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ACTI ON NARRATI VE

1:31:17 PM

CHAIR DENNI S EGAN called the Senate Labor and Conmerce Standing
Commttee neeting to order at 1:31 p.m Present at the call to
order were Senators G essel, Paskvan, and Egan.

SB  23-FI LM PRODUCTI ON TAX CREDI T

1:33:16 PM
CHAI R EGAN announced SB 23 to be up for consideration.
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SENATOR JOHNNY ELLIS, sponsor of SB 23, said the goals are
pretty sinple: they want to continue the amazing growh and
success of Alaska's burgeoning film and TV production industry.
Many peopl e thought it was "pie in the sky" and woul dn't happen,
but "things are com ng along very nicely."

He explained that SB 23 offers to extend the successful tax
credits, a signal that the tax incentives are here to stay for a
significant period of tinme. So, investnents can be nade that

will take this industry to the next level - in particular, a
sound stage and sonme other facilities. He said folks in the
busi ness conmunity have the resources and are willing to make

t hose investnents, but they need to know that the tax credits on
the production side wll be available Iong term

SB 23 would extend the tax credits for 10 years in tw $100-
mllion, five-year increnents - not unlike the state does for
ot her industries when they want to incentivize private sector
wor k.

1:34: 23 PM
SENATOR DAVI S joined the commttee.

SENATOR ELLIS said it has been hard to find a brand new i ndustry
for the state and this film program is successful so far.
Extending the incentives would continue bringing new noney and
investnments into the Al askan econony and put Alaskans to work.
He said they have already seen the benefits of recent nulti-
mllion dollar productions where hundreds of Alaskans were
working as cast and crew in jobs as varied as electricians,
carpenters, truck drivers, caterers, security guards, and
pl unbers. This industry isn't just glanorous; it's real down-to-
earth small business and job opportunities for Al askans.

SENATOR ELLI S added that businesses across the state, both urban
and rural, have been able to hire sone people and do work during
the off season. For instance, commercial fishernen that usually
sit around in the winter tine were able to work on "Everybody
Loves Whales." The original legislation was passed in 2008 and
everyone tells him that is why things have gone to the next
level. Since its inception in 2008, 15 productions have received
tax credits for a total of 910 days and had a total "Alaska
spend” of $15 mllion. As of January 2011, an additional 28
productions are prequalified for the incentives. If all of these
productions are conpleted, there will be an estinated additiona
Al aska spend of alnmpst $84 mllion. This brings the total
projected boost to the Al askan econony of nearly $100 nillion
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since 2008. Several people have asked why this should be done if
Al aska doesn't already have a trained workforce, but his
response is get the industry going and get Al askans on those
j obs!

1:39: 08 PM

CURTI S THAYER, Deputy Conm ssioner, Department of Comrerce,
Communi ty and Econom ¢ Devel opnent (DCCED), introduced Ms. Ayers
and said she would present an overview of the Alaska Film
Ofice.

WANETTA AYERS, Director, Dvision of Economc Devel opnent,
Department of Conmerce, Conmmunity and Econom c Devel opnent
(DCCED), said the statutory authority of the Alaska Film Ofice
outlines five responsibilities: to cooperate with the private
sector to pronote Alaska as a film destination, to provide
production assistance, to certify film production internship
progranms, and to cooperate and co-administer the Alaska Film
Production Incentive Program with the Departnment of Revenue
(DOR) .

Wth regard to private sector collaboration, a nunber of
different tactics are being pursued. The first is the website
filmal aska.gov, which provides a variety of information about
the program and filmng in Alaska. She said they have worked to
engage a variety of industry organizations, trade associations,
and allied groups to help them find out what the opportunities
in the Alaskan film industry are. Qutreach to the business
community and others that benefit from the film industry is
bei ng done so that they are aware of what the opportunities are
- and the phone rings every day about this program

1:42: 14 PM

M5. AYERS said with regard to pronoting Al aska, the Film Ofice
is engaged in print advertising in a variety of different
i ndustry magazines and directories to make sure the nessage is
out there. They attend a variety of different trade shows and
other events to pronote Alaska as a film location and talk to
producers - and there is a great deal of interest. She showed
them a program brochure outlining the incentive program and sone
of the recent activity that is happening in Al aska.

1:43: 42 PM

She said no industry springs forward fully formed. Now they have
this initial interest in this new industry and various state
agencies are looking at what their role can be; this includes
the Departnment of Labor, the University, other private sector
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efforts for on-the-job training, and other outreach efforts to
just help develop the workforce that will neet the needs of this
i ndustry.

She said the Film Production Incentive Program has a process of
prequalification; that is, going through the production process
and submitting the final application; having that approved and
then advancing it to the DOR and receiving a tax certificate
which in turn gets sold to soneone wth a corporate tax
obl i gati on.

She said two productions were in the queue as this presentation
was being developed. One of them may have been approved
recently, but overall they have approved 44 pre-qualifications.
Over the life of the program (the last three years) 14 approved
tax credit applications have been advanced. The total production
value for the prequalified applications is about $34.5 nmillion
those tax <credit applications that have been received and
approved, about $4.8 million. And those nunbers are changing as
the next two productions are approved.

1:46: 21 PM
M5. AYERS said the Film Ofice has 1.5 full-tine equivalent
positions. Dave Wrrell is their devel opnment specialist and he

manages the office; Erin Gora is the admnistrative assistant.
Deputy Conm ssioner Thayer and Speci al Assistant to the
Conmi ssi oner Roberta Gaham  Communi cations Coordinator Mark
Kel sey, and herself have conmtted a great deal of tine over the
| ast year to this program

1:46:58 PM

M5. AYERS said the original fiscal note anticipated operating
costs of $275,000/year, but for this fiscal year they had a
$283, 000 budget. The additional support costs are undeterm ned,
and the program has unal |l ocated overhead costs of about $28, 000,
for a total of $310, 000.

1:47: 57 PM
ROBI N CORNFI ELD, Vice President, Conmunications and Marketing,
Nana Devel opnent Corporation, Nana Regional Corporation, said

she supported SB 23. It helps create a new industry - that of
making nmovies - in Alaska that is a renewable resource. They
support expanding the filmtax credit incentive as it will |ead

to further economc expansion and private sector jobs. Nana
Devel opment Corporation's investnent in Alaska's film industry
is a natural. They are an Al askan conpany focused on creating
training opportunities and jobs for their shareholders nost of
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whom live in Al aska. They also have the expertise necessary to
support the industry.

She said that Nana is investing in building the infrastructure
for a filmindustry in Alaska, and this expanded tax credit is a
key to its success. Last Septenber, they partnered wth
Evergreen Filnms that has invested $10-million in a studio in
Anchorage specializing in 3-D filnms for a general audience, and
they are currently filmng an animted dinosaur novie there
usi ng real Al aska as a backdrop.

She said that in order to support this industry Nana is creating
a new conpany that will provide one-stop shopping for conpanies
maki ng novies in Al aska. Nana already has the expertise in many
fields that are necessary for the filmindustry fromcatering to
security, transportation | ogi stics, construction, nobi | e
surveyi ng and | odgi ng.

1: 51: 08 PM

She said WHPacific wuses light detection and ranging radar
technol ogy, called LIDAR [Light Detection And Ranging], for the
pur pose of surveying roads, but Evergreen Films found it could
be used in developing the animated dinosaur novie. It does
surveying faster than the traditional nethod. She brought this
up because it was a surprise to find out that one of their
conpani es had technology that another one of their conpanies
could take advantage of. So, WH Pacific, a Nana company, isS now
involved in marketing its newfound film services business to
ot her studios and production conpanies. This is one exanple of
t he unknown benefits of Al askans working with the filmindustry.

M5. CORNFI ELD said Nana spent a long tinme studying the industry
before choosing to invest in it. They discovered that domestic
consuner spending for filmed entertai nnent has grown year over
year over the past decade including 2008 and 2009 which were
recession years, and that during those years spending also
i ncreased. They also analyzed how the industry mght grow and
found that the US accounts for 6 percent of the world's
popul ati on and approximately 50 percent of the consuner dollars
spent on filnmed entertainnment worldwi de. But internationa
mar kets are becom ng nore inportant and are expected to continue
to out pace donestic growh in the near future.

Vancouver is one exanple of the inpact a tax incentive and
investment in the film industry can have, she said. Starting
with a little TV show in 1994 called "X-Files," it has seen
novi e production values grow from $400 million to nore than $1.2
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billion, and the industry has helped create nore than 20,000
j obs.

M5. CORNFIELD said because they believe so strongly in the
future of Alaska's film industry, Nana Evergreen and other
private sector partners have begun investigating the possibility
for devel oping a sound stage in Anchorage. This, along with the

tax credit, they feel, wll encourage nore producers to cone to
Al aska.

1:54:13 PM

M5. CORNFIELD showed a slide of a five-year period from the
beginning of «creating a film wuntil it 1is released. The

production takes about three years and then film ng begins. So,
| engthening the tineline for projects to qualify from 24 to 36

nmonths (included in the legislation) wll help attract nore
producers to use Alaska as a location. Expanding the dollars
all owabl e under the tax credit from $100 mllion to $200 is
inmportant as well, as it wll allow the industry to grow in

Al aska as the infrastructure grows.

She said Nana's mssion is to inprove the quality of life of its
people. It has a sinple overall strategy to invest in conpanies
with potential for growh and to look for opportunities that
will provide training and jobs for shareholders. She said the
foundation for this growing film industry started with the
original Alaska film production incentive program but the
future success of the industry is based upon novie producers
choosi ng Al aska over several other states and countries in which
to shoot their filns. "Everybody Loves Whal es” and the economc
inpact of filmng in Alaska is a good success that can be built
upon. Al aska resident wages were nore than $4 nillion; goods and
services purchases were above $7.5 mllion. Al askans were in
front of and behind the canera, 12,000 hotel roons were used and
nore than 8,000 days of rental cars were purchased.

1:58: 03 PM

DEBORAH SCHI LDT, Alaska Crew Training, and Bryce Habegar
i ntroduced thenselves. M. Schildt said they both supported SB
23. She said she is a co-founder and program adm nistrator for
an educational 501(c)3 called "Alaska Crew Training, Inc." She
said their training program would not exist except for the
success of Alaska's filmincentive bill.

M5. SCHI LDT said her background is film school in Canada, then a

nove to Los Angeles where she started in the film business on
features like "CGoonies" and "MWy Grl." After 20 features, 200
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commercials and 28 years later, she calls Al aska honme. This past
year she was one of two Al askan casting directors on "Everybody
Loves Whal es. "

In 2009 with passage of Alaska's filmincentive bill they saw a
need for training a larger workforce. AFG wasn't interested at
that tinme, so Alaska Crew Training was forned. Now, according to
a recent article in the Anchorage Daily News one would have to
watch TV 24 hours a day for two weeks straight to see every new
epi sode of Al aska-based reality progranmng since "Deadliest
Catch" first launched in 2005. No other state has nore cable
shows per capita than Al aska. "W've entered our next gold
rush,” she said. "It's Al askan-based stories shot here and shown
around the world."

2:01:16 PM

She said an executive producer on "Everybody Loves Wal es" gave
her this |ist when asked what the industry was | acki ng:

-a film office fully engaged with a website that really works
for producers

-a sound stage, nore equi pnent

-nore infrastructure

-and a larger trained workforce

A trained workforce needs a basic understanding of how film
producti on works and on-the-job training opportunities. She said
49 out of 63 speaking roles in "Wales" were cast with Al askans
who earned a conbined income of over $160,000; two Al askans
| anded lead roles and earned over $20,000 in seven weeks, two
ot hers over $16,000. They cane from conmunities across Al aska,
not just the big towns.

When "Act 1" forned in 2009 they |ooked at other film training
prograns to help them cone up with a basic program that could
grow with the industry. It was foolish to train workers w thout
projects, so they held off offering classes until they knew
there were jobs coming into the state. In 2010 their Production
Bootcanp 101 was | aunched. To date six Bootcanps have been held
and nearly 100 people have gone through them The Bootcanps wl|
be continued in 2011 and they hope to branch out beyond
Anchorage with on-line offerings and start Level 1 and Level 2
courses with instructors from the Anerican Film Institute. She
rel ated how | ocal people successfully started training and found
careers by working on "Wuales." She related how many people are
taki ng cl asses and working on productions |ike "CGhost Vision."

SENATE L&C COW TTEE - 9- February 17, 2011



M5. SCHI LDT said many Al askans have mgrated outside of Al aska
for schooling, for jobs and careers in the business, but she
t hought the incentives mght give thema chance to cone honme and
find work in the industry here. Their vision is to continually
increase their class offerings - starting with entry l|evel jobs
because Alaska has a I|imted pool of seasoned experienced
wor kers. Their Level 1 and Level 2 classes are best suited for
i ndi viduals who already have sone on-the-job training and are
|l ooking to increase their skill sets. They are headed toward
deepening Al aska's crew base to accommpbdate two |arge features
at the sanme tine by building up to 500 graduates over the next
three years. She said while they have been recognized by the
Alaska Film Ofice as a training resource for crew, all Al askans
can continue to work together on building a workforce.

2:06: 52 PM

WOODRUFF  LAPUTKA, film maker and graduating student from UA
Anchorage, said he supported SB 23. He described sone of the
opportunity it has brought about. He was a journalismpublic

communi cations major and found he Iliked working wth film
maki ng. When he found that there weren't enough prograns capable
of supporting his interest in filmng, he attended the

University of Sterling in Scotland for one year working with BBC
and Channel 4 professionals to gain that experience. He returned
to Anchorage and is now finishing his BAin journalism but with
a vast added interest in the future of Alaska's filmindustry.

2:10: 13 PM

He said this state has a rich culture in pioneering, and the
interesting thing about the film industry up here is that it
acts just the sane as anything el se. You have pioneers who take
those "pie in the sky ideas” and nake them reality. In Al aska,
in particular, the infrastructure is so new that anybody can
contribute and becone a pioneer. As a graduating student and a
young man, M. Laputka said, he wants to make his career in
Al aska. The opportunities are now here. Plenty of productions
came through in the fall and even nore are comng through in
2011. A vast anount of material is being devel oped here.

MR. LAPUTKA said as a film naker, he |ooks for being able to
work in an area that can pay his bills but also that 1is

conducive to what he requires. One thing that will keep himin
Al aska is extending the film tax incentives and, for one nain
reason: it wil | better enhance the opportunities for

establishment of a functioning infrastructure so that they can
express not only their art but also their business.
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He said the various conponents of the infrastructure are being
pi eced together so that it wll function well. It is working
simlarly to the way it happened in Vancouver 20 years ago.

The University of Al aska Anchorage (UAA) doesn't currently have
a film program but there is a proposal to have one at the
University of Al aska Fairbanks (UAF). He related that he created
his own program and had it signed off by his professors and
departnent heads. Wien it cane down to the brass tacks and he
sought that experience he had to go elsewhere. That does not
mean that Alaska doesn't have the ability to satisfactorily
supply the kind of experience and education needed in order to
establish a filmprogram It only neans that it hasn't devel oped
the focus to create a program like that. Now the focus is here,
because the tax incentive is here. Now is when the
infrastructure is building.

2:13:38 PM

Foreign interest and foreign investnent is going to be the big
bolster in what wll decide how the growh and future of this
filmindustry will go. In order for that to occur, nore tine is

needed to insure that they have an interest in com ng here and
the tax incentive. As a young film maker who originally cane
from Florida, M. Laputka said he has a big interest in
continuing his career here in Al aska.

2:15: 24 PM

D. K. JOHANSTON, independent filmmaker in Al aska, said he has been
an Al askan resident since 1997. He noved up originally from
south Texas, but he has gained a real big foothold in the state
as a film maker. He attended m ddle school here, graduated from
Service Hgh School and obtained his Bachelor's degree in
journalism public communication at UAA in 2006. Later he wanted
to pursue his passion of film making and had to | eave the state
where he obtained his MA degree in film for the New York Film
Acadeny out of Los Angeles. He got to see how the "Hollywood
systentf works, and he said that "they |ove us up here." They are
intrigued by the kind of |andscapes Al aska has to offer and the
talent it has to bring to their personal projects.

He said many in the Anchorage LIO can testify to the pros and
cons of getting a film production program at UAF. The staff
there has been organizing to inplenment an education program
which would open doors for many Al askans to train and work
professionally in the film production industry. If this program
is successfully added into the state's education system it
could help increase the nunber of trained production crew to
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conpensate for various productions looking to shoot here, and
future film makers woul d be capable of taking on larger roles in
production that could potentially increase |ocal production of
notion pictures. Rght now the nmpjority of educated and
experienced production crew in the state receive their training
el sewhere and those who have returned are now doing their best
to train others interested in nmaking film production a career.

MR. JOHNSTON said he cane back to Anchorage to take part in the
film industry because as people have said today, Hollywod is a
stepping stone for many productions. The mnmgjor studios are
| ooking to shoot their filns in states |ike Al aska which offer
very nice tax incentives. In order to remain conpetitive,
however, W th ot her states and countries est abl i shing
prof essional crew base and a film degree program in the
University of Alaska is an inportant step in the right
direction. He hoped extension of the film tax incentive program
woul d encourage branches of the UA system as well as |ocal
school districts to increase their education in film and
television production. He sunmarized: "The nore education our
state can provide in these fields the nore likely we are to
encourage other Al askan students to consider continuing their
education and training here at hone as opposed to going
el sewhere.”

2:18: 55 PM
ALLEN ERI CKSON, White Fox Studios, said he would |et another
producer, Larry Golden, take his tine to testify.

LARRY GOLDEN, Aurora Filns, said he had been nmaking filnms and
television in Alaska for 37 years and has witnessed a |ot of
productions going on by both his colleagues here in the state
and sonme from outside. He said his work has been nom nated for
two national Emy awards and it has appeared on PBS in the
national prine tinme schedule several tines; he has won many
national film festivals and was the executive producer for the
nost successful locally financed feature film "Spirit of the
Wnd. "

MR. GOLDEN said he supported the goal of bringing production
conpanies into the state. Every dollar they spend here is
another dollar that goes into Al askans' pockets and those
dollars circulate. But he wanted to see sonething nore happen
through this program which is for legislators to use incentive
prograns to further incentivize or enable |ocal ownership of
nore media production conpanies. He explained when a non-
resi dent production conpany conmes here, they spend noney, and
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that is good, but if an Al askan production conpany owns a
production, and it's a comercially successful TV series or
feature film the profits fromthat distribution stay in Al aska,
and that is vitally inportant.

He said New Mexico has found a way in its incentive programto
score points for production conpanies comng into their state
and to adjust the tax benefits in such a way that non-resident
conpani es that wuse |ocal personnel in key creative positions,
such as directors and witers, not just positions as crew or
truck drivers, that provides a nuch greater benefit to the
state. It helps ensure that the stories that are told and the
way they are told are nore realistic and nore consistent wth
the real Al aska. That can be enhanced through the incentive
pr ogram

MR. GOLDEN added that in 1976, he was the one who proposed to
some legislators that the state legislature create a |egislative
tel econferencing network. That idea was picked up and he was
hired as staff to the task force that set up a denobnstration
project of teleconferences. They held six audio and three video
tel econferences. He said it does his heart good to see it being
used for the benefit of people around the state.

2:26: 06 PM

JAMES MCLEAN, independent screen witer, Anchorage, said he
noved to Alaska in 1976, and that he had seen a lot of filns
that were allegedly set in Alaska. And as an Al askan screen
witer he winces every time he sees a deputy sheriff in a county
in Al aska because there is no such thing.

SENATOR MENARD j oi ned the commttee.

MR. MCLEAN said of the six features he has finished, four were
optioned, one is in production, and another is in preproduction.
They are using Al askan crews, actors, producers, and Al askan
nmoney for the nost part. One of the reasons he can do
"Doppel ganger Principal™ (a film starring Ed Asner) here, 1is
because of the incentive program It wouldn't happen wthout it,
because it's too speculative for a lot of people. This program
is critical for filmse to be made in Al aska about Al aska and
about Al askan peopl e.

CHAI R EGAN t hanked everyone for their comments and said he would
hold SB 23 and continue taking testinony next Tuesday.
SB 64- RESEARCH AND DEVELOPMENT TAX CREDI T
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2:32: 07 PM
CHAI R EGAN announced SB 64 to be up for consideration.

CURTI S THAYER, Deputy Conm ssioner, Departnment of Comrerce,
Community and Econom c Devel opnent (DCCED), thanked them for

hearing SB 64. It establishes a 20 percent tax credit for
qualified research and devel opnment (R&D) conducted by corporate
taxpayers in Alaska. In effect the R& tax credit would

stinulate private sector investnent, entrepreneurial activity
and business expansion in the state while bringing opportunity
and associated long-term benefits to the state's econony. This
legislation wll allow Alaska corporations to receive a 20
percent tax credit not to exceed $10 nmillion per taxpayer per
year. The payroll of the enployees nust take place in Al aska. To
qualify for R& activities it nmust neet the followng
requi renents:

- The purpose is discovering information

-Information technology in nature, the application of which is
intended to be useful in the devel opnent of a new or inproved
conponent of the taxpayer; all +the activities constitute a
process or experimentati on. The experinentation is for
qual i fying activity or purpose.

The bill would inpose a reporting requirenment on the Departnent
of Revenue so the legislature and the public are aware of the
fiscal inmpact and the econom c benefits of the R& credit to the
st at e.

MR. THAYER explained the way the credit would work is that a
percentage of qualified R&D expenditures that exceed the average

qualified R&D expenditures for three years i mredi ately
proceeding that year for which the credit is clained. Unused
credits will be carried forward for up to seven years after the

expenditure for which the credit is clained. In order to prevent
a corporate taxpayer from claimng nore than one benefit for a

single expenditure, the bill would also provide that a credit
may not be <claimed for expenditures that the corporation
deducted in calculating its tax Iliability or for which it

claimed a federal credit that has been apportioned to Al aska.
Exanpl es of activities that would qualify for these credits are
the developnent of new and inproved product processes and
formul as; devel opnent of prototypes for nodels; building or
i mproving manufacturing facilities; developing or inproving
software technologies; and developnent or application for
patents. Activities that would not qualify are the exploration
activity to assertion of the existence, |location, extent or
quality of any ore or mneral deposit; duplication of existing
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busi ness conponents, surveys or studies such as narket research;
advertising. Routine data collection and research into social
sciences, art or humanities would not qualify.

2:36: 35 PM

WANETTA AYERS, Director, Dvision of Economc Devel opnent,
Department of Conmerce, Conmunity and Econom c Devel opnent
(DCCED), said she would anplify a couple of points that M.
Thayer raised. She reiterated that this is nodeled after an
existing federal R& tax credit that was established in 1981. It
has been reauthorized 14 times and is currently authorized
t hrough 2011. There is a great deal of sentinent on a national
level to have it reauthorized permanently. The Internal Revenue
Code enbodies a four-part test to determne what qualifies as
research and devel opnent. The activity has to be technol ogi cal
in nature; there has to be sone |evel of uncertainty, there has
to be a process of experinentation, and it has to be for a
permtted purpose. The idea is that there is sonme |evel of
product or process innovation that wll lead to newy
commercialized activity or product.

M5. AYERS said on the national l|level they may be hearing about
the concept of the "innovation agenda." Recently the "Anerica
Conpetes Act" made a nunber of changes about how econonic
development is addressed on the federal level. Sonme key
conponents of this are to accelerate the comrercialization of
new technol ogi es, products, process and services. Wthin EDA
they have established a new Ofice of | nnovation and
Entrepreneurship that is to foster i nnovation and the
commerci alization of new technol ogies, products, processes and
services with the goal of pronoting productivity and economc
grow h. She explained that President Gbama characterized our
nation's goal is to "out-build, out-innovate and out-education
and out-hustle the rest of the world" so that we wuld be
econom c survivors.

She said that 34 other U S. states have sonme form of R&D tax
credit or incentive. They don't want to necessarily "conpete
away" R&D activity fromthem but to equalize the playing field.
For every $5 increnent in R& expenditures, $1 would be credited
back.

SENATOR PASKVAN said in the last bill with tax credits they
dealt with people from a specific industry, and he didn't see
anyone in the R&D industry asking for this. He asked if they
were working with anyone in particul ar.
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M5. AYERS replied the concept cane out of the Council of
Econom ¢ Advisors that provides advice to Conm ssioner Bell and
the departnent. A nunber of nenbers have seen the credit work in
other states. A nunber of businesses could benefit, but they
could not be here today.

2:41: 04 PM

JOHANNA BALES, Deputy Director, Tax D vision, Departnent of
Revenue (DOR) said the governor is interested in diversifying
the state's econony and believes this is a step in the right
direction. Maybe in a few years industries will be saying how
great this credit is for them just like the filmincentive.

SENATOR PASKVAN said the other bill had a cap for the incentive,
but he saw $10 mllion per business here and he wanted to know
t he thought process behind it.

M5. BALES responded that the process is different. The Film
Ofice certifies those expenditures ahead of tine and they have
a general idea of what they are looking at to create a cap. Wen
conparing it to other types of credits, it's very difficult to
pi geonhole R&D expenditures for an entire group of corporate
i ncome taxpayers. For instance, they could cap it and then find
out after three nonths that they have run out of noney; this
type of credit doesn't lend itself to the pre-approval process.

SENATOR PASKVAN said he was trying to get an understanding of
what 20 percent is now and what it would be three years from
now. As he understands it now they get to deduct 100 percent of
their expenditures; so do they get an additional 20 percent
credit?

M5. BALES answered no; if they take the credit they can't also
take the expenditure. They can't get both. She explained that
they are hoping to attract new corporate inconme tax payers,
because the only tine they would get the credit is if the R&D
activity actually increases in the state. So, if you are soneone
who is already conducting R& activity in the state and you
increase it this year, you wll get a credit for 20 percent of
that increase. But if you are soneone who has never operated
here, your base is going to be zero. So, any new R&D you do, you
woul d get 20 percent of all expenses.

SENATOR G ESSEL said M. Bales frequently talks about

corporations, and asked if this credit would also apply to an
i ndi vi dual .
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MS5. BALES answered no; just corporations. Individuals don't pay
an income tax in Al aska.

SENATOR G ESSEL said she was thinking about Al aska Aerospace
Corporation that wants to attract sone corporations to Al aska to
do sone | aunches. If those <corporations are doing sone
i nnovative research, would they qualify for this kind of tax
credit?

M5. BALES answered they may if they neet the qualifications.

2:46: 38 PM

SENATOR MENARD said it dawned on her that grandfathering in this
case is a negative, because if a conpany already invested and is
al ready going, it won't be given the sanme credit.

M5. BALES said you could look at it that way, but established
conpani es have been able to enjoy the federal tax credit which
Al aska does apportion to their corporate incone tax. The intent
of this Ilegislation is to increase the activity that 1is
happening right now, if they can partner with those that are
al ready here and al so bring new industry to Al aska.

2:48: 02 PM

SENATOR PASKVAN said he assuned a conpany doing R&D would be
deducting the payrolls, rents and all their costs on its federal
income taxes, and then they get the credit conponent. So, if
they can't take the deduction and only take the expense, how
woul d that work?

M5. BALES explained that in the calculation of state tax, Al aska
starts with federal taxable incone. They would be required to
add those expenses back, so it would increase their taxable
i ncone. Then they would be allowed to take a 20 percent credit
but only for those expenses they added back in. So, all of their
R&D expenses would be allowed to be deducted. Depending on the
tax bracket a taxpayer is in and how they are operating, it
m ght be nore beneficial for themto take the deductions and the
federal credit that passes through versus the Alaska credit.
Cenerally speaking, credits are nore favorable because they are
dollar for dollar. She added that Al aska has a 9.4 percent top
corporate inconme tax rate versus a 20 percent tax credit dollar
per dollar. To be honest, she said, this is a fairly innocuous

credit, and they will see how it works before doing anything
el se.
2:50: 20 PM
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SENATOR MENARD asked what other states do not have a state
i ncone tax.

M5. BALES answered Nevada, Womi ng, Florida, South Dakota and
Washi ngt on.

SENATOR d ESSEL asked why the mneral industry gets no credit
for R&D.

M5. BALES explained that this legislation basically piggybacks
the qualifications under federal law and that is stipulated in
federal |aw.

SENATOR G ESSEL asked how the credits would work wth the
petrol eum i ndustry and R&D in processing heavy oil since it's an
i nnovati ve unknown.

2:53:10 PM
M5. BALES replied if that activity would qualify under federa
law, it would qualify here as well. She said they would like to

present an anmendnent .

SENATOR PASKVAN said he was still struggling with understanding
the recalculation of gross incone under the federal tax,
cal cul ate an Al aska percentage and then apply 20 percent of this
l[imted nunber as a credit, and asked if any other state does
t hat .

MS5. BALES replied that the state does this with several other
prograns as well; for instance, the education tax credit where
one is also not allowed to take the contribution deduction if
the credit is taken. So, they start with the federal tax and add
back that contribution amount. Then they are allowed to take the
education «credit. There are other nodifications to federal
taxabl e inconme that happen, as well, for differences in federa
and state incone tax.

SENATOR PASKVAN said he was still trying to understand what the
nunbers woul d be and what they woul d nean.

M5. BALES added this is a corporate incone tax that is wdely
used in nost other states. Mst corporations are well aware of
it, and that is why they have a large tax staff.

SENATOR PASKVAN said he wanted to know if this pronotes the
attorney's industry nore than the R&D industry.
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M5. BALES explained that it is truly just a line item on a
return that gets added back and recalculated. It is done
frequently and nost taxpayers are set up to deal wth these
ki nds of anonali es.

MS. BALES said she had an anendnent that deletes all of (e) on
page 2, lines 12-25 and insert new | anguage.

2:57:41 PM
SENATOR PASKVAN noved to adopt conceptual Anendnent 1.

CONCEPTUAL ANMENDVENT 1

TO SB 64

BY: The Departnent of Revenue

Page 2, line 12: delete “nanes” insert “nunber”

Page 2, line 16: after “credit.” i nsert “The

departnment may only report this information if three
or nore taxpayers clained the credit in the prior
year.”

The subsection woul d then read:

“(e) Each year, the departnent shall report the nunber
[ NAMES] of taxpayers who clained credits under this
section in the prior year, the total cunulative anount
of credits granted to all taxpayers under this section
for the prior tax year, and the total cunulative
nunber of enployees conducting the research and
devel opnment for which all taxpayers claim the credit.
The departnment may only report this information if
three or nore taxpayers claimed the credit in the
prior year.”

SENATOR DAVIS objected for discussion purposes. She asked why
t he amendnent i s needed.

M5. BALES responded that the departnment does not generally
di sclose tax information, especially when talking about R&D
which could be proprietary. Language wuld also identify
taxpayers and the level of activity they are doing could be
di sconcerting and actually nmake them not want to participate in
this program The new | anguage woul d pr ot ect t hat
confidentiality.

CHAI R EGAN said SB 64 would be held for further work.

3: 00: 54 PM
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There being no further business to cone before the commttee,
Chair Egan adjourned the neeting at 3:01 p.m
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