FINAL BILL REPORT
E2SSB 6175

C332L 24
Synopsis as Enacted

Brief Description: Concerning housing affordability tax incentives for existing structures.

Sponsors. Senate Committee on Ways & Means (originally sponsored by Senators Trudeau,
Billig, Frame, Kuderer, Mullet, Nguyen, Nobles, Randall, Saldafia, Valdez and Wilson, C.).

Senate Committee on Housing
Senate Committee on Ways & Means
House Committee on Housing
House Committee on Finance

Background: Retail Sales and Use Tax. Retall sales taxes are imposed on retail sales of
most articles of tangible personal property, digital products, and some services. A retail sale
is a sale to the final consumer or end user of the property, digital product, or service. If
retail salestaxes were not collected when the user acquired the property, digital products, or
services, then use tax applies to the value of property, digital product, or service when used
in this state. The state, all counties, and cities levy retail sales and use taxes. The state sales
and use tax rate is 6.5 percent.

The Multi-Family Property Tax Exemption. The multi-family property tax exemption
(MFTE) exempts rea property associated with the construction, conversion, or
rehabilitation of qualified, multiple-unit residential structures. Property owners must submit
an application for the tax exemption to the designated city or county. The city or county
may include additional eligibility requirements for the tax exemptions. Tax exemptions
available under the statute include:

» eight-year exemption;

» 12-year exemption if the applicant commits to renting or selling at least 20 percent of
multiple-family housing units as affordable housing to low- and moderate-income
households; and

e 20-year exemption if applicant commits to renting at least 20 percent of dwelling
units to low-income households for aterm of 99 years.

This analysis was prepared by non-partisan legislative staff for the use of legidative
membersin their deliberations. Thisanalysisis not part of the legislation nor does it
constitute a statement of legidative intent.
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Tax Preference Performance Statement. State law provides a range of tax preferences that
confer reduced tax liability upon a designated class of taxpayer. Tax preferences include tax
exclusions, deductions, exemptions, preferential tax rates, deferrals, and credits. Legislation
that establishes or expands a tax preference must include a tax preference performance
statement that identifies the public policy objective of the preference, as well as specific
metrics that the Joint Legidative Audit and Review Committee (JLARC) can use to
evaluate the effectiveness of the preference. All new tax preferences automatically expire
after ten years unless an aternative expiration date is provided or the tax preference is
exempted from expiration.

Summary: Saes and Use Tax Exemption. A city governing authority may establish by
resolution a sales and use tax deferral for a conversion of a commercial building to provide
affordable housing within the city if the legislative authority finds that there are significant
areas of underutilized commercial property and a lack of affordable housing in areas
proximate to the land. The resolution must include the application process, including the
approval and appeals process, and additional requirements, conditions, and obligations that
must be followed post approval of an application. A governing authority must hold a
hearing and provide notice of the time, date, and location of the hearing in a paper of
genera circulation in the city once a week for two consecutive weeks, 7 to 30 days before
the hearing.

An authorized administrative official or committee of the city may approve an application
and grant a conditional certificate of program approval if:

* the investment project is set aside primarily for multifamily housing units and the
applicant commits to renting or selling at least 10 percent of the units as affordable
housing to low-income households;

* the applicant commits to any additional affordability and income eligibility conditions
adopted by the local government;

* the project will occur on underutilized commercia property and is, or will be at the
time of completion, in conformance with all local plans and regulations;

* the area is located within an area zoned for residential or mixed uses and was not
acquired through a condemnation proceeding; and

* al other requirements of the city are met.

If a conditional recipient maintains the property for qualifying purposes for at least ten
years, deferred sales and use taxes need not be repaid.

Application. To receive an exemption an owner of property must apply to the city on forms
adopted by the city and verify the information provided in the application by oath or
affirmation.

The application must contain:

* information supporting the requested deferral;
 adescription of the investment project and site plan, and other information requested;
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» astatement of the expected number of affordable housing units to be created,;

* a statement that the applicant is aware of potential tax liability involved if the
investment project ceases to be used for eligible uses;

» astatement that the applicant is aware that the investment project must be completed
within three years and the governing authority may extend the deadline for
completion of construction or rehabilitation for a period not to exceed 24 months; and

* a statement that the applicant would not have built in this location but for the
availability of the tax deferral.

The governing authority may establish an application fee to cover the cost in administering
the program which must be paid at the time the owner applies for program approval.
Applications should be processed by the governing authority within 90 days.

Conditional Certificate of Tax Exemption. If the application is approved a conditional
certificate of tax exemption will be issued containing a statement that the applicant
complies with the application requirements. |If the application is denied the city must state
in writing the reasons for denial and send the notice within ten days to the applicant's last
known address. The applicant may appeal the decision within 30 days after receipt. The
appeal must be based upon the record made before the city with the burden of proof on the
applicant to show that there was no substantial evidence to support the city's decision. The
decision of the city on the appeal isfinal.

Sales and Use Tax Deferral Certificate. A conditional recipient must submit an application
to the Department of Revenue (DOR) before initiation of construction of the investment
project. The application must be made in a form and manner prescribed by DOR and
include:

» acopy of the conditional certificate of program approval issued by the city;

* estimated construction costs;

* time schedules for completion and operation; and

* any other information required by DOR.

DOR must rule on the application within 60 days and provide information regarding
documentation that must be retained in order to substantiate the amount of sales and use tax
actually deferred. DOR may not accept applications for the deferral after June 30, 2034.

After receiving the conditional certificate of program approval and approval of an
application by DOR, DOR must issue a sales and use tax deferral certificate for state and
local sales and use taxes on €ligible investment projects and keep a running total of all
estimated sales and use tax deferrals provided each fiscal biennium. The deferral certificate
is valid during active construction of a qualified investment project and expires on the day
the city issues a certificate of occupancy for the investment project.

Certificate of Occupancy. Within 30 days of the issuance of a certificate of occupancy for
an investment project the conditional recipient must file with the city:
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» a description of the work completed and a statement that the eligible investment
project qualifies the property for a sales and use tax deferral;

» astatement of the new affordable housing to be offered; and

» a statement that the work has been completed within three years of the conditional
certificate of program approval.

Within 30 days of receipt the city must determine and notify the conditional recipient
whether the investment project continues to qualify for the tax deferral.

If the city determines the investment project continues to qualify for the tax deferral, the
conditional recipient must notify DOR within 30 days of receiving the city's determination
report the project is operationally complete so DOR can certify the project and determine
the qualifying deferred taxes. If DOR determines that purchases were not eligible for
deferral it must assess interest, but not penalties, on the nonqualifying amounts.

The governing authority may extend the deadline for completion of the work for a period
not to exceed 24 consecutive months if the city finds that the work was not completed
within the required time period due to circumstances beyond the control of the conditional
recipient and that the conditional recipient has been acting in good faith and with due
diligence.

If acity denies a conditional recipient of a sales and use tax deferral they must notify DOR
and taxes deferred are immediately due and payable, subject to any appeal by the
conditional recipient. DOR must assess interest at the rate provided for delinquent taxes,
but not penalties, retroactively to the date of deferral. The conditional recipient may file an
appeal in superior court within 30 days of notification by the city to deny a deferral of sales
and use taxes.

Cancelation or Transfer of an Exemption. The conditional recipient must notify the city and
DOR within 60 days of a change in use or intended discontinuance with the requirements.
If the city discovers that a portion of the property no longer meets the requirements, the city
must notify DOR and all deferred sales and use taxes are immediately due and payable.
DOR must assess interest at the rate provided for delinquent taxes and penalties
retroactively to the date of deferral.

Transfer of investment project ownership does not terminate the deferral if the successor
meets the eligibility requirements. The transferor must notify the city and DOR of the
transfer and the city must certify to DOR that the successor meets the requirements of the
deferral. If the transferor fails to make the notification, all deferred sales and use taxes are
immediately due and payable. DOR must assess interest at the rate provided for delinquent
taxes and penalties retroactively to the date of deferral.

Reporting. Thirty days after the issuance of the certificate of occupancy and each year
thereafter for ten years, the conditional recipient must file:
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» an annual report with the designated authorities representative of the city that includes
a statement of the affordable housing units constructed; a certification that the
property has not changed use; a description of changes or improvements constructed
after issuance of the certificate of occupancy; and any additional information
requested by the city; and

» acomplete annual tax performance report with DOR the year after the certificate of
occupancy isissued and each year thereafter for ten years.

Beginning in 2025, any city issuing a certificate of program approval must report annually
by December 31st to the Department of Commerce on the:
» number of program approval certificates granted;
» number and type of buildings converted and affordable housing units resulting from
the conversion; and
* the estimated value of the sales and use tax deferral for each investment project and
total estimated value of sales and use tax deferrals granted.

Multi-Family Property Tax Exemption. The sales and use tax deferral may be granted if the
owner receives an MFTE for a conversion. For applicants receiving the MFTE, the required
amount of affordable housing units under the sales and use tax deferral program is in
addition to the amount of affordable housing units required under the property tax
exemption.

Conversion means the conversion of a nonresidential building, in whole or in part, to
multiple-unit housing.

Tax Preference Performance Statement. A tax preference performance statement specifies
that the objective is to expand affordable housing options for very low to moderate-income
households, specifically in urban areas where there is underutilized commercial property.

JLARC must evaluate the number of increased housing units on underutilized commercial
property and provide a report to the fiscal committees of the Legislature by December 31,
2032. If the review finds the number of affordable housing units has not increased, then the
Legidature intends to repeal thistax preference.

Voteson Final Passage:
Senate 48 1
House 94 2 (Houseamended)
Senate 46 1 (Senateconcurred)

Effective: June 6, 2024
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