
| ocated in these zones to expand.

(iv) There is a need to expedite the process of
private sector investnment in all of this Commonweal th's
urban centers, not only in existing designated zones
under the Enterprise Devel opnment Area Programcurrently
adm ni stered by the Departnment of Conmunity and Economi c
Devel opnent .

(5) Expediting econom c devel opnent activities in urban
areas of this Conmonweal th woul d i npl enent the
recommendati ons nade by the Select Cormittee on Land Use and

Growt h Managenent of the House of Representatives in its
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1 final report to the General Assenbly in June 1992, which

2 encour aged i ncreased commercial, industrial and housing

3 devel opnent in this Commonweal th's urban centers where

4 i nfrastructure needed to support new devel opnment is already
5 in place, thus preserving this Commonwealth's [imted

6 farm and, open space and natural resources.

7 (b) Declaration of purpose.--Based on the findings under

8 subsection (a), it is the purpose of this act to:

9 (1) Establish tax-free zones in this Conmonweal th's

10 urban centers as an inducenment to expedite private sector

11 i nvestnment, the result of which will be increased comunity
12 and econom c devel opnment activities, including the creation
13 of new enpl oynment and housi ng opportunities for recipients of
14 assi stance under the act of June 13, 1967 (P.L.31, No.21),
15 known as the Public Wl fare Code.

16 (2) Indicate the size of the nmunicipality that woul d be
17 eligible to participate.

18 (3) Specify the type of area which would qualify as a
19 tax-free zone.
20 (4) Sinplify the application process, qualification
21 criteria and admi nistrative procedures currently associ ated
22 with the Commonweal th's existing Enterprise Devel opnment Area
23 Program for tax-free zone designation under this act.
24 (5) Provide a list of the business taxes which would be
25 exonerated in these zones.
26 (6) Establish municipal qualification and inplenentation
27 procedures, including the initiation of a | and val ue tax
28 systemin the municipality.
29 (7) Establish a municipal certification process for
30 busi nesses that qualify for the tax exenptions.
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(8) Require Departnment of Revenue audits for
participating municipalities and qualified businesses.
Section 3. Definitions.

The foll ow ng words and phrases when used in this act shal
have the neanings given to themin this section unless the
context clearly indicates otherw se:

"Busi ness entity" or "business."™ Any corporation,
partnership, sole proprietorship or other entity authorized to
do business in this Cormonweal th and subject to any of the taxes
i nposed by Article IIl, IV or VI of the act of March 4, 1971
(P.L.6, No.2), known as the Tax Reform Code of 1971.

"Busi ness inconme." Business incone as defined in section 401
2(a)(1)(A) of Article IV of the act of March 4, 1971 (P.L.6,

No. 2), known as the Tax Reform Code of 1971.

"Departnent.” The Departnent of Community and Economi c
Devel opnent of the Commonweal t h.

"Joint tax-free zone." A tax-free zone established by two or
nore contiguous nunicipalities which includes areas in each
muni ci pality.

"“Muni ci pal corporation” or "municipality.” Any first class,
second cl ass, second class A or third class city, borough,

i ncorporated town or township with a total popul ation of 3,000
or nore.

"Popul ation.” The nunber of persons in each nunicipality as
finally determ ned by the United States Census Bureau of the
United States Departnent of Conmerce in its nost recent
popul ation estimate report.

"Tax-free zone." A specific area with identifiable
boundaries within a qualified nmunicipality that has been

designated as a tax-free zone.
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1 Section 4. Establishnent of tax-free devel opnent zones.

2 (a) Establishnment.--A rmunicipality or municipalities may

3 establish a specific geographic area or areas within its

4 boundaries as a tax-free zone or a joint tax-free zone, under

5 the requirenents of section 6.

6 (b) Requirenments.--Wile there is nolimtation on the size
7 of the tax-free zone or zones which a nmunicipality may

8 designate, in no case shall an entire nunicipality be designated
9 as a tax-free zone. Areas so designated shall at the tine of the
10 zone's establishnent:

11 (1) Be predomnately zoned comrercial and/or industrial
12 or, where there is no zoning, have a current |and use in the
13 designated area reflective of the sane.

14 (2) Be economcally distressed in terns of |acking

15 adequat e enpl oynent opportunities within the designated area
16 or areas.

17 (3) Show signs of existing physical deterioration of

18 bui | di ngs and structures in the area.

19 (4) Show signs of blight and unsafe, unsanitary and
20 i nadequate conditions of the dwellings, excessive |and
21 coverage by the buildings and economi cally and socially
22 undesirabl e | and uses.
23 (5) Have the potential of being a catalyst for the
24 creation of a positive economc climate in the conmunity
25 resulting in the formation of new busi nesses and the
26 expansi on of existing businesses within the area.
27 (6) Have the potential of being a catalyst for an
28 i mproved quality of life in the municipality, including
29 expanded affordabl e housi ng opportunities, which would result
30 from new and expanded devel opnment in the area.

19970H0552B0615 - 6 -



1
2
3
4
5
6
-
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30

(7) Provide new jobs and increased enpl oynent
opportunities for disadvantaged citizens and di splaced and
unenpl oyed workers within the nunicipality.

(8) Have comrercial business and/or industrial sites and
structures available within the designated zone or zones with
adequate infrastructure and energy availability, capable of
supporting new and expanded devel opnent.

(9) Have existing comercial businesses and/or
i ndustries ready and willing to reinvest and expand within
the area, if the area was designated as a tax-free zone.

(c) Location.--An area designated as a tax-free zone under
this act may be | ocated within an existing enterprise zone
approved by the departnment under the Comonweal th's existing
Ent erpri se Devel opnent Area Program

(d) Tax exenptions.--A business |ocated or locating in tax-
free zones under this act, upon the nunicipality neeting the
requi renents under section 6, shall be eligible for the
appl i cabl e tax exonerations under section 9.

Section 5. Certification by departnent.

(a) Consideration.--Upon submittal by a nmunicipality of a
prelimnary description of a tax-free zone under section
6(a)(1l), the departnent may certify the proposed zone generally
and each busi ness recommended for tax exoneration specifically.
The certification shall be based on whether or not the area
chosen by the nunicipality and the businesses within that area
conply with the intent of the act as expressed in section 2 and
have the potential to increase future State and | ocal tax
revenues as a result of jobs created and econom c devel opnent
stinmulated within the zone.

(b) Criteria.--In order to certify a tax-free zone, the
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departnment shall do the follow ng:

(1) The departnent shall pronul gate and apply criteria
whi ch obj ectively nmeasures the foll ow ng:

(i) The proposed zone's conpliance with the intent

of the act as expressed in section 2.

(ii) The fiscal status of the entire nunicipality
proposi ng the zone.
(ii1) The conpliance of each business with the

intent of the act as expressed in section 2.

(iv) The potential to increase future State and

| ocal tax revenues as a result of jobs created and

econoni ¢ devel opnent stinulated within the zone.

(2) The department shall limt its certification of
busi nesses within the tax-free zone to retail, commercial and
i ndustrial businesses and shall deny certification to
busi nesses whose regul ar course of trade consists of real
property specul ation that does not conply with the intent of
the act expressed in section 2.

(3) The department shall base its decision to certify or
wi thhol d certification a tax-free zone or the businesses in
it based on these criteria.

(c) Tax exonerations.--Wen the departnment certifies a tax-
free zone and the businesses init, it shall send the foll ow ng
information to the Departnent of Revenue:

(1) alist of all certified businesses in the zone; and

(2) the estimated anpbunt of tax exoneration each
business is eligible for.

(d) Resubmittal.--Any nmunicipality whose prelimnary
description is not certified nmay address the concerns that the

departnment based its decision on and resubmt the anended
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prelimnary description for certification.

(e) Tinme limtation.--1f the departnent has not notified the
muni cipality of its decision within 60 days of the submttal,
the prelimnary description shall be deenmed to be certifi ed.

(f) Certification of critical econom c areas.--The
departnent shall give priority in the certification of tax-free
zones to municipalities which have been designated as critical
econom c areas or are located in counties which have been
designated as critical econom c areas pursuant to the act of My
17, 1956 (1955 P.L.1609, No.537), known as the Pennsyl vani a
I ndustrial Devel opment Authority Act.

Section 6. Inplenentation procedure.

(a) Requirenments.--A nunicipality wishing to designate an

area or areas within the nunicipality as a tax-free zone shall

(1) Submt a prelimnary description of the area or

areas to be designated as a tax-free zone or zones and the
speci fic businesses to receive tax exonerations to the
departnment to be certified under section 5. The prelimnary
description submtted nmust be a faithful representation of
the tax-free zone to be included in the ordinance required in
paragraph (2). In preparing the prelimnary description, the
muni ci pality shall consult with nonprofit conmunity

devel opnent corporations |ocated within the nmunicipality in

order to gain their input on what geographi cal areas are best

suited to tax-free zone status.
(2) Pass an ordinance indicating a desire to designate
an area or areas within the corporate boundaries of the

muni cipality as a tax-free zone or zones under the

requirenents of this act.

(3) Indicate in the ordinance that the area or areas to
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be so designated neet the qualification requirenents of

section 4 for a tax-free zone designation.

(4) Include as part of the ordinance a clear and
conpl ete narrative description of the boundaries of the
proposed zone or zones, acconpanied by a map. Both the
description and the map shall indicate the nanes of al
perimeter and interior streets, bridges, streanms and creeks,
as well as other natural and mannade | andmarks and nonunents.
The approxi mate total acreage or square mleage for the
proposed zone or zones shall also be included.

(5) Include as part of the ordinance a nmap indicating
each parcel of real property |ocated within the zone or zones
to be designated as tax-free zones. Vacant | and and vacant or
underutilized buildings shall be so indicated on the nmap
identifying the parcels of real property within each zone.
Parcel s on which an existing operating business is |ocated
shal | al so be indicated.

(6) Include as part of the ordinance a specific plan the
municipality will inplement to attract and retain businesses
within the zone that have the potential to increase State and
| ocal tax revenues as a result of jobs created and economc
devel opnment sti nul at ed.

(7) Include as a part of the ordinance a |ist of the
busi nesses the municipality will recommend to the depart nment
for the tax exonerations granted under this act.

(b) Changes. - - Subsequent changes to the boundaries of tax-
free zones may be made by a nunicipality following the initial
establ i shment of the zones. Any changes nade shall be reflected
in the information required to be submtted to the Departnent of

Revenue under section 8.
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Section 7. Land val ue tax.
A nmunicipality wishing to designate an area or areas within
the nmunicipality as a tax-free zone nmay, after passing the
ordi nance required by section 6, |levy separate and different
rates of taxation for municipal purposes on all real estate
classified as | and, exclusive of the buildings thereon, and on
all real estate classified as buildings, which | ands and
buil dings are located within the tax-free zone. Wen real estate
tax rates are so | evied:
(1) The rates shall be determ ned by the requirenents of
t he nmuni ci pal budget as approved by the governing body.
(2) A higher rate shall be levied on the | and than on
the buildings situated on the | and.
(3) The conbined rate shall in the aggregate not exceed
the maxinmumrate allowed by |aw on both | and and buil di ngs.
(4) The rates shall be uniformas to all real estate
within the nunicipality.
Section 8  Minicipal certification of businesses that qualify
for tax exenptions.
(a) Tax filing.--A nunicipality that has enacted an
ordi nance under section 6 shall file with the Departnent of
Revenue and the Departnent of Community and Econom c Devel opnent
by Decenber 31 of each year the follow ng:
(1) For the first year only, follow ng enactnent of the
ordi nance, a copy of the nunicipal ordinance establishing a
tax-free zone or zones.
(2) For the first year follow ng enactnent of the
ordi nance and for each subsequent year:
(i) A parcel identification map for each tax-free

zone established, indicating each parcel occupied by a
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business that qualifies for a tax exenption all owed under

section 9.

(i) A list corresponding to the parcel
identification map, which indicates:

(A) The nane and nuailing address of each
qgual i fied business indicated on the nap.

(B) The nane and nailing address of the owner or
owners of each qualifying business indicated on the
map.

(C The State tax identification nunber issued
by the department for each qualifying business
i ndi cated on the map.

(b) Apportionnent.--1n case the entire business of any
business entity eligible for tax exoneration is not transacted
within a tax-free zone, the tax exonerations provided by this
act shall be apportioned as foll ows:

(1) Tax exonerations shall be apportioned by a fraction,
the nunerator of which is the property factor plus the
payrol |l factor and the denom nator of which is two. The
property factor and the payroll factor shall be determined in
accordance with Article IV of the act of March 4, 1971
(P.L.6, No.2), known as the Tax Reform Code of 1971.

(2) For the purpose of construing this subsection, when
the foll ow ng words and phrases are used in Article IV of the
Tax Reform Code, they shall have the nmeani ngs given to them
in this paragraph unless the context clearly indicates
ot herwi se:

"“Corporation.” Any corporation, partnership, sole
proprietorship or other entity authorized to do business in

this Commonweal th and subject to any of the taxes inposed by
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Articles Ill, IV or VI of the Tax Reform Code of 1971.

"State" or "Conmonwealth.” A tax-free zone as provided
by this act.

Section 9. Taxes exonerated in tax-free devel opnment zones.

(a) Exoneration.--1n accordance with section 2(b)(iii) of
Article VIl of the Constitution of Pennsylvania, businesses
whi ch neet the criteria of subsection (e) shall be eligible for
exoneration fromcertain taxes as provided for under subsection
(b).

(b) Schedul e. --A business shall be exonerated fromthe taxes
i nposed by Articles Ill, IV and VI of the Tax Reform Code of
1971 in accordance with the follow ng exenpti on schedul e:

(1) 20%of total taxes eligible for exoneration in the
first year in which the business is located in a tax-free
devel opnent zone.

(2) 40% of total taxes eligible for exoneration in the
second year in which the business is located in a tax-free
devel opnent zone.

(3) 60%of total taxes eligible for exoneration in the
third year in which the business is located in a tax-free
devel opnent zone.

(4) 80%of total taxes eligible for exoneration in the
fourth year in which the business is located in a tax-free
devel opnent zone.

(5) 100% of total taxes eligible for exoneration in the
fifth year in which the business is located in a tax-free
devel opnment zone and in each year thereafter
(c) Reinvestnent.--For purposes of obtaining the phased-in

tax exenptions under subsection (b), a business nust have

reinvested into its business within the tax-free zone an anpunt
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equi valent to the amount of tax liability exenpted in any given
year or years or have in the aggregate reinvested the total
anount of the tax liability for the four years prior to being
totally tax exenpt in year five as provided for under subsection
(b). Where the equivalent reinvestnment is not nade annually, an
anount equal to the tax liability waived shall be annually

pl aced in an escrow account, and the anobunt in the escrow
account nust be reinvested in the property by the end of year
four or encunbered or under contract for reinvestnment in the
property by the end of year four, for the property to be tax
exenpt in year five as provided for under subsection (b).

(d) Limtation.--The exoneration provided for in this
section shall be effective for a 15-year period.

(e) Eligibility.--Businesses |located in the tax-free zone at
the tine the zone is established and new busi nesses within the
zone are eligible for the exoneration provided for in this
section. Businesses relocating to a tax-free zone from ot her
areas in this Conmonwealth shall not be eligible for the
exoneration provided for in this section.

Section 10. Ampunt of exoneration.

(a) Limt on business.--The anmount of tax exonerations
granted in the first fiscal year follow ng enactnent of this act
shal | be $21, 000, 000. In each subsequent year the tax
exonerations shall be in the follow ng anounts:

(1) $21,000,000 in new exonerations to eligible
busi nesses that have not yet received an exoneration; and

(2) an anpbunt necessary to fund the exonerations granted
in previous years in accordance with section 9.
(b) Location of business.--The anobunt of exonerations

granted to businesses in a single nunicipality under subsection
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(a)(1) may not exceed 10% of the total annual anobunt granted
under subsection (a).

(c) Priority for exoneration.--If the requests for
exoner ations exceed the anounts specified in subsection (a),
priority for tax exoneration shall be given to eligible
busi nesses within nunicipalities which have been designated as
critical economc areas or are located in counties which have
been designated as critical econom c areas pursuant to the act
of May 17, 1956 (1955 P.L.1609, No.537), known as the
Pennsyl vani a I ndustrial Devel opnent Authority Act.

Section 11. Recapture.

Any business receiving a tax exoneration under section 9 that
rel ocates out of the tax-free zone within ten years of receiving
t he exenption nust repay a portion of the anbunt exonerated
according to the foll ow ng schedul e:

(1) relocation within four years - 70%

(2) four years to five years - 60%

(3) five years to six years - 50%

(4) six years to seven years - 40%

(5) seven years to eight years - 30%

(6) eight years to nine years - 20% and

(7) nine years to ten years - 10%
Section 12. Priority.

The departnent shall give nmunicipalities with tax-free zones
priority consideration in any assistance prograns for which they
are eligible.

Section 13. Audits.

(a) Minicipalities.--The Departnment of Revenue shall conduct

periodic audits of municipalities that establish tax-free zones

as often as deenmed necessary to insure conpliance with the
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provi sions of this act.

(b) Businesses.--The Departnment of Revenue shall conduct
periodic audits of businesses which nunicipalities have
indicated are located in tax-free zones and qualify for tax
exenptions under section 9 as often as deenmed necessary to
i nsure conpliance with the provisions of this act.

Section 14. Regul ations.

(a) Tax information.--The Departnent of Revenue is
aut horized to adopt any tax forms, procedures, rules and
regul ati ons as nmay be necessary to inplenent and insure
conpliance with the provisions of this act relating to tax
col I ecti on.

(b) Exoneration information.--The Departnment of Conmunity
and Econom ¢ Devel opnment may pronul gate regulations its
secretary deens to be necessary to carry out the certification
and econom c devel opnment provisions of this act.

(c) Duty of departnment to collect data.--Wthin two years of
the effective date of this act, both departnents shall begin to
collect data on the effect this act has had on the
muni ci palities that have established tax-free zones. The
Department of Comrunity and Econom c Devel opnent shal
pronmul gate objective criteria to neasure the effect of the
program The criteria shall be designed to determne if private
i nvestment has occurred in those municipalities that woul d not
have occurred wi thout the incentives provided by this act.
Section 15. Sunset.

(a) Five year expiration date.--Five years after its
effective date the General Assenbly shall either term nate or
reestablish the act. If the General Assenbly term nates the act,

all regul ations pronmul gated under it shall expire.
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1 (b) Duty of departnment to nake report.--One year prior to

2 the reconsideration of the act by the General Assenbly, the

3 department shall submit a report to the General Assenbly on the
4 effectiveness of the act to date. The report shall recommend one
5 of the follow ng actions:

6 (1) extension of the act as it is currently witten for
7 a five-year period;

8 (2) extension of the act with amendnents contained in

9 the report for a five-year period; or
10 (3) termnation of the act.
11 (d) Status of tax exonerations upon expiration.--Upon
12 termnation of the act, tax exonerations already granted under
13 the act shall continue for the 15-year period contained in the
14 act.
15 Section 16. Effective date.
16 This act shall take effect in 60 days.
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