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Bill No.

The County Council of Frederick County, Maryland, finds it necessary and appropriate to
add Article XV: Small Business Tax Credit, Sections 1-8-461 through 1-8-466 to the Frederick

County Code.

NOW, THEREFORE, BE IT IN ENACTED, that the Frederick County Code be, and it is

hereby, amended as shown on the attached Exhibit 1.

Harold F. (Bud) Otis, President
County Council of Frederick County,
Maryland



Exhibit 1
CHAPTER 1-8: FINANCE AND TAXATION

ARTICLE XV: SMALL BUSINESS PROPERTY TAX CREDIT

SECTION 1-8-461. ESTABLISHMENT.

(A)  As authorized by, and subject to, the provisions set forth in the Annotated Code of
Maryland, Tax Property Article, Section 9-312(i), Frederick County, Maryland hereby
establishes a property tax credit against the County property tax on real property owned or
occupied by a small business that qualifies under this Article, which real property tax credit shall
be known as the Frederick County Small Business Property Tax Credit.

“Director”) shall administer this tax

The Frederick County Director of Finance

credit.

SECTION 1-8-462. DEFINITIONS.

(A) "Affiliate" means a person:

(1) That directly or indirectly owns at least 80% of a business entity; or

(2) At least 80% of which is owned, directly or indirectly. by a business

entity.

(B) "Business entity" means a person conducting a trade or business in the state that is
subject to the state individual or corporate income tax or insurance premiums tax.

(C)  "Full-time position" means a position that requires at least 1800 hours of an
employee’s time in a calendar year, during which time the employee is paid at a rate at least
equal to 150% of the federal minimum wage.

(D) "New or expanded premises" means commercial or industrial real property,
including a building or part of a building that has not been previously occupied, where a business
entity or its affiliates locate to conduct business.

(E) "New permanent full-time position" means a position that is:

(1) A full-time position of indefinite duration;

(2) Located in Frederick County:

(3) Newly created, as a result of the establishment or expansion of a business
facility in the county: and
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(4)  Filled.

"New permanent full-time position" does not include a position that is:

(1) Created when an employment function is shifted from an existing business
facility of the business entity or its affiliates located in Frederick County to another business
facility of the same business entity or its affiliates, if the position does not represent a net new
job in Frederick County:

(2) Created through a change in ownership of a trade or business;

(3) Created through a consolidation, merger, or restructuring of a business
entity or its affiliates, if the position does not represent a net new job in Frederick County;

(4 Created when an employment function is contractually shifted from an
existing business entity or its affiliates located in the county to another business entity or its
affiliates, if the position does not represent a net new job in Frederick County: or

(5) Filled for a period of less than 12 months.

SECTION 1-8-463. QUALIFICATION.

(A) To qualify for the Frederick County small business property tax credit, before a
business entity obtains new or expanded premises or hires employees to fill the new permanent
full-time positions at the new or expanded premises, the business entity must provide written
notification to the Director stating:

(1) That the business entity intends to claim the property tax credit; and

(2) When the business entity expects to obtain the new or expanded premises
and hire the required number of employees in the new permanent full-time positions.

(B) To further qualify for this property tax credit a business entity shall:

(1) Obtain at least 2.500 square feet of new or expanded premises within
Frederick County by purchasing newly constructed premises, constructing new premises, causing
new premises to be constructed, or leasing previously unoccupied premises; and

(2) Employ at least five individuals in new permanent full-time positions
within Frederick County during a 24-month period, during which period the business entity also
must obtain and occupy the new or expanded premises.

(3) Maintain the increased total premises and increased total work force
throughout the term of this tax credit.

Underlining indicates matter added to existing law by original bill.
Bill No. 16-18



(C) Finally, as an additional condition to qualify for this property tax credit, the total
number of full time permanent employees collectively employed by the business entity and its
affiliates may not exceed 50 at the time the application for this tax credit is initially filed.

SECTION 1-8-464. TAX CREDIT PERCENTAGES AND TIMING.

(A) Subject to subsection (B) of this section, if a business entity qualifies for this
property tax credit, the credit shall equal a percentage of the amount of property tax imposed on
the assessment of the new or expanded premises, as follows:

(1) 40% in the 1st and 2nd taxable vears;

(2) 30% in the 3rd and 4th taxable years:

(3) 20% in the 5th and 6th taxable years:; and

(4) 0% for each taxable year thereafter.

(B)  This small business property tax credit may not be granted until the first full
taxable vear in which the Frederick County property tax imposed on real property owned or
leased by the business entity increases due to the business entity’s qualifying investment in the
new or expanded premises.

(C)  After qualifying and being granted this property tax credit, the first tax year of
this property tax credit will be the first full tax year in which Frederick County real property
taxes increase due to the gualifying investment in the new or expanded property. The last tax
vear this property tax credit shall be available shall be the sixth tax year that follows the increase
in Frederick County real property tax due to the qualifying investment in new or expanded

property.

SECTION 1-8-465. LESSORS.

The lessor of real property granted a small business property tax credit shall reduce the
amount of taxes for which a business entity is contractually liable under the lease agreement by
the amount of any tax credit granted under this article for improvements made by the business
entity, except that the term of the property tax credit may not exceed the remaining term of the
lease and may not, in any event, exceed six years.

SECTION 1-8-466. GENERAL PROVISIONS.

(A)  This property tax credit shall be a credit only against the Frederick County real
property tax imposed pursuant to Maryland Annotated Code Tax-Property Article Section 6-202
and shall not be a credit against any special taxing district tax including, but not limited to. tax
for fire and rescue services imposed pursuant to Maryland or Frederick County law.
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(B)  Business Entities shall file annually on or before April 30 of each calendar year an
affidavit, signed under oath or affirmation subject to penalties for perjury, with the Director
certifying that the facility continues to operate in Frederick County, that the additional new jobs
remain filled with full time employees and that the real property otherwise continues to qualify
for this tax credit; failure to do so shall mean that the otherwise qualifying real property shall not
be entitled to receive this tax credit for the following tax yvear (July 1 through June 30).

(C) In addition to terminating as may be provided elsewhere in this ordinance, any tax
credit granted under this provision shall terminate:

(1) at the moment ownership of the qualifying facility or real property on
which it sits is transferred or conveyed in any manner whatsoever, except that this provision shall
not apply simply because the facility or real property is subject to a mortgage or deed of trust
oranted as part of a financing of the property or if the transfer or conveyance is between a parent
business entity and its wholly owned subsidiary business entity or between 2 or more subsidiary
business entities wholly owned by the same parent business entity;

(2) when the qualifying facility is substantially destroyed;

(3) at the end of the sixth tax vear after the qualifying real property was first
eligible for this tax credit;

(4) at the moment the qualifving business entity’s increased total workforce or
increased total premises are reduced below their number or size when qualifying for this tax
credit; or :

(5) whenever the qualifying business entity is no longer in compliance with
the terms of this tax credit.

(D)  To the extent this tax credit terminates other than at the end of a tax year, the
property owner shall repay, without demand, Frederick County the amount of the tax credit
received for that tax year. Interest shall accrue from the moment the tax credit terminates at the
rate established for overdue property taxes. To the extent permitted by law, any unrepaid tax
credit is a lien on the real property that had received the tax credit and may be collected in the
same manner as unpaid property taxes may be collected under the Annotated Code of Maryland,

Tax-Property Article.

(E) In the event a business entity qualifies for this small business tax credit as well as
for a second real property tax credit available from Frederick County and applications are timely
filed for both credits, the qualifying business may elect which credit to receive, but may not
receive both credits.
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() The business entity seeking this credit must apply for this tax credit with the
Director on or before October 1 of the tax year for which the real property is first eligible for this
tax credit and must thereafter reapply annually at the same time as filing the required annual
certification of continued compliance,

(G) This small business tax credit program shall expire on December 31, 2026.
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Jan H. Gardner

FREDERICK COUNTY GOVERNMENT Conty e
OFFICE OF THE COUNTY EXECUTIVE W. Paul Dial, Acting Chief Administrative Officer
Office of Economic Development Helen Propheter, Director

TO: Frederick County Council

THRU: Jan Gardner, County Executive

FROM: Helen Propheter, Direct % ffice of Economic Development

DATE: September 27, 2016

SUBJECT: Small Business Real Property Tax Credit

ISSUE:
Should Frederick County adopt and codify a small business real property tax credit program?
BACKGROUND:

In 2012 the Maryland General Assembly added Section 9-312(i) to the Tax-Property Article of
the Annotated Code of Maryland, allowing Frederick County to enact a small business tax credit
program. The permitted small business real property tax credit was never adopted and codified
by the Board of County Commissioners that were in office through November 2014,

In 2015, at the request of the Frederick County Executive and the County Council and with the
support of the Frederick County delegation, the General Assembly modified this small business
tax credit enabling authority to treat all Frederick County small businesses equally by removing
the distinction between existing but expanding and new Frederick County businesses, to create
one (rather than two) tax credit schedules for qualifying small businesses, and to require that
new employees be paid at least 150% of the federal minimum wage. On May 10, 2016
Governor Larry Hogan signed the new legislation, introduced in the General Assembly as HB320
and SB0884, into law with an effective date of June 1, 2016. The final Frederick County small
business tax credit program bill had strong support; the vote from the House of Delegates
passed 139 - 0 on March 15, 2016 and the Senate vote passed 46 — 0 on March 31, 2016.

Under the now possible Frederick County small business tax credit program, in order to qualify
for the property tax credit, a qualifying business must (1) obtain at least 2,500 square feet of
new or expanded premises by purchasing newly constructed premises, constructing new
premises, causing new premises to be constructed, or leasing previously unoccupied premises
and (2) employ at least five individuals in new permanent full-time positions during a 24-month
period, during which period the business entity also must obtain and occupy the new or
expanded premises. The total number of full time permanent employees collectively employed

Frederick County: Rich History, Bright Future
118 North Market Street, Frederick, MD 21701 e 301-600-1058 e Fax 301-600-2340
www.FrederickCountyMD.gov



RE: Small Business Real Property Tax Credit
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by the business entity and its affiliates may not exceed 50 at the time the application for this tax
credit is initially filed.

The property tax credit for a business is now equal to a percentage of the amount of property
tax imposed on the assessment of the new or expanded premises, as follows: (1) 40% in the
first and second taxable years; (2) 30% in the third and fourth taxable years; (3) 20% in the fifth
and sixth taxable years; and (4) 0% beginning in the seventh taxable year.

A property tax credit may not be granted until the first taxable year in which the county
property tax imposed on real property owned or leased by the business entity increases due to
the business entities qualifying investment in the new or expanded premises.

To adopt and codify this possible Frederick County small business real property tax credit
program a draft ordinance is attached for consideration as Exhibit 1.
ACTION REQUESTED:

Request that the Frederick County small business real property tax credit program, as reflected
in Exhibit 1, be adopted and codified within the Frederick County Code.

Approval of staff report and permission to forward the bill to the County Council for
consideration.

_11 Yes
wa // /,/ dhen /// ,z//(,

(ﬁ M. Gardner, County Executive Date
jéderick County Maryland

FUNDING INFORMATION:

No

Financial Implication: No: _ x Yes:

Existing Accounting Numbers:

Amount of County Funding Requested: No operating funds will be impacted, but there could be
an impact to future property tax collected. Because this is a new credit with no history, it is
difficult to estimate with accuracy the amount of assessment increases and the amount of
related credits. Based on estimates from the Office of Economic Development, 5 current
businesses may expand and qualify for the credit, and 10 new business a year may qualify for
the credit. Based on assessment increases for other improvement based credits, we are

Frederick County: Rich History, Bright Future
118 North Market Street, Frederick, MD 21701 e 301-600-1058 e Fax 301-600-2340
www.FrederickCountyMD.gov
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estimating an average assessment increase of $300,000 with an average tax increase of $3,180.
Revenue decreases are not constant because we are estimating that 10 new business will
qualify each year and the credit extends over six years, with the amount of credit decreasing
every two vears until it is zero in the seventh year. Because FY17 will not be a full year
assessment for any qualifying investment or expansion, it is doubtful that any small business
will gqualify for FY17.
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