COLORADO ENTERPRISE ZONE CREDITS

As business owners in Colorado, you have probably heard about Enterprise Zones but how much do you really know about what they are and what they mean to you?  This article gives a brief background of Enterprise Zones and a short description of the various credits that may reduce your businesses' Colorado Income Tax liability.
The Enterprise Zone project started July 1, 1986 by defining areas of Colorado that were deemed to be “economically distressed” and providing means whereby businesses could reduce their Colorado Income Tax in order to keep more money in the businesses’ pocket.  The primary goal of the Enterprise Zone project was to retain and create new jobs in these defined economically distressed areas.  In order to qualify as an economically distressed area the population of the area must be less than 80,000 persons and meet one of the following three criteria:  

· Unemployment rate is greater than 25% above the state average

· Per capita income is less than 75% of the state average

· Population growth is less than 25% of the state average

There can be various areas defined as economically distressed within each Enterprise Zone.  As an example, there are Enterprise Zone areas within the Colorado Springs city limits, as well as throughout the Pikes Peak region, but all areas of El Paso County do not qualify as Enterprise Zone areas.
An Enterprise Zone is created when local governments propose areas for designation as an Enterprise Zone.  The Colorado Economic Development Commission (CEDC) then reviews the application and approves or denies it.  The CEDC also reviews the Enterprise Zone data periodically to ensure that the above criteria are still met.  If not, the CEDC has the discretionary power to terminate the Enterprise Zone designation.  There are currently nineteen designated Enterprise Zones in Colorado.  
WHAT DOES IT MEAN TO ME?

All very well and good, but what does that mean to your business?  If your business is in an Enterprise Zone, there are 9 tax credits created by the state legislature and an opportunity for local governments to approve a tenth special district credit.  Each of these credits requires the business to complete a certification that needs to be signed by the Zone Administrator and attached to the Colorado Income Tax return for the year that the credit is claimed.
Some of the Enterprise Zone boundaries can be difficult to determine.  The Colorado Office of Economic Development has a listing of Enterprise Zones and links to their individual websites at http://advancecolorado.com/enterprise-zone/enterprise-zone-list.cfm.  Each Enterprise Zone website contains maps detailing the boundaries of the zones.  There is also contact information for each Zone Administrator who will be able to confirm if your business address is located in an Enterprise Zone area.

HOW DO I GENERATE A CREDIT?
The various credits and their relative values are listed below.

1) Tax credit for contributions to Enterprise Zone Administrators:  This credit is valued at 25% of cash donations and 12.5% of in-kind donations made to specific programs identified by the individual Enterprise Zone Administrators.

2) Tax credit for investment in equipment:  This credit is valued at three percent of the tax basis of equipment placed in service during the tax year and used exclusively in an Enterprise Zone for at least one year.
3) New facilities located in an Enterprise Zone, or businesses expanding in an Enterprise Zone, subject to certain limitations, may claim a credit of $500 per new employee.
4) Agricultural processing jobs, i.e. manufacturing or processing related to agricultural commodities, in an Enterprise Zone may claim a second $500 credit per new employee in addition to the amount in #3 above.
5) Agricultural processing jobs in new business facilities located in an “Enhanced Rural Enterprise Zone” qualify for an additional $2,000 credit per employee.

6) Tax credit for providing health insurance:  This credit is valued at $200 per year for two years for each new employee hired in an Enterprise Zone who is insured under an employer-sponsored health insurance program.
7) Exemption from Sales & Use Tax:  Manufacturers and mining companies located in Enterprise Zones are exempt from paying the state sales tax of 2.9% on manufacturing machinery and machine tools and parts when used within the Enterprise Zone.

a. In addition, purchases of materials to make the qualifying machinery, tools and parts are also exempt from the state sales tax.

8) Tax credit for job training programs:  This credit is valued at 10% of the cost of providing a qualified job training program to your employees.

9) Tax credit for rehabilitating vacant commercial buildings:  This credit is valued at 25% of the cost of rehabilitating buildings that are at least 20 years old and have been vacant for two years.  The credit is limited to $50,000.

10) Local governments within an Enterprise Zone can negotiate credits for qualifying new businesses with individual taxpayers.  These credits consist of: 
a. A refund of local sales and use taxes on equipment, machinery, and tools and supplies used within the Enterprise Zone

b. A refund of an amount not more than the increase in property taxes over pre-Enterprise Zone levels.

There are various limits, specific to each type of credit, regarding the total amounts claimed and as to how and when these credits can be carried forward to future tax years.  Your tax advisor can discuss each of the above options as it pertains to your specific situation.

As you can see, if your business is in an Enterprise Zone, there are several ways to reduce your Colorado Income Tax liability, keep more money in your pocket, and grow your business.  If your business is not in an Enterprise Zone, you can still make contributions to an Enterprise Zone Administrator and claim the 12.5% or 25% credit against your Colorado Income Tax liability.  As each Enterprise Zone Administrator has various programs ongoing at any point in time, contact your local Zone Administrator and ask about programs that fit your business.
