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LEGISLATIVE FISCAL ESTIMATE

[First Reprint]
SENATE, No. 2030
STATE OF NEW JERSEY
212th LEGISLATURE
DATED: MAY 8, 2007

SUMMARY
	Synopsis:
	“Historic Property Reinvestment Act”; provides credits against certain taxes for certain costs of rehabilitating historic properties.

	Type of Impact:
	Annual Revenue Loss to the State General Fund and the State Property Tax Relief Fund.

	Agencies Affected:
	Department of the Treasury.


	Office of Legislative Services Estimate

	Fiscal Impact
	FY 2008 
	FY 2009
	FY 2010  
	FY 2011  

	State Cost
	
	
	
	

	     Business Credit
	$0
	$25,600,000
	$32,900,000
	$40,300,000

	     Homeowner Credit
	$0
	$4,300,000
	$5,300,000
	$6,400,000

	Total
	$0
	$29,900,000
	$38,200,000
	$46,700,000

	


· The Office of Legislative Services (OLS) anticipates the bill’s cost to increase in response to growing credit utilization and the rising cap on total credits, but it does not expect that total expenses for the tax credits will reach the cap in any given year. 

· The OLS notes that the proposed business tax credit of 25 percent of eligible rehabilitation expenditures would complement the 20 percent federal tax credit (only businesses can claim the federal credit), so that the federal government and the State of New Jersey would assume a combined 45 percent of the outlay for a business rehabilitation project.  

· The OLS notes that the tax credit applies to projects that would have been undertaken without the credit, as well as to rehabilitation expenditures that would not have occurred absent the credit. Assuming that $40 million in rehabilitation expenditures would occur without this bill (the average New Jersey rehabilitation expenses qualifying for the federal historic rehabilitation tax credit in each of the last three years), the first $10 million in annual credit cost would not produce any additional rehabilitation activity.  Annual credit costs in excess of $10 million would be associated with credit-induced rehabilitation spending.  

BILL DESCRIPTION


Senate Bill No. 2030 (1R) of 2006 establishes two tax credits for 25 percent of a taxpayer’s outlay for rehabilitating a historic property:  a gross income tax credit for homeowners, which is capped at $25,000 per property during a ten-year period; and an uncapped corporation business, gross income, and insurance premiums tax credit for businesses.  A taxpayer may sell any unused portion of the credit by means of a tax credit transfer certificate program.  The total amount of tax credits approved cannot exceed $15 million in FY 2008, $25 million in FY 2009, $40 million in FY 2010, and $50 million in FY 2011 and thereafter.  Of each year’s total, 33 percent must support homeowner rehabilitations.  If in any year, the total amount of tax credits approved is less than the cap allows, the unallocated amount may be carried over and reallocated in succeeding years.  If enacted in calendar year 2007, historic rehabilitation expenditures incurred in calendar year 2008 will be the first to qualify for the tax credit subject to the fiscal year 2009 cap.


A homeowner seeking a tax credit must spend no more than 60 percent of the cost of rehabilitation on the rehabilitation of the interior and must own and occupy the historic property as the homeowner’s principal residence for twelve consecutive months following the project’s completion.  Moreover, rehabilitation expenditures must at least be 50 percent of the equalized assessed value of the structure for local real estate tax purposes.


A business seeking the tax credit must, during a selected 24-month or 60-month rehabilitation period, have eligible rehabilitation expenditures of the greater of $5,000 or the property’s adjusted basis of the structure used for federal income tax purposes.
FISCAL ANALYSIS

EXECUTIVE BRANCH


No official Executive projection has been received, but the New Jersey Historic Preservation Office (NJHPO) within the New Jersey Department of Environmental Protection has provided significant data for the OLS estimate.
OFFICE OF LEGISLATIVE SERVICES


The OLS projects this bill to reduce State General Fund and Property Tax Relief Fund revenue by $29.9 million in FY 2009, $38.2 million in FY 2010, and $46.7 million in FY 2011.  The agency anticipates the cost to increase in response to growing credit utilization and the rising cap on total credits, but it does not expect that total expenses for the tax credits will reach the cap in any given year.  The table on the next page details the credits’ projected cost relative to the limitation.  The cap amounts include sums unallocated in prior years and carried over to the subsequent year, thus adding to the statutory cap amounts. 


For this analysis, the OLS assumes that every credit granted will result in a full liability to the State, for the bill allows taxpayers who do not have a sufficient tax liability to claim the full credit amount to sell the credits to other taxpayers. 


The OLS points out that only rehabilitation expenditures that would not have occurred absent the tax credit yield a return to the State, but that the credit also applies to projects that would have been undertaken without the credit.  According to the NJHPO, over the last three years, annual rehabilitation costs of about $40 million qualified for federal historic rehabilitation tax credits.  Assuming that this number represents outlays whose existence remains unaffected by this bill, the legislation creates $10 million (25 percent of $40 million) in annual cost which would not produce any additional rehabilitation activity.  Annual credit costs exceeding $10 million would be associated with credit-induced rehabilitation spending.

	Projected Cost of Tax Credits Compared to Cap

	
	FY 2008
	FY 2009
	FY 2010
	FY 2011

	Total Cost
	$0
	$29,900,000
	$38,200,000
	$46,700,000

	Total Cap
	$15,000,000
	$40,000,000
	$50,100,000
	$61,900,000

	   Homeowner Cost
	$0
	$4,300,000
	$5,300,000
	$6,400,000

	   Homeowner Cap
	$5,000,000
	$13,300,000
	$16,700,000
	$20,600,000

	   Business Cost
	$0
	$25,600,000
	$32,900,000
	$40,300,000

	   Business Cap
	$10,000,000
	$26,700,000
	$33,400,000
	$41,300,000


Homeowner Tax Credit:  The OLS forecasts that annual expenditures for the homeowner tax credit will not reach the cap so that every eligible rehabilitation expenditure will result in an actual credit.  To arrive at its projection for each year, the OLS applies the 25 percent tax credit rate to the product of the estimated number of rehabilitation projects and the estimated average rehabilitation expense.  


Based on a review of data from states with similar tax credits, NJHPO expects that 200 homeowners will apply for a credit in FY 2009 and that the number will increase by 50 per year.  In view of data from Maryland’s Heritage Structure Rehabilitation Tax Credit Program, the OLS deems this utilization assumption reasonable.  The NJHPO estimates further that the average amount of creditable rehabilitation expenditures will be approaching $100,000 because no homeowner can receive a credit in excess of $25,000 under this bill and because it expects most projects’ cost to exceed $100,000.  Maryland data supports NJHPO’s assumption.  Consequently, the OLS assumes an $85,000 average rehabilitation expenditure.  
Business Tax Credit:  The OLS forecasts that annual expenditures for the business tax credit will not reach the cap so that every eligible rehabilitation expenditure will result in an actual credit.  To arrive at its projection for each year, the OLS applies the 25 percent tax credit rate to the product of the estimated number of rehabilitation projects and the estimated average rehabilitation expense.


The NJHPO reports that over the last three years, on average, 15 to 25 New Jersey businesses received federal historic rehabilitation tax credits (for 20 percent of qualified rehabilitation expenditures) for total annual rehabilitation costs of about $40 million.  These numbers translate into average rehabilitation project costs of $2.2 million to $2.9 million, a range that comports with approved commercial rehabilitation projects in Maryland in FY 2006 ($2.7 million) and FY 2007 ($2.3 million).  To produce a conservative estimate, the OLS thus assumes that the average rehabilitation expenditure in New Jersey under this bill will be $2.9 million.  In addition, NJHPO expects that if this bill is promulgated the number of eligible projects will increase to 40 to 50 projects per year.  The Maryland experience suggests that this number is reasonable, but the OLS projects that the number of eligible projects will increase gradually by ten per year.    


The OLS notes that the proposed business tax credit of 25 percent of eligible rehabilitation expenditures will complement the 20 percent federal tax credit (only businesses can claim the federal credit), so that the federal government and the State of New Jersey will assume a combined 45 percent of the outlay for a business rehabilitation project.  The OLS observes further that this bill does not grant a tax credit for the rehabilitation expenditures less the amount of any federal tax credit received for the same expenditure but for the full amount of the rehabilitation expenditure.  
Indirect Effects of Tax Credits:  Proponents of the bill point to reports on economic benefits from similar tax credits in other jurisdictions.  The OLS notes, however, that notwithstanding these studies, it is difficult to gauge the credit’s economic net impact considering that critical unknowns would leave their quantification open to substantial doubt.  Consequently, the agency does not project the direction and magnitude of indirect effects such as sales tax revenue garnered from purchases of building materials used in a rehabilitation.



Evaluating a policy change’s economic net impact requires sound information on the extent to which the policy change would modify people’s behaviors and on the economic ramifications of that modification.  Yet those insights often remain elusive.  As to this bill, only the indirect effects caused by tax credit-induced spending shifts should enter the fiscal estimate, while rehabilitation projects that would have occurred absent the tax credit should be excluded from it.  Even if the credit generates new rehabilitation spending, it is not possible to calculate the economic net impact and net indirect effects, as some tax credit-induced rehabilitation projects might not represent new, but merely displaced, economic activity to the State.  For example, if, absent the credit, a business had invested in new machinery instead of the rehabilitation, then the credit would not produce a net benefit of the amount spent on the rehabilitation but a net effect of the difference between the net economic impact of the amount spent on the rehabilitation and the economic net impact of the foregone machinery purchase.  Even if the OLS knew of the capital investment opportunity cost of tax credit-induced rehabilitation projects and of the percentage of credit-eligible rehabilitation projects that would have occurred without the tax credit, it would still have to exclude the portion of the rehabilitation spending that would benefit economies of other states.


Input-output modelers using IMPLAN and RIMS II frequently purport to analyze the economy-wide impact of a project or policy change.  However, these models typically only reflect a distribution of spending on a project as it moves through the economy and not an analysis of the change’s economic net impact.  The latter would only be the case under the questionable assumption that the amount of money spent on a project would not have been spent inside the studied jurisdiction absent the change.
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This fiscal estimate has been prepared pursuant to P.L. 1980, c.67.
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