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SYLLABUS OF THE COURT

1. The date that a municipal corporation formally approves an enterprise-zone
agreement is the date on which the tax exemption effectively commences
for the limited purpose of determining when a construction worker is a
“new employee” under R.C. 5709.82(A)(1)(a).

2. An employee from outside the municipal corporation’s taxing authority who is
transferred to work in an enterprise zone is a “new employee” within R.C.
5709.82(A)(1)(b) to the extent that the employee is “first employed at the
site.”

LUNDBERG STRATTON, J.
I. Introduction
{1} R.C. 5709.62 permits certain municipal corporations to offer tax

exemptions to businesses that agree to create or preserve employment
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opportunities in economically blighted areas called enterprise zones. R.C.
5709.82 requires these municipal corporations to share income tax revenue
collected from “new employee[s]” with school districts located in the enterprise
zone to compensate them for tax revenue they had to forgo due to the exemptions.
The issues in this case involve the interpretation of the phrase “new employee” as
found in R.C. 5709.82(A).

{12} There are two definitions of “new employee” under R.C.
5709.82(A)(1). The first is “[p]ersons employed in the construction of real
property exempted from taxation.” R.C. 5709.82(A)(1)(a) (construction workers).
The second is persons “first employed at the site” of that real property and who
have not had their income taxed by the municipal corporation in question within
the past two years. R.C. 5709.82(A)(1)(b).

{113} The first question before us is when construction workers become
“new employee[s]” under R.C. 5709.82(A)(1)(a). We hold that they become
“new employee[s]” on the date that a municipal corporation’s legislative authority
formally approves the enterprise-zone agreement.

{14} The second question asks whether employees who are currently
employed outside the municipal corporation’s taxing authority, but are transferred
to the enterprise zone, are “new employee[s]” under R.C. 5709.82(A)(1)(b) to the
extent that they are “first employed at the site.” We hold that they are.

I1. Enterprise-Zone Legislation

{115} Determining who is defined as a “new employee” within R.C.
5709.82(A) will affect whether, and in what amount, a municipal corporation will
have to share income tax revenue collected from these employees with a school
district that forgoes tax revenue due to the exemptions. In order to assist in this
analysis, we must examine the statutory scheme that permits a municipal
corporation to encourage economic development through the creation of

enterprise zones.
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{116} The legislative authority of a municipal corporation can designate
a particular area as an “enterprise zone,” which, generally speaking, is a
geographical area that has suffered an economic downturn. R.C. 5709.62(A); see,
generally, R.C. 5709.61(A)(1). Once an area is designated by a municipal
corporation and certified by the Ohio Director of Development as having the
required criteria under R.C. 5709.61(A), the municipal corporation’s legislative
authority can enter into agreements with qualified businesses whereby those
businesses agree to create or preserve employment opportunities within the
enterprise zone. R.C. 5709.62(C)(1). In return, the municipal corporation can
provide a tax exemption for up to 15 years on the increase in value of the real
property developed by the businesses. R.C. 5709.62(C)(1)(b).

{17} In order to compensate school districts for the tax revenue that they
forgo because of these exemptions, the General Assembly enacted R.C. 5709.82,
which requires a municipal corporation to share income tax revenue that it
collects from new employees working in the enterprise zone with these affected
school districts. R.C. 5709.82(D). However, the sharing is required only if the
payroll of the new employees equals or exceeds $1 million. R.C. 5709.82(C)(2).

{18} If the threshold is reached, then the municipal corporation “shall
attempt to negotiate an agreement” to compensate affected school districts for the
tax revenue that they forgo because of the exemptions. R.C. 5709.82(C)(2). If
negotiations are unsuccessful, then the municipal corporation must compensate
the school districts pursuant to the formula in R.C. 5709.82(D). Id.

{19} Thus, the definition of a “new employee” is critical in two respects
with regard to a municipal corporation’s obligation to share income tax revenue
with affected school districts. First, tax sharing is required only if the payroll of
new employees meets or exceeds a $1 million threshold. R.C. 5709.82(D).

Second, assuming that the threshold is met, the number of employees working in
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the enterprise zone who are defined as “new employee[s]” will determine the
amount of income tax available to be shared if an agreement cannot be negotiated.

{11 10} In this case, appellants and cross-appellees, Massillon City School
District Board of Education and Perry Local School District Board of Education
(“school districts™) filed a declaratory judgment action, alleging that appellee and
cross-appellant, the city of Massillon (“city” ) failed to include on its payroll
construction workers as “new employee[s]” as required by R.C. 5709.82(A)(1)(a).
The school districts also alleged that the city failed to include on its payroll
persons transferred to the enterprise zone and not taxed within the past two years
by the city as new employees as required by R.C. 5709.82(A)(1)(b). Thus, the
school districts alleged, the city undercompensated them. Specifically, the school
districts alleged that construction workers become “new employee[s]” within the
meaning of R.C. 5709.82(A)(1)(a) on the date that they begin to construct
improvements on the real property. The school districts also alleged that the city
should have considered persons who were transferred to work in the enterprise
zone to be “new employee[s]” as defined in R.C. 5709.82(A)(1)(b).

{1 11} The city did not dispute that the construction workers were “new
employee[s]” within R.C. 5709.82(A)(1)(a). Rather, the city argued that
construction workers cannot be defined as “new employee[s]” until the exemption
on real property commences, and the exemption does not commence until the
calendar year after the county auditor assesses the value of the exempt property
and enters it on the tax list. The city also argued that employees who are
transferred to the enterprise zone are not “new employee[s]” within R.C.
5709.82(A)(1)(b) because they are not “first employed at the site.”

{1 12} The trial court held that a construction worker becomes a “new
employee” within the meaning of R.C. 5709.82(A)(1)(a) on the date that the
municipal corporation approves the agreement that grants the exemption. The
trial court also held that workers who are employed outside the municipal
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corporation’s taxing authority but are transferred by their employer to work in the
enterprise zone and who have not been taxed by the municipal corporation within
the past two years are “new employees” within R.C. 5709.82(A)(1)(b).

{11 13} The appellate court reversed the trial court’s first holding and held
that construction workers do not become “new employees” within R.C.
5709.82(A)(1)(a) until “the calendar year after the auditor notes the exemption on
the tax duplicate.” However, the appellate court affirmed that employees who are
transferred to the enterprise zone and who have not been taxed by the municipal
corporation within the past two years are “new employee[s]” within the meaning
of R.C. 5709.82(A)(1)(b).

{11 14} The issue of when a construction worker becomes a “new
employee” within R.C. 5709.82(A)(1)(a) is before this court pursuant to our
acceptance of the school districts’ discretionary appeal. The issue of whether a
transferred employee is a “new employee” within R.C. 5709.82(A)(1)(b) is before
this court pursuant to our acceptance of the city’s cross-appeal.

{1 15} R.C. 5709.82 provides:

{1 16} “(A) As used in this section:

{117} “(1) ‘New employee’ means both of the following:

{1118} “(a) Persons employed in the construction of real property
exempted from taxation under the chapters or sections of the Revised Code
enumerated in division (B) of this section;

{1 19} “(b) Persons not described by division (A)(1)(a) of this section
who are first employed at the site of such property and who within the two
previous years have not been subject, prior to being employed at that site, to
income taxation by the municipal corporation within whose territory the site is
located on income derived from employment for the person's current employer.
‘New employee’ does not include any person who replaces a person who is not a
new employee under division (A)(1) of this section.
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{120} “**=

{121} “(C)*>~=

{11 22} “If the legislative authority of any municipal corporation has acted
under the authority of * * * [R.C.] 5709.62, * * * to grant or consent to the
granting of an exemption from taxation for real or tangible personal property on
or after July 1, 1994, the municipal corporation imposes a tax on incomes, and
the payroll of new employees resulting from the exercise of that authority equals
or exceeds one million dollars in any tax year for which such property is
exempted, the legislative authority and the board of education of each city, local,
or exempted village school district within the territory of which the exempted
property is located shall attempt to negotiate an agreement providing for
compensation to the school district for all or a portion of the tax revenue the
school district would have received had the property not been exempted from
taxation.

{11 23} “If the legislative authority and board of education fail to negotiate
an agreement that is mutually acceptable within six months of formal approval by
the legislative authority of the instrument granting the exemption, the legislative
authority shall compensate the school district in the amount and manner
prescribed by division (D) of this section.” (Emphasis added.)

I11. The School Districts’ Appeal

{11 24} The appellate court determined that a construction worker does not
become a “new employee” within the meaning of R.C. 5709.82(A)(1)(a) until the
beginning of the calendar year after the auditor notes the real property exemption
on the tax duplicate. The appellate court began its analysis by stating that a real
property tax exemption is not effective until the calendar year after the exemption
is listed by the auditor. Similarly, the court asserted that the value of real property
does not change until the calendar year after the auditor marks an exemption on
the tax duplicate. The court then recognized that the tax-sharing provisions in
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R.C. 5709.82(D) make reference to “calendar-year computations.” The court held
that “the exemption begins in the calendar year after the auditor notes the
exemption on the tax duplicate.” The court reasoned that “[t]o hold otherwise
would create two disparate tax exemption periods, one for computing the tax
savings to the property owners who are granted the exemption, and another
different time period for computing the tax-sharing triggered by the exemption.”
We find that the appellate court’s analysis is misplaced and conflicts with the
purpose of R.C. 5709.82(A)(1)(a).

{1 25} We recognize that many construction projects begin shortly after
execution of the enterprise-zone agreement and may be completed within a year.
We also recognize that construction workers may make up the largest group of
employees that come to work in the enterprise zone. Therefore, if the exemption
does not commence until its value is reflected in the calendar year following its
valuation, the majority of construction workers will never be defined as new
employees because they are not working on “exempted” property. > This means
that the payroll of construction workers will not count toward the $1 million
threshold, which increases the likelihood that no tax revenue will ever be shared
with the affected school districts.

{11 26} The purpose of the tax-sharing requirement in R.C. 5709.82 is to
compensate school districts for tax revenue that they forgo because of the tax
exemptions granted by the municipal corporation. While an exemption may not
be recognized or realized in the same calendar year in which R.C. 5709.82
requires the municipal corporation to share taxes with affected school districts, the
fact remains that the school districts will suffer a loss of tax revenue when the

1. The city argues that construction workers who remodel or build additions onto existing facilities
after the property becomes exempt would be defined as new employees under R.C.
5709.82(A)(1)(a). We agree. However, the number of these employees is relatively small and
will never approach the number of construction workers who are initially employed at the site to
build or remodel existing facilities.
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exemption commences. Under the appellate court’s interpretation, affected
school districts will forgo this revenue without the benefit of the construction
workers’ payroll to count toward the $1 million threshold. In effect, the appellate
court’s interpretation reads construction workers out of the definition of R.C.
5709.82(A)(1), an interpretation that greatly reduces the chance that the tax-
sharing threshold will be reached. This result cannot be what the General
Assembly contemplated when it enacted R.C. 5709.82.

{11 27} We believe that the General Assembly was attempting to avoid
such a problem as evidenced by language in several provisions of the Revised
Code that address enterprise zones.

{128} R.C. 5709.61, the definitions section of the enterprise-zone
legislation, states that a “ ‘[n]Jew employee’ means a full-time employee first
employed by an enterprise at a facility that is a project site after the enterprise
enters an agreement under section 5709.62 or 5709.63 of the Revised Code.”
(Emphasis added.)

{11 29} Although this definition applies only to the provisions that pertain
to the creation of enterprise zones, as opposed to the sharing requirements of R.C.
5709.82, it nevertheless sheds light on the General Assembly’s definition of a new
employee in an enterprise zone.

{1 30} R.C.5709.82(C) provides:

{11 31} “If the legislative authority of any municipal corporation has acted
under the authority of [R.C.] * * * 5709.62 * * * to grant or consent to the
granting of an exemption from taxation * * *, the legislative authority and the
board of education * * * shall attempt to negotiate an agreement providing for
compensation to the school district * * *,

{11 32} “If the legislative authority and board of education fail to negotiate
an agreement that is mutually acceptable within six months of formal approval by
the legislative authority of the instrument granting the exemption, the legislative
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authority shall compensate the school district in the amount and manner
prescribed by division (D) of this section.” (Emphasis added.)

{1133} Similar to R.C. 5709.61, this language also indicates that the
exemption commences on the date of the agreement. This interpretation is the
only one that makes sense of the definition of “new employee” in R.C. 5709.82
for purposes of tax sharing.

{1 34} The city argues that under this interpretation, an affected school
district could receive a windfall if the exemption is revoked. We find that
argument to be meritless because taxes can be adjusted retroactively.

{11 35} Thus, we hold that the date that a municipal corporation formally
approves the enterprise-zone agreement is the date on which the exemption
effectively commences for the limited purpose of determining when a
construction worker becomes a “new employee” under R.C. 5709.82(A)(1)(a).
Accordingly, construction workers are “new employee[s]” within R.C.
5709.82(A)(1)(a) on the date that the municipal corporation formally approves the
enterprise-zone agreement.

IV. City’s Cross-Appeal

{1136} The city argues that employees who transferred from another
location to the enterprise zone and have not been taxed by the municipal
corporation are not new employees within the meaning of R.C. 5709.82(A)(1)(b)
because they are not newly hired employees. The city argues that the phrase “first
employed” in R.C. 5709.82(A)(1)(b) means only new hires. We disagree.

{11 37} A court must examine a statute in its entirety rather than focus on
an isolated phrase to determine legislative intent. R.C. 1.42; Commerce &
Industry Ins. Co. v. Toledo (1989), 45 Ohio St.3d 96, 102, 543 N.E.2d 1188.
After examining R.C. 5709.82(A)(1)(b) in its entirety, we find, consistent with the
school districts’ argument, that this statute defines a “new employee” primarily by
situs, not by employment status. Moreover, we find that to interpret “new
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employee” under R.C. 5709.82(A)(1)(b) to include only new hires would defeat
the purpose of the tax sharing required by R.C. 5709.82.

{11 38} The definition of a “new employee” within R.C. 5709.82(A)(1)(b)
essentially has two elements. The first is that the person must be “first employed
at the site.” This element is ambiguous. It could mean that the person must be
newly hired at the site. Alternatively, it could also mean that the person is
employed at this site for the first time, a requirement that would include persons
who are transferred to the site.

{11 39} However, the second element can be reasonably interpreted only to
mean that the person has not been taxed on his or her income by the municipal
corporation sponsoring the enterprise zone.

{11 40} Both elements address the location of a person’s employment in
relation to the municipal corporation’s taxing authority. Therefore, we interpret
the phrase “first employed at the site” to mean not only new hires, but also
persons who are employed at the site for the first time, including persons who are
transferred to the site from outside the municipal corporation’s taxing authority.

{1 41} Moreover, the purpose of the tax sharing is to compensate school
districts that have forgone tax revenue due to the exemptions granted by the
municipal corporation. R.C. 5709.82(B)(1).

{1142} Clearly, the municipal corporation will collect income taxes from
all employees who are “new” to the site regardless of whether they are new hires
or transferees from outside the municipal corporation’s boundaries. To interpret
the phrase “first employed at the site” to include only new hires means that a new
source of tax revenue for the municipal corporation is not available to the affected
school districts. Thus, interpreting R.C. 5709.82(A)(1)(b) to mean only new hires
is inconsistent with the purpose of the tax-sharing requirements because that
interpretation would not fully compensate school districts for taxes that they will
forgo due to the exemption.

10
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{11 43} Accordingly, we interpret the phrase “first employed at the site” in
R.C. 5709.82(A)(1)(b) to include both employees who are newly hired at the site
and employees who are employed at the site for the first time, including
employees who are transferred to the site from outside the municipality
corporation’s taxing authority.
V. Conclusion
{1 44} We hold that the date that a municipal corporation formally
approves the enterprise-zone agreement is the date on which the exemption
effectively commences for the limited purpose of determining when a
construction worker is a “new employee” under R.C. 5709.82(A)(1)(a). We also
hold that an employee who is transferred from outside a municipal corporation to
work in the enterprise zone is a “new employee” within R.C. 5709.82(A)(1)(b) to
the extent that the employee is “first employed at the site.” Consequently, the
payroll of these employees is included in the $1 million tax-sharing threshold set
out in R.C. 5709.82(D).
{11 45} Accordingly, we affirm in part and reverse in part the judgment of
the court of appeals and reinstate the judgment of the trial court.
Judgment affirmed in part
and reversed in part.
RESNICK, F.E. SWEENEY, PrEIFER, O’CONNOR and O’DONNELL, JJ.,
concur.

MOYER, C.J., concurs in judgment only.
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