[image: image1.jpg]



Enterprise Zone Benefits in detail

1. Hiring Tax Credits

State hiring tax credits can amount to over $30,000 per qualified employee over a five-year period. These credits are designed to provide businesses with incentives to hire qualified employees to work in the EZ. Enterprise Zone qualifying categories include:

	1. Economically Disadvantaged 
	2. A person enrolled in WIA Core B Services

	3. A Vietnam era veteran or veteran recently separated from military service
	4. Was a member of Work Opportunity Tax Credit (WOTC)



	5. An ex-offender
	6. Participant in welfare-to-work activities under CALWORKS

	7. A Native American
	8. Recipient of or eligible to receive public assistance 

	9. Disabled
	10. A qualified dislocated worker 

	11. Resident of Targeted Employment Area (i.e. resident of Brawley or Calexico)
	


To get qualified: an employer/employee fills out and application and submits this along with the supporting documents to the Imperial Valley Enterprise Zone. The zone then reviews the application and remits a VOUCHER to the employer certifying that this employee’s wages can be used as credits when filing state tax returns.

Calculation of Credits

The amount of which a business can claim a credit is capped at 150% of minimum wage. The employer may pay a higher wage, with the amount above the cap not counting toward the credit. The percentage of wages used to compute the credit depends on the number of years the employee works for the employer in the enterprise zone. It is 50% for the 1st year and declines 10% for each year of employment.

	Example: On Jan 1, 2007, a

business hires a qualified employee

who has been vouchered. This full time

employee works 2,080 hours in an

Enterprise Zone business at

$12.00/hr












For 2006 credits, the min

wage calculation is based on

$6.75/hr thus $10,542 is the

max credit for 2080 hours work
2. Sales or Use Tax Credits

A credit for sales or use tax can be applied to tax paid on equipment and machinery related to:

· Manufacturing, processing, assembly or fabrication of a product

· Communications and data processing ( ex. Copy, telephone, fax machines)

·  Motion picture production

· Renewable energy resources

· Control of air or water pollution
· Individuals can claim a credit on the sales or use tax paid on the first $1million of qualifying purchases, and corporations on the first $20 million. At the 7.75 % sales tax rate, that’s a credit of up to $17,750 for an individual and $1.55 million for a corporation.

· The qualified property must be purchased and placed in service after March 1, 2006 (the date of the IVEZ’s designation).

	Example: A business is operating in

an Enterprise Zone and spends

$80,000 to purchase machinery that

is used to manufacture toys. The

sales tax paid was $6,200. A

business may reduce the amount of

state tax INCOME owed by $6,200.


· Tax paid on leased property also can also qualify in some cases

3. Net Operating Loss Carryover

A business can carry over up to 100% of its net operating losses from Enterprise Zone activity up to 15 years or until exhausted.

	Example: IN 2006, a business’s net operating loss was $4,000. Because of the loss, THE business did not owe any tax on year 2006 income. However, in 2007 the business showed a profit of $10,000.The business may carry over the 2006 $4,000 net operating loss to reduce its 2007 taxable income. This results in a business taxable income of $6,000 ($10,000 minus $4,000) for 2007.


4. Business Expense Deductions

A business can elect to expense out the cost of depreciable items in the first year of use. Qualifying items include business equipment, furniture and fixtures, but not office supplies purchased after March 1, 2006. The maximum deduction for all qualified property is either 40% of the cost of the qualified property, or $20,000, whichever is smaller.

	Example: An Enterprise Zone

business spends $40,000 purchasing an oven. The business can claim

$16,000 ($40,000 x 40%) as a

business expense deduction.


5. Lenders’ Deduction

	                                                                                            Example: A lender loans $5,000 to

an Enterprise Zone business. The

lender earns $550 interest and incurs

$300 of expenses directly related to

the loan. The lender may deduct its

net interest of $250 ($550 -$300)

from its taxable income.


· For lenders investing in the EZ, the net interest deduction is allowed for interest payments received from a business or trade located within an EZ before the expiration date of the enterprise zone (for IVEZ this will be Feb 28, 2021).

·  Net interest is calculated as being the full amount of interest received less any direct expenses incurred to make the loan (ex. commission paid to a loan representative and costs of funding the loan).
 Loans include business loans, mortgages and loans from noncommercial sources and were made after March 1, 2006



Maximum 1st Year Credit


[$7.50 x 150%] = $11.25


[$11.25 x 2,080] = $23,400


[$23,400 x 50%] = $11,700�
�
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