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Approval of February 13, 2008 Task Force Meeting Minutes

The minutes of the first meeting of February 13th were unanimously approved.

Tax Incentive Programs in Other Parts of the Country:  What Has Worked and What Hasn’t

Chairman Tess pointed out that there are 26 states that have tax incentive programs, some of which work, some of which don’t.  He asked Mark Edlen to discuss his personal experience with rehabilitating historic properties.  

Mr. Edlen said he has rehabilitated  six or seven historic buildings in Portland and elsewhere.  He discussed some of the pressures involved in protecting and rehabilitating historic properties.  He said that it does not always pencil out in terms of payback and rate of return of the investment.  Cost of land has gotten really high, he said, and the real threat is to the smaller historic buildings.  He said several of his rehab projects introduced sustainability techniques.  He said the state property tax program helps in the sense that he can pass the savings on to the businesses that lease space in his rehabilitated buildings.  He felt more value was placed on historic buildings by locally-owned companies than those from out of state, and that historic buildings create a more interesting fabric in the neighborhood.  Renewable energy (solar for example) and the tax credit associated with it, is the biggest change that has happened in Oregon, said.  The alternative minimum tax is the second thing that has changed the face of development.  The historic property tax credit is also a good incentive to protect our historic fabric.
Chairman Tess asked Mr. Espey to talk about what US Bank does in terms of state tax credits.  Mr. Espey said his firm has about $4.2 million dollars of various investment credits, both federal and state.  He runs a division called the State Tax Credit Clearing House, which includes, among others, Missouri’s historic tax credit.  Since 1998 Missouri approved approximately $2.4 billion dollars worth of cost on the historic credits which generated upwards of ½ a billion credits, he said, and credited the success of Missouri’s historic tax credit program to its user friendliness in terms of transferability and recapturability.  Missouri’s credit is non-capturable, he said.  Once the state approves the cost associated with the 25% credit, the state issues the project owner those credits.  Usually the developer cannot use all the credits so they look for an investor to monetize them, which is where his firm comes in.  Right now, he said, his firm buys those credits at an 85 to 88 cent range.  This has helped many, many historic property projects that might not have happened otherwise.

Ms. Oberst asked if the banking community’s support was critical in getting the historic tax credit legislation passed.  Mr. Espey said it was.  
Mr. Poyser asked how valuable the historic tax credit would be in depressed areas of the state where there is little or no money to do a rehab.  Mr. Espey said it has been successful in rural areas of Missouri as well as the urban cities.  In answer to a question, Mr. Espey said the minimum amount of money that must be invested in a rehab order to get the Missouri state’s 25% credit was 50% of the acquisition cost of the property.

There was some discussion over rural versus urban, commercial versus residential.  In the rural areas you may have to be creative and look at multiple investors and multiple credits options, one of which could include the historic state tax credit.

Mr. Roper said that in Utah the state tax credit had a dollar amount threshold of $10,000 for residential.  It worked well, because what we were after in preservation was not wholesale gutting and rehabbing, but addressing ongoing needs.  An owner could apply for the credit each time they spent $10,000 on a project.  It worked well for those that did not have access to big chunks of money.  
Ms. Sidway said that kind of program would work well in Eastern Oregon for the mom and pop scenario.  Mr. Roper said it would work well for façade projects.

Mr. Espey said there were neighborhood assistance programs out there that address the needs of rural areas.  They aren’t necessarily specific to historic properties, he said, but something to look at.

Chairman Tess said the task force should look at other programs such as energy conservation and sustainability, programs that can tie in with the historic tax credit, become more mainstream.  

Mr. Poyser said Richard Moes was in Portland this past February and in his speech he tied in preservation with development, in essence saying there was more to look at then just the cost of development.  He said you have to look at tear down and disposal of debris costs, and look at the positives of historic preservation not only for altruistic reasons, but for cost savings and environmental reasons.

Mr. Einstein said when his firm gets a new state incentive program, historic or not, they ask their legal council to prepare a legal review of the program.  He said there are certain criteria and benchmarks his firm looks for to see if they will be interested in the program or not.  He passed out examples of his firm’s legal reviews on Kansas and Kentucky’s historic tax credit programs.  He said the reviews provide basic information to their investors.  He said both programs were good and user friendly.  He said the credits were available to both residential and commercial property owners and were transferable.

Mr. Starin suggested the task force produce a similar type document that could support their recommendations.

Chairman Tess asked Mr. Einstein for his insight on what makes a program work and what doesn’t.

Mr. Einstein said his firm, which represents developers, has been involved in helping write tax credit legislation in 4 states.  The only reason to offer an incentive, is to get someone to do something they otherwise wouldn’t do.  The concept of using a credit isn’t necessarily the most efficient way to use the money, he said.  Ohio, Rhode Island, and Maryland are examples of programs that do not work well.  Rhode Island is considering eliminating their current program and creating something else.  In Maryland the state actually paid out cash rather than credits for approved historic rehabs, and many times the developer did not even live in the state.  Ohio had a refundable credit to the first 100 people that applied.  Only 88 actually applied, and the amount credited to the first 33 of those 88 amounted to $120 million dollars.  They are now trying to find money for the rest of the 88 and in the meantime these developers are sitting there without any credits.

There was some discussion concerning up front fees for higher tax credits as opposed to no fees and less tax credits.  Fees sometimes keep out projects that shouldn’t be participating in the first place.  If you have a credit limit and an allocation system, like Maryland now has, it makes good sense because it keeps those that can’t perform out of the process.  There was further discussion concerning the pros and cons of selling tax credits, capping the credit, and grants programs versus tax credits.  
Mr. Roper asked if these states were changing their program requirements because the benefit was too lenient or too beneficial, or because of tough budget times.  Mr. Einstein said it was due more to tough budget times.  Real estate values have skyrocketed everywhere, so these historic rehab projects are costing more and more.
Mr. Tess concluded that the whole concept of tax credits was a bit more complicated than everyone thought and needed to be looked into further.  

Mr. Roper said what he was understanding was the most efficient way to craft a state tax credit would be to issue a certificate upon completion of a project that would be transferable within the state, but not outside the state, with a low threshold so it could work in the rural areas as well as urban, and no retro-active clause.  

Mr. Starin asked if it should be a limited program with a specific allocation.  Mr. Einstein said you should budget a number.  
Mr. Roper said you could limit it on the project itself.  The problem with having a yearly state cap is that you get the big developers in the larger cities who know the system coming in early, which could exclude someone from a rural area who is not familiar with the process and waits until later in the year before applying.  You have to come up with a dollar amount that makes sense for an incentive in Portland but does not exclude projects in the rural areas.  A limit per project may work better.   
Mr. Edlen said you could set up, for example, a program that allows 25% of qualified costs up to $2 million.  Another way to go would be to give the credit to the person who actually did the project, which might not necessarily be the owner, but maybe a tenant in a commercial building, or a relative of the owner of a residential property.

Ms. Sidway said the task force has to make the case that any program they recommend is for the public good.  
Ms. Catlin said it’s a matter of packing the right case examples that show the economic benefit of rehabbing historic property, not only for the property owner, but for community at large, and this can include sustainability, energy conservation, and viability of the surrounding structures.  
Mr. Roper said we have to show the economic benefit of rehab in terms of jobs created, viable re-use, leaseable space at lower costs to the tenants because of the benefit tied to the property, etc.  That should be the goal of whatever reconstituted program the task force develops.
There was a discussion of how to promote the public benefit for residential property.  Should there be a minimum investment on projects during the term of the benefit, whether it is a property tax freeze or an income tax credit.
Mr. Tess reminded everyone that allowing for a second term of the property tax benefit was geared toward commercial property.  Residential property was not allowed that option until the 2005 Legislative Session.
Ms. Sidway said the value to the public from the tax freeze results from the good stewardship of historic property owners.  The argument is more difficult for residential properties than for commercial properties.  
Ms. Catlin felt there needed to be a carrot for historic property owners, especially since living in an historic home in Oregon usually comes with some local ordinance regulations that are not imposed on owners of newer property.  Some local governments are able to offer local incentive programs, but there aren’t that many out there, so some sort of state incentive is good.

Mr. Espey discussed tax credit programs from the investor’s point of view and what makes a viable program.  They look at how the credit is earned, how it can be used, whether or not there is a re-capture and how it works.  Is it transferable?  Is it certificate or allocated-based?  He said transferring a credit to a non-profit was one way to get a good return on the investment.   
Mr. Tess suggested the task force could do a good sell of their recommendations if the information was packaged in the form of a nice booklet similar to what the State of Virginia did.  He said he would get a copy for everyone.  

Chairman Tess asked Mr. Boutwell, a homeowner whose property recently came off the tax benefit, to speak to the issue of what happened to him as a result of Measure 50.  Mr. Boutwell said essentially Measure 50 negated any benefit he might have had during the past 15 years because of the way the property’s value is recalculated under this recent measure.  He felt it was a real disincentive to historic home owners.  He took his case to Board of Property Tax Appeals and lost, so now he is going to take his case to the magistrate level.  
Mr. Poyser asked if there wasn’t a cap put on the amount of the value could be raised.  
Mr. Thummel explained how Measure 50 worked for a property that has been under the tax benefit.  He said in some localities property values have increased well above the county average.  In those cases, a re-calculation of a property that has been under the tax benefit can end up being higher than it would have if the property had never been in the program.  On the flip side, he said, there may be areas where the values are less than the county average, so the re-calculated value ends up being lower.  Mr. Thummel said both situations are perverse outcomes that we want to see go away.  He suggested that perhaps there could be a way to allow for reimbursement of the difference in values calculated rather than try and change the way the values are recalculated.  
Mr. Boutwell said he would keep the task force informed of how his case turns outs.
Subcommittees and Discussion Points
Ms. Sidway brought up an issue that was discussed at the Main Street Task Force issue concerning use of former Governor Barbara Roberts executive order requiring state government agencies to locate, where possible, in historic structures.  She said perhaps the task force may want to incorporate that issue into their recommendations in terms of smart growth and sustainability.  
Mr. Starin said Portland has a similar policy statement, but it has not really been implemented.  
Ms. Catlin said it has taken place in Albany, and that frankly the sentiment is largely people wish it was not happening in the downtown because of the issue of lost revenue.  It was agreed the issue would be discussed further at a later time.

Mr. Starin said getting the Legislature on board with the program is really important, and the earlier we do outreach with them the better. 
Ms. Sidway asked if this task force had any sort of budget to do public meetings.  
Mr. Roper said the members are permitted travel expenses, but there is no mention of marketing.  
Mr. Starin said he was concerned about subcommittees going off and doing their own thing and not having a consistent message out to public.  He asked if there could be a web page set up, or a mailing list so that people could have access to the meeting dates, and the doings of the committee as time goes on.  
Mr. Roper said that a web page was in the works, and information could be put out on the list serve.  This group was assembled because of its specific experience and knowledge to get in and come up with ideas that we could roll out people rather than asking them for their input.  We need to come up with some well thought out points that we put out there and say “Here is what we think and why.”  

Chairman Tess said the task force should make recommendations on improving the Special Assessment, and creat a draft for a tax credit bill.  
Mr. Starin said the task force needed a unified way of getting information out so people are not hearing different things from different people.  
Mr. Roper suggested that the “subcommittee” document and the “talking points” document be on the website.  He said the task force is welcome to devise a draft bill for a state tax credit, but the original charge is to come up with recommendations for revising the Special Assessment program.  There is already a place holder bill right now for that, he said, and we just found out that we have to submit draft language sooner than was expected.  Legislative Council wants to see our recommendations by July 14th.  There may be a bit of leeway, but not much, so we need to focus on this before we get into a state tax credit.

Ms. Sidway asked if there could be a fourth subcommittee set up for communication and outreach.  She also suggested the “Oregon Tax Issues and Other Incentives”  subcommittee be retitled to “Looking at the Existing Special Assessment Program,” and the “Programs from other States” be retitled to “New Practices, Incentives, and Opportunities.”  
Ms. Catlin said until we know what subcommittees 1 and 2 are going to be doing, we can’t do anything with subcomittee 3.  Maybe in the meantime someone can work on the communications and program benefit piece.  Ms. Catlin said she would be happy to work on both subcommittee 1 and 2, and everyone should get together for 3.  
Mr. Roper said he had hoped that all three subcommittees could move forward with the assumption that there will be a Special Assessment benefit, whether it’s called that or not.  There are core principals that could start taking shape, he said.  These are all “go out and research” assignments and then everyone comes back, compare notes, and comes to an agreement, and then move sforward to fine-tune the points.  
Chairman Tess said he agreed, and felt that everyone should come to the next meeting with their ideas for 1 and 3, which would then be hammered out and agreed upon.  He said Item 2 should move forward by itself, and that he would like to work on that, and thought Mr. Thummel should be involved.  He also mentioned that the National Trust for Historic Preservation had offered some help to the task force if they needed them for anything.  We also need to address the concerns of Senator Walker, he said.  

Mr. Roper said the idea of subcommittee 2 was to look at other state tax programs, and subcommittee 1 was to look within the state and address the constitutional issue, executive order, and other incentive programs that could mesh with the Special Assessment program.
Chairman Tess asked each member to review the existing statute and decide what works and what doesn’t, and review what the issues the SHPO staff has raised, and issues raised by the Legislature, i.e., residential versus commercial, whether or not the local jurisdictions should be more involved in monitoring the program, fees, Measure 50, a Preservation Plan, what is the public benefit, all those things.  Does the preamble to the statute need to be revised, or not?  The subcommittees should be formed at the next meeting.
Mr. Thummel felt the task force that worked on this back in 1992 did a fairly good job of making the case for public benefit, and if we follow that model for making that argument we would be on the right track.

Mr. Roper felt everyone already agrees there is a public benefit to historic building, communities, local economic revitalization, tourism, sustainability, and we could make these bullet points, and echo the things that came out of the 1992 Task Force document without having to reinvent.  
Ms. Oberst asked if we had any facts and figures within the state to support the questions we are asking.  What is the dollars and cents benefit.  
Ms. Catlin said we could have some current models to answer that question. 
Mr. Roper said the task force did not have the funding to do that sort of study, so they could fall back on studies that have already been done, and give a head nod toward the issue.  
Chairman Tess said several case studies from several regions of the state could be included in the recommendations, but that can happen through a subcommittee.
Chairman Tess said he and Mr. Roper would work up items for the next agenda and get it out to the task force members.  The questions everyone should think about for the next meeting are:  Should we keep the Special Assessment program or not, and risk having no incentive program at all?  If we support continuation of the program, should it be for commercial property only?  Should there be a second term?  Until we can all agree on these we can’t move forward.  
Mr. Roper said the discussion points could be used as a starting place for each one’s list of questions they can bring to the next meeting.    
The members discussed dates for the next two meetings.  The dates agreed upon were April 25th, in Salem, from 9-noon, and May 20th, in Portland, from noon-3.

Staff will supply the task force members with a copy of the original Special Assessment bill.
Mr. Starin moved to adjourned, and was seconded by Mr. Thummel.  The meeting was adjourned by the Chairman at 3:45pm.     
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