House of Representatives

General Assembly File No. 401

February Session, 2014 Substitute House Bill No. 5272

House of Representatives, April 7, 2014

The Committee on Commerce reported through REP.
PERONE of the 137th Dist., Chairperson of the Committee on
the part of the House, that the substitute bill ought to pass.

AN ACT CONSOLIDATING CERTIFIED HISTORIC STRUCTURE
REHABILITATION TAX CREDITS.

Be it enacted by the Senate and House of Representatives in General
Assembly convened:
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Section 1. (NEW) (Effective July 1, 2014, and applicable to income years
commencing on or after January 1, 2014) (a) As used in this section, the
following terms shall have the following meanings unless the context

clearly indicates another meaning;:

(1) "Officer" means the State Historic Preservation Officer
designated pursuant to 36 CFR 61.2;

(2) "Certified historic structure" means any property that: (A) Is
listed individually on the National or State Register of Historic Places,
or (B) is located in a district listed on the National or State Register of
Historic Places and has been certified by the officer as contributing to

the historic character of such district;

(3) "Certified rehabilitation" means any rehabilitation of a certified

sHB5272 / File No. 401 1



13
14
15
16
17

18
19
20
21

22
23
24
25

26
27
28
29
30
31
32

33
34
35
36
37

38
39
40
41

42
43

sHB5272 File No. 401

historic structure for (A) residential use of five units or more, (B)
mixed residential and nonresidential uses, or (C) nonresidential use
consistent with the historic character of such property or the district in
which such property is located, as determined by regulations adopted

by the Department of Economic and Community Development;

(4) "Owner" means any person, firm, limited liability company,
nonprofit or for-profit corporation or other business entity or
municipality that possesses title to an historic structure and that
undertakes the rehabilitation of such structure;

(5) '"Placed in service" means the completion of substantial
rehabilitation work that would allow for issuance of a certificate of
occupancy for the entire building or for an identifiable portion of the
building;

(6) "Qualified rehabilitation expenditures" means any costs incurred
for the physical construction involved in the rehabilitation of a
certified historic structure, excluding: (A) The owner's personal labor,
(B) the cost of a new addition, except as required to comply with any
provision of the State Building Code or the Fire Safety Code, and (C)
any nonconstruction cost such as architectural fees, legal fees and

financing fees;

(7) "Rehabilitation plan" means any narrative, construction plans
and specifications for the proposed rehabilitation of a certified historic
structure in sufficient detail for evaluation of compliance with the
Secretary of the Interior's Standards for Rehabilitation, as established
in 36 CFR 67;

(8) "Substantial rehabilitation" or "substantially rehabilitate" means
the qualified rehabilitation expenditures of a certified historic structure
that exceed twenty-five per cent of the assessed value of such

structure; and

(9) "Affordable housing" has the same meaning as provided in

section 8-39a of the general statutes.
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(b) (1) The Department of Economic and Community Development
shall administer a system of tax credit vouchers within the resources,
requirements and purposes of this section for owners rehabilitating

certified historic structures.

(2) The credit authorized by this section shall be available in the tax
year in which the substantially rehabilitated certified historic structure
is placed in service. In the case of projects completed in phases, the tax
credit shall be prorated to the substantially rehabilitated identifiable
portion of the building placed in service. If the tax credit is more than
the amount owed by the taxpayer for the year in which the
substantially rehabilitated certified historic structure is placed in
service, the amount that is more than the taxpayer's tax liability may be
carried forward and credited against the taxes imposed for the
succeeding five years or until the full credit is used, whichever occurs

first.

(3) In the case of projects completed in phases, the Department of
Economic and Community Development may issue vouchers for the
substantially rehabilitated identifiable portion of the building placed in

service.

(4) Any credits allowed under this section that are provided to
multiple owners of certified historic structures shall be passed through
to persons designated as partners, members or owners, pro rata or
pursuant to an agreement among such persons designated as partners,
members or owners documenting an alternative distribution method

without regard to other tax or economic attributes of such entity.

(5) Any owner entitled to a credit under this section may sell,
assign, or otherwise transfer such credit, in whole or in part, to one or
more persons, as defined in section 12-1 of the general statutes,
provided any credit, after issuance, may be sold, assigned or otherwise
transferred, in whole or in part, not more than three times. Such
person shall be entitled to offset the tax imposed under chapter 207,
208, 209, 210, 211 or 212 of the general statutes as if such transferee had
incurred the qualified rehabilitation expenditure.
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(6) If a credit under this section is sold, assigned or otherwise
transferred, whether by the owner or any subsequent transferee, the
transferor and transferee shall jointly submit written notification of
such transfer to the Department of Economic and Community
Development not later than thirty days after such transfer. The
notification after each transfer shall include the credit voucher number,
the date of transfer, the amount of such credit transferred, the tax
credit balance before and after the transfer, the tax identification
numbers for both the transferor and the transferee, and any other
information required by the department. Failure to comply with this
subsection shall result in a disallowance of the tax credit until there is
full compliance on the part of the transferor and the transferee, and for

a second or third transfer, on the part of all subsequent transferors and

transferees.
(7) The Department of Economic and Community Development
shall provide a list to the Commissioner of Revenue Services, on an

annual basis, detailing the credits that have been approved for the
most recent fiscal year and all sales, assignments and transfers thereof

that were made under this section for said year.

(c) The Department of Economic and Community Development
may adopt regulations, in accordance with chapter 54 of the general
statutes to carry out the purposes of this section. Such regulations shall
include provisions for the filing of applications, rating criteria and for

timely approval by the department.

(d) For the purpose of seeking a tax credit pursuant to subsection (b)
of this section, prior to beginning any rehabilitation work on a certified
historic structure, the owner shall submit to the officer (1) (A) a
rehabilitation plan for a determination of whether such rehabilitation
work meets the Secretary of the Interior's Standards for Rehabilitation,
as established in 36 CFR 67, and (B) if such rehabilitation work is
planned to be undertaken in phases, a complete description of each
such phase, with anticipated schedules for completion; (2) an estimate

of the qualified rehabilitation expenditures; and (3) for projects
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pursuant to subdivision (2) of subsection (e) of this section, (A) the
number of units of affordable housing to be created, (B) the proposed
rents or sale prices of such units, and (C) the median income for the
municipality where the project is located. For projects pursuant to
subdivision (2) of subsection (e) of this section, the owner shall submit
a copy of data required under subdivision (3) of this subsection to the
Department of Housing.

(e) If the officer certifies that the rehabilitation plan conforms to the
Secretary of the Interior's Standards for Rehabilitation, as established
in 36 CFR 67, the Department of Economic and Community
Development shall reserve for the benefit of the owner an allocation
for a tax credit equivalent to (1) twenty-five per cent of the projected
qualified rehabilitation expenditures, or (2) thirty per cent of the
projected qualified rehabilitation expenditures if (A) at least twenty
per cent of the units are rental units and qualify as affordable housing,
or (B) at least ten per cent of the units are individual homeownership
units and qualify as affordable housing. No tax credit shall be allocated
for the purposes of subdivision (2) of this subsection unless an
applicant received a certificate from the Commissioner of Housing
pursuant to section 8-37Ill of the general statutes, as amended by this
act, confirming that the project complies with the definition of

affordable housing under section 8-39a of the general statutes.

(f) Following the completion of rehabilitation of a certified historic
structure in its entirety or in phases to an identifiable portion of the
building, any owner who seeks a tax credit pursuant to subsection (b)
of this section shall notify the officer that such rehabilitation is
complete. Such owner shall provide the officer with documentation of
work performed on the certified historic structure and shall submit
certification of the costs incurred in rehabilitating the certified historic
structure. The officer shall review such rehabilitation and verify its
compliance with the rehabilitation plan. Following such verification,
the Department of Economic and Community Development shall issue
a tax credit voucher to such owner or to the taxpayer named by such
owner as contributing to the rehabilitation. The tax credit voucher shall
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be in an amount equivalent to the lesser of the tax credit reserved upon
certification of the rehabilitation plan under the provisions of
subsection (e) of this section or (1) twenty-five per cent of the actual
qualified rehabilitation expenditures, or (2) for projects including
affordable housing pursuant to subdivision (2) of subsection (e) of this
section, thirty per cent of the actual qualified rehabilitation
expenditures. In order to obtain a credit against any state tax due that
is specified in subsection (g) of this section, the holder of the tax credit
voucher shall file the voucher with the holder's state tax return.

(g) The Commissioner of Revenue Services shall grant a tax credit to
a taxpayer holding the tax credit voucher issued in accordance with
subsections (b) to (i), inclusive, of this section against any tax due
under chapter 207, 208, 209, 210, 211 or 212 of the general statutes in
the amount specified in the tax credit voucher. Such taxpayer shall
submit the voucher and the corresponding tax return to the

Department of Revenue Services.

(h) The Department of Economic and Community Development
may charge an application fee in an amount not to exceed ten
thousand dollars to cover the cost of administering the program

established pursuant to this section.

(i) The aggregate amount of all tax credits that may be reserved by
the Department of Economic and Community Development upon
certification of rehabilitation plans pursuant to subsections (b) to (h),
inclusive, of this section shall not exceed thirty-one million seven
hundred thousand dollars in any fiscal year. No project may receive
tax credits in an amount exceeding four million five hundred thousand

dollars.

() On or before October 1, 2015, and annually thereafter, the
Department of Economic and Community Development shall report,
in accordance with section 11-4a of the general statutes, the total
amount of historic preservation tax credits and affordable housing tax
credits reserved for the previous fiscal year pursuant to subsections (b)

to (i), inclusive, of this section, to the joint standing committees of the

sHB5272 / File No. 401 6



177
178
179
180
181
182
183
184
185
186

187
188

189
190
191
192
193
194
195
196
197
198
199
200
201
202
203

204
205
206
207
208
209

sHB5272 File No. 401

General Assembly having cognizance of matters relating to commerce
and finance, revenue and bonding. Each such report shall include the
following information for each project for which a tax credit has been
reserved: (1) The total project costs, (2) the value of the tax credit
reservation for the purpose of historic preservation, (3) a statement
whether the reservation is for mixed-use and if so, the proportion of
the project that is not residential, and (4) the number of residential
units to be created, and, for affordable housing reservations, the value
of the reservation and percentage of residential units that will qualify

as affordable housing.

Sec. 2. Section 8-37Ill of the general statutes is repealed and the
following is substituted in lieu thereof (Effective July 1, 2014):

(@) The Commissioner of Housing shall review applications for
affordable housing tax credits submitted pursuant to subsection (e) of

section 10-416b or subsection (d) of section 1 of this act. Upon

determination that an application contains affordable housing, [as
required by said section] the commissioner shall issue a certificate to
that effect. The commissioner shall monitor projects certified under
this section to ensure that the affordable housing units are maintained
as affordable for a minimum of ten years and may require deed
restrictions or other fiscal mechanisms designed to ensure compliance
with project requirements. The commissioner may impose a fee in an
amount not exceeding two thousand dollars to cover the cost of
reviewing applications and monitoring projects that qualify for
affordable housing tax credits pursuant to subsections (a) to (j),

inclusive, of section 10-416b or subsections (b) to (i), inclusive, of

section 1 of this act.

(b) The Commissioner of Housing may adopt regulations, pursuant
to chapter 54, for monitoring of projects that qualify for affordable
housing tax credits pursuant to subsections (a) to (j), inclusive, of

section 10-416b or subsections (b) to (i), inclusive, of section 1 of this

act by the Department of Housing, or by local housing authorities,

municipalities, other public agencies or quasi-public agencies, as
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defined in section 1-120, designated by the department. Such
regulations shall include provisions for ensuring that affordable units
developed under subdivision (3) of subsection (e) of section 10-416b or

subdivision (3) of subsection (d) of section 1 of this act are maintained

as affordable for a minimum of ten years and may require deed
restrictions or other fiscal mechanisms designed to ensure compliance

with project requirements.

Sec. 3. Section 10-416a of the general statutes is amended by adding
subsection (k) as follows (Effective July 1, 2014):

(NEW) (k) Notwithstanding subsection (f) of this section, no tax
credit shall be reserved under this section on or after July 1, 2014.

Sec. 4. Section 10-416b of the general statutes is amended by adding
subsection (n) as follows (Effective July 1, 2014):

(NEW) (n) Notwithstanding subsection (f) of this section, no tax
credit shall be reserved under this section on or after July 1, 2014.

This act shall take effect as follows and shall amend the following
sections:

Section 1 July 1, 2014, and New section
applicable to income years
commencing on or after
January 1, 2014

Sec. 2 July 1, 2014 8-37111
Sec. 3 July 1, 2014 10-416a
Sec. 4 July 1, 2014 10-416b

Statement of Legislative Commissioners:
In section 1, in subsection (d), "For the purpose of seeking a tax credit

pursuant to subsection (b) of this section," was inserted before "Prior"
for clarity; in subsection (e), the phrase "for the purposes of this
subdivision" was changed to "for the purposes of subdivision (2) of
this subsection" for clarity; in subsection (f), in the first sentence, "who
seeks a tax credit pursuant to subsection (b) of this section" was

inserted after "any owner" for clarity; and in subsections (i) and (j),
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"subsections (a)" was changed to "subsections (b)" for consistency. In
subsection (a) of section 8-371ll, in the second sentence, brackets were
inserted around '"as required by said section" for clarity and
consistency with the provisions of section 1 and section 10-416b of the
general statutes; and in subsections (a) and (b), "subsections (a) to (i)"

was changed to "subsections (b) to (i)" for consistency.

CE Joint Favorable Subst.
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The following Fiscal Impact Statement and Bill Analysis are prepared for the benefit of the members
of the General Assembly, solely for purposes of information, summarization and explanation and do
not represent the intent of the General Assembly or either chamber thereof for any purpose. In
general, fiscal impacts are based upon a variety of informational sources, including the analyst’s
professional knowledge. Whenever applicable, agency data is consulted as part of the analysis,

however final products do not necessarily reflect an assessment from any specific department.

OFA Fiscal Note

State Impact:
Agency Affected Fund-Effect FY15$ FY16 $
Department of Revenue Services | GF - Potential Up to $14 Up to $14
Revenue Loss million million

Municipal Impact: None

Explanation

The bill consolidates and expands eligibility under two programs
that provide tax credits for rehabilitating certain historic structures
into one program. The bill also prohibits the reservation of tax credits
under the current programs after July 1, 2014, the date on which the

consolidated program goes into effect.

Under current law, (1) the State Historic Structures Rehabilitation
Tax Credit program has an annual cap of $15 million and (2) the State
Historic Preservation Tax Credit program has a cap of $50 million over
a three year period (or approximately $16.7 million annually). The bill
caps the consolidated program at $31.7 million.

In FY 13, the Department of Economic and Community
Development reserved $5.3 million in tax credits for the State Historic
Structures Rehabilitation program and $12.4 million in tax credits for
the State Historic Preservation program. To the extent that the
eligibility expansion provisions result in additional credit utilization,

this results in a potential revenue loss of up to $14.0 million annually.

The bill allows the Department of Economic and Community

Development to charge an application fee of up to $10,000 to cover the
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cost of administering the program. The bill also allows the Department
of Housing to charge an application fee of up to $2,000 to cover the
cost of reviewing applications for tax credits related to affordable
housing projects. It is anticipated that the costs to both agencies would
be sufficiently covered by the respective fees. The bill therefore has no

net fiscal impact on either agency.

The Out Years

The potential revenue loss in the outyears remains constant as the
bill caps the consolidated program at $31.7 million.

Source:  Department of Economic and Community Development 2013 Annual Report

sHB5272 / File No. 401 11



sHB5272 File No. 401

OLR Bill Analysis
sHB 5272

AN ACT CONSOLIDATING CERTIFIED HISTORIC STRUCTURE
REHABILITATION TAX CREDITS.

SUMMARY:

This bill consolidates two Department of Economic and Community
Development (DECD) programs that provide tax credits to people and
business entities for rehabilitating certain historic structures and
converting them into (1) housing or (2) mixed residential and
commercial use. It prohibits the DECD commissioner from reserving

tax credits under the existing programs starting July 1, 2014.

The existing programs offer tax credits for different purposes. One
offers credits for converting a wide range of historic properties,
including certain residential properties, for residential use; the other
offers credits for converting many different types of historic property
for mixed residential and commercial use or commercial use only. The
bill combines these programs, and retains the current tax credit
amounts. As under current law, the credits are applied against
insurance premium, corporation business, air carrier, railroad

company, cable and satellite TV, and hospital taxes.

The bill caps the total amount of tax credits DECD may reserve
under the consolidated program at $31.7 million per year, and caps at

$500,000 the amount of tax credits a project may receive.

The existing programs together allow credits for converting a wide
range of specific types of historic structures, including those used by
institutions, and those with apartment units and commercial
establishments. The bill extends the credits to projects converting any
type of qualifying property for the designated uses, instead of property
formerly used for specific purposes. The range of eligible converted
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uses encompasses those authorized by the two existing programs.
These fall into three categories: (1) residential use of at least five units,
(2) mixed residential and nonresidential uses, or (3) nonresidential
uses consistent with the historic character of the property or district in
which it is located. Like the existing programs, the new program
allows owners to sell or transfer the credits, but the bill limits to three
the number of times this may be done.

As under current law, unused credits may be carried forward for up
to five years. The bill also retains (1) the same annual reporting
requirements for DECD and (2) DECD’s ability to issue vouchers for
the rehabilitation of a portion of a building sufficient to allow for
issuance of certificate of occupancy.

EFFECTIVE DATE: July 1, 2014. The tax credits are applicable to

income years starting January 1, 2014.

EXPANDING THE TYPES OF PROPERTY ELGIBLE FOR THE
PROGRAM

The bill makes the consolidated program available to more
properties than can avail themselves of the credits under existing law.
Under the law and the bill, eligible properties must be properties (1)
listed individually on the National or State Register of Historic Places
or (2) located in a district listed on either of those registers and certified
by the state historic preservation officer as contributing to the district’s
historic character.

Under current law, the residential tax credit program is available for
the conversion for residential use of historic commercial, industrial,
institutional, or former municipal, state, or federal government
property; cultural buildings; or residential property of at least five
units. The mixed use program is available for converting most of these
same structures, but instead of residential property of at least five units
it is available for historic mixed residential and nonresidential
property for conversion to (1) nonresidential uses only or (2) mixed
residential and nonresidential uses. Current law imposes no minimum

unit requirement on conversions for mixed uses. The bill imposes a
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minimum five-unit requirement, which is the same as under the

current residential program.

As under current law, to seek a tax credit before beginning
rehabilitation work, the owner must submit certain information to the
State Historic Preservation Officer. The bill requires that this include a
determination of whether the rehabilitation work meets the U.S.
Interior Secretary’s Standards for Rehabilitation (36 CFR 67), instead of
state standards. It requires that, for rehabilitation including affordable
housing, the owner submit to the Housing Department the same

information on those units as it submits to DECD.

As under existing law, the bill authorizes tax credits for owners of
eligible property of 25% of a project’s qualified rehabilitation expenses
or 30% if (1) at least 20% of the units are rental units that qualify as
affordable housing or (2) at least 10% of the units are individual
homeownership units that qualify as affordable housing. Under the
bill, however, for DECD to reserve these credits, the rehabilitation plan
must conform to the federal rehabilitation standards mentioned above,
rather than state standards.

Also as under existing law, no tax credit can be allocated for projects
including affordable housing unless the applicant receives a housing
department certificate confirming that the project meets the legal
definition for affordable housing (see BACKGROUND).

TRANSFER OF CREDITS

As under the existing programs, the bill allows an owner to sell,
assign, or otherwise transfer tax credits, but it limits to three the
number of such transfers. The bill adds reporting components not
found in the existing programs. If a credit is transferred, whether by
the owner or a subsequent transferee, the transferor and transferee
must jointly notify DECD in writing within 30 days of the transfer. The
notification must include the:

1. transferor’s and transferee’s identification numbers,
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2. credit voucher number,

3. date of the transfer,

4. amount of the credit transferred,

5. tax credit balance before and after the transfer, and
6. any other information DECD requires.

Failure to comply results in DECD disallowing the tax credit until
the transferor and transferee fully comply, and for a second and third
transfer, there is compliance by all subsequent transferors and
transferees.

The bill requires DECD to annually provide to the revenue services
department a list detailing (1) the credits approved for the most recent
fiscal year, and (2) all sales assignments and transfers made for the

year.

The bill also requires DECD to adopt regulations to carry out the
bill's purposes, including provisions for filing applications, rating

criteria, and timely approval by the department.

The new program does not include a credit recapture requirement,
which is part of the existing mixed-use program. Under existing law,
an owner who does not complete the residential portion of a mixed-
use property by the date specified in the rehabilitation plan must repay
the entire credit.

HOUSING DEPARTMENT REQUIREMENTS

The bill requires the housing commissioner to review applications
for housing tax credits under the bill, and to issue a certificate if she
determines the application contains affordable housing. She may
charge a $2,000 fee to cover the cost of reviewing the applications. The
housing commissioner also may adopt regulations to monitor
affordable housing projects built under the bill to ensure they are

maintained as affordable for at least 10 years, and may require deed
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restrictions or other fiscal mechanisms to ensure compliance with

project requirements.

BACKGROUND
Affordable Housing

By law, affordable housing means housing for which people and
families pay 30% or less of their annual income, where the income is
less than or equal to the area median income for the municipality in
which such housing is located, as determined by the U.S. Department
of Housing and Urban Development (CGS § 8-39a).

Related Bill

sHB 5004, which the Commerce Committee favorably reported,
raises the annual credit cap for a third historic preservation program

from $3 million to $5 million.

COMMITTEE ACTION

Commerce Committee

Joint Favorable Substitute
Yea 17 Nay 0 (03/20/2014)
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