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FURTHER: FI N AN CE

Date: J?-* ' ' <ToSv

Mr. Speaker:

The Committee on TABOR & COMMERCT!_____________ has had_______lift 8fi<̂ ____________

’An Act establishing a special investment tax credit; and providing 
for an effective date.”

under consideration and -(-a*-ma-j-o-r i-t-y--o-f--the--c-omm-i-t-t-ee-)--(-the- comm-i-t-te-e-)—  
reports it back with the following recommendations:

[ ] do pass [ ] do not pass

[ ] do pass with attached amendments(s )
I ] same title

[ ] replace with CS for ________________________  [ ] new title

and recommends

[ ] AND attaches a "Letter of Intent" [ ] New Fiscal Note. C  )

[ ] reports it back with^jrt recommendation

[ ] referred to t h e ___________________________________________ Committee

MEMBERS SIGNING MEMBERS HAVING
DO PASS OTHER RECOMMENDATIONS

‘ " s/-' ..

/

H 60 (Rev. 12/78)
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Per  R.R. Kesel,  Department of Revenue, during test imony given 3/29/82 a t  
a House Labor & Commerce Committee hear ing  on HB 866:

Reading from the U.S. Master Tax Guide, r e f e r r i n g  
to what i s  Sec t ion  38 p rope r ty :

The investment c r e d i t  i s  a v a i l a b l e  only fo r  
expend i tu res  on Sec t ion  38 p ro p e r ty .  Section 38 
p ro p e r ty  i s  e i t h e r  recovery  p rope r ty  or o the r  
d ep rec iab le  or  am or t izab le  p rope r ty  having a 
u s e f u l  l i f e  of t h r e e  years  or  more; t h a t  i s ,

1) t a n g ib l e  pe rsona l  p ro p e r ty ;

2) o th e r  t a n g ib l e  p rope r ty  used as an i n t e g r a l  
p a r t  of manufactur ing e x t r a c t i o n  produc t ion .
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D E P A \ R T M E N 1  O F  R E V E N U E
O F F I C E  O F  T H E  C O M M I S S I O N E R

POUCH SJUNEAU. ALASKA 99811

March 9, 1982

The Honorable Terry Martin 
Chairman
House Labor and Commerce Committee 
Room 211 - Behrends Building 
Juneau, Alaska

Dear Mr. Martin:

Re: House Bill No. 866

House Bill No. 866, an t z t establishing a special investment tax credit, 
was introduced in the House on February 16, 1982 and was referred to the 
House Labor and Commerce and Finance Committees.

For the consideration of the House Labor and Commerce Committee, I am 
enclosing copies of Fiscal Notes prepared by Mr. Robert R. Kessel, 
Director, Audit Division and Mr. Vince Wright, Chief, Research Section of 
the Department of Revenue concerning the proposed legislation.

Sincerely,

R. D. Stevenson 
Special Assistant

Enclosures

cc: The Honorable Albert P. Adams 
Chai rman
House Finance Committee

Joseph K. Donohue 
Deputy Commissioner 
Department of Revenue

Robert R. Kessel, Director 
Audit Division 
Department of Revenue

Vince Wright, Chief 
Research Section 
Department of Revenue

04-D2LH



M E M O R A N D U M State of Alaska
D e p a r t m e n t  o f  R e v e n u e

TO:

FROM:

R. D. S t e v e n s o n  
S p e c i a l  A s s i s t a n t

R o b e r t  R. K e s s e l  
D i r e c t o r ,  A u d i t  D i v i s i o n

DATE. F e b r u a r y  24, 1 9 8 2

FILE NO:

TELEPHONE NO.-

SUBJECT: HB 86 6

T h e  b i l l  w o u l d  s u b s t a n t i a l l y  e x p a n d  t h e  I n v e s t m e n t  T a x  C r e d i t  

for c e r t a i n  c o r p o r a t i o n s .  H o w e v e r ,  t h e  b i l l  f a l l s  s h o r t  o f  its 

i n t e n d e d  p u r p o s e  to p r o m o t e  th e d e v e l o p m e n t  o f  f a r m i n g ,  f i s h i n g ,  

t i m b e r  a n d  m i n i n g  a n d ,  i n  a d d i t i o n ,  is p o t e n t i a l l y  v e r y  e x p e n ­

s i v e .

T h e r e  a r e  m a n y  m o r e  q u a l i f i e d  f a r m e r s  t h a n  t h e r e  is f a r m l a n d  

a v a i l a b l e .  T h e  a d d i t i o n a l  i n v e s t m e n t  t a x  c r e d i t  w o u l d  g i v e  th e  
e x i s t i n g  f a r m e r s  a d d i t i o n a l  t a x  b e n e f i t s  b u t  w o u l d  d o  l i t t l e  t o  

e x p a n d  o w n e r s h i p  t o  a n e w  i n f l u x  o f  f a r m e r s .

M o s t  t i m b e r  r e l a t e d  c o m p a n i e s  a l r e a d y  h a v e  m o r e  t a x  c r e d i t s  a n d  

c a r r y - o v e r  l o s s e s  t h a n  t h e y  c a n  u t i l i z e .  It is m a r k e t s ,  n o t  

ta x c r e d i t s ,  tha t a r e  n e e d e d .

F o r  f i s h e r i e s ,  a l l  e x c e p t  b o t t o m  f i s h i n g  a p p e a r s  o v e r l y  

c r o w d e d .  T h a t  f a c t  is w i t n e s s e d  b y  t h e  l i m i t e d  e n t r y  s y s t e m  

c o n t r o l l i n g  the h a r v e s t  of f i s h e r y  r e s o u r c e s .  T a x  c r e d i t s  
w o u l d  n o t  e x p a n d  t h e  m a r k e t  n o r  p r o v i d e  h i g h e r  p r i c e s .

M i n i n g ,  in g e n e r a l ,  is a h i g h l y  c a p i t a l  i n t e n s i v e  i n d u s t r y .
T h e  e x p a n d e d  i n v e s t m e n t  t a x  c r e d i t  w o u l d  s e r v e  the  p u r p o s e  of  
p r o v i d i n g  a l m o s t  p e r m a n e n t  a s s u r a n c e  t h a t  n o  tax w o u l d  b e  d u e  

b e c a u s e  of  t h e  f i f t e e n  y e a r  c a r r y - o v e r  p r o v i s i o n  a v a i l a b l e  for 

th e  i n v e s t m e n t  ta x c r e d i t .

F i n a l l y ,  t h e  e x p a n d e d  c r e d i t  c o u l d  b e  v e r y  c o s t l y  p a r t i c u l a r l y  

in o n e  i n s t a n c e .  If U. S. B o r a x  d e v e l o p s  its K e t c h i k a n  M o l y b ­
d e n u m  m i n e  to the e x t e n t  p u b l i c l y  i n d i c a t e d ,  the i n v e s t m e n t  ta x 

c r e d i t  t o  t h a t  c o r p o r a t i o n  w o u l d  b e  $ 1 0 0 , 0 0 0 , 0 0 0  ( b a s e d  o n  

i n v e s t m e n t  c o s t  o f  $1 b i l l i o n ) .  W i t h  t h e  f i f t e e n  y e a r  c a r r y ­

o v e r  p r o v !s i o n  for t h e  i n v e s t m e n t  ta x  c r e d i t ,  the i n v e s t m e n t  
t a x  c r e d i t  o f  $ 1 0 0 , 0 0 0 , 0 0 0  c o u l d  e q u a t e  to  the  f o l l o w i n g  

r e v e n u e  l o s s  to A l a s k a :

0J-001A (REV. 5/81)



R. D. S t e v e n s o n  2 F e b r u a r y  24, 1 9 8 2

I n v e s t m e n t  C r e d i t  a p p l i e d  a g a i n s t  t a x  

l i a b i l i t y  - p e r  c u r r e n t  l a w

$ 1 , 0 0 0 , 0 0 0 , 0 0 0
x 10 % I n v e s t m e n t  C r e d i t  a m o u n t  
x 18 % c u r r e n t l y  a l l o w e d  f o r  A l a s k a

c o r p o r a t i o n s  $ 1 8 , 0 0 0 , 0 0 0

I n v e s t m e n t  C r e d i t  a p p l i e d  a g a i n s t  t a x  

l i a b i l i t y  p e r  t h i s  b i l l

$ 1 , 0 0 0 , 0 0 0 , 0 0 0  
x 10% 1 0 0 , 0 0 0 , 0 0 0

N e t  L o s s  in r e v e n u e  $ 8 2 , 0 0 0 , 0 0 0

R R K / g b



FISCAL NOTE

I . REQUEST
B i l l / R e s o l u t i o n  No. HB 856________________ ______ ______________
T i t l e  An Act estaonsmng a special investment tax credit. __
Requested bv House Labor a uontiilferce Date 03/Q9/S2

and Finance committees
I I .  FISCAL DETAIL „ A . n

Agency A ffec ted  Department of Revenue__________________________________
Program Category A f fe c ted ____________________________________________________
BRU, Program, Or Subprogram(s) A f fec ted_____________________________________
(Note:  I f  more than one budget component i s  a f f e c t e d ,  s e p a r a t e  l i n e - i t e m  

amounts and funding f o r  each component in  the  a n a l y s i s  s e c t i o n . )

EXPENDITURES (Thousands of  D o l l a r s )

THE LEGISLATURE OF THE STATE OF ALASKATWELFTH LEGISLATURE

FY 82 FY 83 FY 84 FY 85 FY 86 FY 87

100 PERSONAL SERVICES
200 TRAVEL
300 CONTRACTUAL
400 COMMODITIES
500 EQUIPMENT
600 LAND & STRUCTURES
700 GRANTS,CLAIMS,ETC.

TOTAL

Mi 11 ions 
FUNDING (TtMMitt0fe of  D o l la r s )

GENERAL FUNL
FEDERAL FUNDS
OTHER (Spec ify  Source)

(2.5)' (1175)" — (13:0)

POSITIONS

FULL TIME
PART TIME
TEMPORARY

I I I .  ANALYSIS (See F i s c a l  Note P r ep a r a t io n  I n s t r u c t i o n ,  Sec t ion  I I I )
If it is assumed that the investment tax credit cannot exceed net income 
tax payable, then the maximum possible loss in revenue to the state would 
approximate 33 percent of the Department's revenue projections. The 
amounts would approximate $2.5 million in FY 82, $11.5 million in FY 83, 
and $13 million in FY 84. The F7 82 figure incorporates the retroactive 
provision of the proposed tax legislation which applies to only part of 
that year.

IV. DATE 03/08/82_____________PREPARED by Vince Wright
AGENCY Department of Revenue

O r i g i n a l :  L e g i s l a t i v e  Finance PHONE 465-21 73___________
cc :  Budget and Management

Prime Sponsor ( F i r s t  L e g i s l a t o r  Named)
33-001 (Rev. 12/81)



THE LEGISLATURE OF THE STATE OF ALASKATWELFTH LEGISLATURE
FISCAL NOTE 

HB 8 6 6
REQUEST
B i l l / R e s o l u t i o n  No.______________ ________________ _____________
T i t l e  An Act e s t a b l i s h i n g  a s p e c i a l  inves tm en t  t a x  c r e d i t
Requested  by Hayes Date February 24, 1982

I I .  FISCAL DETAIL 
Agency Affected_ Department of  Revenue
Program Category A f fe c ted  Revenue C o l l e c t i o n  and Management 
BRU, Program, Or Subprogram(s) A ffec ted  Audi t  D iv is ion
(Note:  I f  more than one budget component i s  a f f e c t e d ,  s e p a r a t e  l i n e - i t e m  

amounts and funding  f o r  each component in  the a n a l y s i s  s e c t i o n . )

EXPENDITURES (Thousands ■ f  D o l l a r s )  None

FY 82 FY 83 FY 84 FY 85 FY 86 FY 87

100 PERSONAL SERVICES
200 TRAVEL
300 CONTRACTUAL
400 COMMODITIES
500 EQUIPMENT
600 LAND & STRUCTURES
700 GRANTS,CLAIMS,ETC.

TOTAL

FUNDING (Thousands of  D o l la r s )  None

GENERAL FUND
FEDERAL FUNDS
OTHER (Spec i fy  Source)

POSITIONS None

FULL TIME
PART TIME
TEMPORARY

I I I .  ANALYSIS (See F i s c a l  Note P r e p a r a t io n  I n s t r u c t i o n ,  Sec t ion  I I I )

See memo to  R. D. Stevenson da ted  February  24, 1982.

IV. DATE February  24, 1982 PREPARED BY Rober t  R. Kessel
AGENCY Audit  D iv is ion

O r i g i n a l :  L e g i s l a t i v e  Finance PHONE 465-2320____________
cc :  Budget and Management

Prime Sponsor ( F i r s t  L e g i s l a t o r  Named)
33-001 (Rev. 12/81)



L Investment 
Tax C red i t  
( n a t u r a l  
re sources )

■ ■■   ■ ■   .

HOUSE BILL NO. 866, by Rep. Hayes. Would e s t a b l i s h  a s p e c i a l  invest** 
oent t a x  c r e d i t  to  promote th e  development o f  fa rming, f i s h i n g ,  t im­
b e r ,  mining,  w e l l s ,  and o th e r  n a tu v a l  d e p o s i t s  ( o th e r  than o i l  and 
g a s ) ,  t o  provide inc reased  employment o p p o r t u n i t i e s ,  and provide  an 
in c e n t iv e  f o r  investment i n  the  s t a t e .  Provides  a taxpayer may 
apply a s  a c r e d i t  a g a in s t  h i s  tax  l i a b i l i t y  100 p e rcen t  o f  the  
investment c r e d i t  allowed as  to  f e d e r a l  taxes  under I n t e r n a l  Reve­
nue Cede sec .  38 (U.S.C. 38) upon th e  f u l l  amount o f  q u a l i f i e d  
investment put i n t o  use i n  th e  s t a t e  f o r  each t a x ab le  yea r  f o r  ex­
p l o r a t i o n ,  development, o r  mining of  l i s t e d  d e p o s i t s  (sec .  613(b)
I n t e r n a l  Kevenue Code) and f o r  farming o r  c l e a r in g  o f  land f o r  farm­
ing ,  s o i l  o r  water  conse rva t ion ,  o r  f o r  the  p reven t ion  of  e ro s io n .
Also would inc lude  f i s h in g  or  c u l t i v a t i o n  and h a rv e s t in g  of  t imber.  
Provides  Act i s  r e t r o a c t i v e  to  January  l s 1982, and a p p l i e s  to  tax ­
ab le  y ea r s  beginning a f t e r  12/31/81. Provides Act takes  e f f e c t  
immediately.

Introduced February 16 and r e f e r r e d  to  Labor & Commerce, then to  
Finance.  ___



Date: March 18, 1982

To: Joe Hayes,
Spe aker of the House

Fran: Steven C. I

Staff

W i t h  specific regard to HB 866:

1) Legislative Finance has informed me that under the proposed language 

(ycurs), investment tax credits from previous year's projects nay not be 

included und e r  a previous year's coverage. Investment tax credits may be 
carried forward and backward but only if they have been generated after 

January 1, 1982.

2) Legislative Finance has informed me that the unitary structure of 

taxation, for which the Department of Revenue is pressing, has no bearing on 

investment t a x  credits. The unitary structure simply allcws the State of 

Alaska to examine a multi-national industry as a total entity and assess 

taxes appropriately. Unitary taxation basically states that the companies 

total income, worldwide, will be examined and a appropriate tax on their 
total income will be assessed.

3) Legislative Finance has informed me that the under the proposed language 

(ycurs), investment tax credits may only be taken against corporate income 

taxes, not against the mining license tax. Legislative Finance could not 
find a "minimum tax." Staff suspects that a "minimum tax" is a state tax 

applied to mining operations in other states but not in Alaska.

4) The Fiscal Note gives the revenue loss to the State at $27 million for 

three fiscal years: $2.5 fo*- FY82, $11.5 for FY83 and 13.5 for FY84. Please 

note that FY82 is artificially lo.: because the proposed language only allows 

the investment tax credit to begin on January 1, 1982, the second half of 
FY82.

However, it should b e  stated that this amount is expected to rise simply 

because an investment tax credit will stimulate development which in turn 
will generate more investment tax credits.

5) O n  March 8, 1982, the Department of Revenue sent a memo to the 

Legislative Finance, attached. Staff response to the memo is as follows.

a) The contention that "die bill falls snort of its intended purpose," 

is a speculative statement. The purpose of the bill is to stimulate long 
te r m  taxable income. The memo, hcwever, deals specifically with the short 

term economic inpact o f  this bill as conditions are n o w .

The primary point missed in the first paragraph is that with each increment 
of advantage, the Alaskan theater of operations becomes irore profitable.

If, overnight, Anaconda could suddenly 'pick up' the option of an investment 

tax credit w h i c h  would increase their aftertax revenue by several mill-on 
dollars, operations in Alaska would become a higher priority. In short, the 

more profitable it is for the conpaniee doing the investment, the mere 

profitable it wi l l  be for the State of Alaska in the long run.



Staff to Hayes 
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b) Wi t h  regard to the farming industry, the memo stated that the 

investment tax credit w ou l d  only benefit existing farmers and would not 

provide an incentive to new farmers. This statement is a a  b i t  premature 
considering that more Delta plots have b e e n  put out to bid. If HB 866, as 

worded, passed, it w o uld provide an added incentive to b i d  o n  land for the 
purpose of farming.

c) W i t h  regard to the timber industry, the memo stated that the primary 

problem real ting to rime w a s  a lack of markets. The economic hardships 

faced in the tirrber industry are due more to a lack of a long term supply of 

lumber and State and Federal regulations than to a lack of markets. The 

turmoil over land conveyance, coupled w i t h  the disparity of timber 

regulations on Federal, State and private lands, has made it difficult for 

the industry to negotiate for long term timber contracts. A n  investment tax 

credit would, in the long run, make an investment in Alaskan timber a better 
bargain.

d) Wi t h  regard to fishing, the memo states that "Tax credits would not 

expand the market nor provide higher prices." Staff notes that an expansion 

of the market is achieved through the dynamic process of supply or demand.

A n  investment tax credit is not intended to 'expand the market.' A n  

investment tax credit is not intended to provide higher prices either.

Thus, staff notes, the statement by the Department of Revenue is true, but 

it has no bearing on the effect of an investment tax credit on the fishing 
industry.

e) Finally, the statement concerning U. S. Borax is one-sided. 
Mathematically the numbers are correct and the total 'loss' to the state 

would be $82 million over 15 years. But this does not take into account, the 

amount of money that U. S. Borax would be pumping into the economy on the 

local level. Of course if U.S. Borax chooses to mine elsewhere, the State 

would not 'lose' $82 million. But it w o uld not gain the corporate income 
tax and subsequent dollar turnover in the economy either.



r

M e m o r a n d u m

TO: R. D. S t e v e n s o n  
Special A s s i s t a n t

S t a t e  o f  A l a s k a
Department of Revenue 

DATE; F e b r u a r y  24, 1982

FILE NO:

FROM: Robert R. Kessel
Director, Audit Division

TELEPHONE NO:

SUBJECT: H B  8 6 6

The bill w o u l d  s u b s t a n t i a l l y  expand the I n v estment Tax Credit 
for c e r t a i n  corporations. However, the bill falls short of its 
intended p u r p o s e  tc p r o m o t e  the d e v e l o p m e n t  ,of farming, fishing, 
timber and min i n g  and, in addition, is p o t e n t i a l l y  v e r y  e x p e n­
sive. .

There a r e  many more q u a l i f i e d  farmers than there is f a r mland 
a v a ilable. The additional investment, tax credit w o u l d  give the 
e x i s t i n g  farmers addi t i o n a l  tax benef i t s  but wo u l d  do little to 
expand o w n e r s h i p  to a new influx of farmers.

Most timber related companies a l r e a d y  h a v e  more tax credits and 
c a r r y - o v e r  losses than they can utilize. It is markets, not 
tax credits, that are needed.

For fisheries, all except b o t t o m  fishing appears o v e r l y  
crowded. That fact is w i t n e s s e d  by the limited entry sys t e m  
c o n t r o l l i n g  the harv e s t  of fishery resources. Tax credits 
would not expand the mar k e t  nor provide h i g h e r  prices.

Mining, in general, is a h i g h l y  capital intensive industry.
The e x p a n d e d  investment tax credit would serve the p u r p o s e  of 
p r o v i d i n g  almost per m a n e n t  ass u r a n c e  that no tax would be due 
because of the fifteen year c a r ry-over p r o v i s i o n  a v a i l a b l e  for 
the investment tax credit.

Finally, the expanded credit could be very cos t l y  p a r t i c u l a r l y  
in one instance. If U. S. Borax d e v elops its K e t c h i k a n  M o l y b­
denum  m i n e  to the extent p u b l i c l y  indicated,- the investment tax 
cr.edit to that c o r p o r a t i o n  would be 4 1 0 0 , 0 0 0 , 0 0 0  (based on 
investment ccst of 4 l  billion). W i t h  the fifteen year c a r r y­
over p r o v i s i o n  tor the investment tax credit, the investment 
tax credit of 4 1 0 0 , 0 0 0 , 0 0 0  could equate to the following 
revenue loss to Alaska:



R .  D. Stevenson February 24, 1982

Inv e s t m e n t  Credit applied agai n s t  tax 
l i a b i l i t y  - per current law

4 i , o o o , 000,000
x 10% I n v estment Credit amount 
x 18% c u r r e n t l y  allowed for A l a s k a  

corpor a t i o n s

'Investment Credit applied against tax 
l i a b i l i t y  per this bill

4 1 , 0 0 0 , 0 0 0 , 0 0 0  
x 10%

Ni t Loss in revenue

4 1 8 , 000,000

1 0 0 ,0 0 0 , 0 0 0  

4 8 2.0 0 0 . 0 0 0

RRK/gb



In a  T i m e  o f  S t o r m ,  S a v e  t h e  S a f e  H a r b o r

In this period o f economic uncertainty, i t  is perliaps natural 
fo r patience to run thin and the hunt fo r scapegoats to inten­
sify , and one shou ld not be too surprised that this sometimes 
leads to superficia l th inking and snap judgments. A  case in 
point is the current storm  over the leasing provisions o f the 
Economic Recovery Tax A ct that Congress passed and the 
President signed last year.

The sub je c t is com p lica ted  an d  no t e a s ily  exp la ined , 
and  th is m akes i t  lia b le  to m is lead ing  an a ly s is  and  fa lse  
conc lu sion s. But the m in ing  in d u s try  shoud  no t th row  up 
its  hands in fru s tra t io n  and hope fo r the best, because its 
cause is  r igh t and  its  case is ju s t . Its  stake  in  the leasing 
p ro v is io n s is enorm ous, and  it m ust m oun t a v ig o ro u s 
defense o f the ir re ten tion .

The 1981 tax legislation liberalized depreciation rules fo r 
the purpose o f accelerating capital investment b y  American 
industry , thereby making this nation more competitive in the 
marketplace o f the globe, creating more and better jobs, and 
broadening the government's tax base in a v ib ran t and fresh ly 
reindustria lized economy.

A  major problem w ith  this w orthy intention was that a 
number o f h igh ly capital-intensive industries, includ ing m in­
ing, were earning little o r no profits and consequently paying 
low  corporate income taxes. M ore libera l depreciation rules 
w ou ld  do little good fo r companies that couldn't a ffo rd to in­
vest in  the first place in needed new p lants and equipment, 
and new tax breaks wou ldn't mean much fo r those whose tax 
obligations were a lready low .

The leasing provisions were consciously devised to get 
around these problems b y  letting firm s use their tax benefits 
through leasing that w ou ld  generate the money fo r capital 
investments.

Since then, the press has carried sensationalist stories about 
companies "selling their lax breaks" to flourish ing corpora­
tions, which reaper! huge gains at the expense o f the U.S. 
Treasury. Because the facts arc complicated, these stories 
seldom gave an 'ccurate account o f the transactions and left 
some distinct and distasteful impressions.

Let’s set the record straight.
•  If capital-intensive enterprises w ith low  earnings cannot 

gain access to financing, the incentives u f the 1981 law  
become meaningless.

•  The government itself has imposed tremendous capital 
requirements on many of these industries through such meaas

as mandated pollution controls, which seldom contribute an 
iota to p ro fitab ility .

•  N o matter how  the tax credit is d iv ided , it cannot ex­
ceed what the government a llow s fo r a capital investment.

•  Th is cap ita l investment—the ve ry  reason fo r the tax 
change—must be made, before any benefits accrue. And this 
is exactly what's been happening. M oney is being infused into 
necessary improvements in  the m ining industry . Jobs are be­
ing preserved. Technology is being advanced. The industry is 
gradua lly  gaining the firm er footing it requires to serve the 
needs o f American society. It is a process that must not be 
reversed.

•  The companies that make availab le the cash fo r the in­
vestment, often when it cannot be obtained from  banks or 
other institutions, are entitled to a return on their money and 
some reward fo r their risks.

In  times o f widespread economic distress, it is easy to single 
out so-called faceless corporations fo r special abuse and call 
upon them to bear more o f the iburden. But this evades the 
problem , instead o f going tc  the heart o f it.

A  Wall Street Journal survey earlier th is month comparing 
fourth quarter 1981 earnings w ith ti.ose o f 1980, showed a 91 
percent drop fo r tire m ining and nonferrous metals industries.

A s I've pointed out m any times, these industries are at the 
bedrock of modem  society. They are crucial to our national 
defense. A ll other industries and jobs u ltim ate ly depend on 
their v ita lity ; they produce the stu ff from  which things are 
made. They have had the most severe proportional costs 
thrust upon them for environmental protection o f all in­
dustries in the nation. They face increasing competition from 
foreign producers who labor under fewer burdens and often 
w ith governmental subsidies to y ie ld  foreign exchange.

In short, the m ining industry of the United States is in 
serious straits am i trying to ride out a rough storm . The leas­
ing provisions of last year's tax legislation were ap tly  named a 
"safe harbor," and they now  offer the chance fo r refuge nnd 
replenishment when these arc needed most.

A ll members o f the m ining fraternity should immediately 
make vigorous representations to the Congress, especially 
where personal contacts and constituent interests obtain, on 
behalf o f retaining the leasing provisions of the Economic 
Recovery Tax Act as they apply to the m ining industry .

If this nation w ill not provide a "safe harbor" fo r its most 
basic industries in the troubled present, it may w e ll end up 
scuttling its more promising future.

| .  A llen  Ovcrlorj^Jr. ,  P res iden t  
A m er ica n  M in ing  Congress

March IVH2

■BS?«



S U B S T I T U T E  F O R  H O U S E  B I L L  NO. 866 

A B I L L

For an Act entitled: "An Act establishing a special investment

tax credit; and providing for an 

effective d a t e ."

BE IT ENACTED BY THE LEGISLATURE FOR THE STATE OF ALASKA:

*Section 1. LEGISLATIVE FINDINGS AND INTENT. The 

legislature finds and declares that the establishment of a 

special investment tax credit fill assist the state by 

diversifying its economy, provide increased employment 

opportunities, and provide an incentive for investment in 

the state.

*Sec. 2. AS 43.20.021(d) is amended to read:

(d ) E x c e p t  as provided in AS 43.20.036(b), where 

I W H E R E  I a credit allowed under the Internal 

R e v e n u e  C o d e  is a l s o  allowed in computing Alaska income tax, 

it is limited to 18 percent for corporations of the amount 

of c r e d i t  determined for federal income tax purposes which 

is a t t r i b u t a b l e  to Alaska.

*Sec. 3. AS 43. 20. 036 (b) .is amended to read:

(b) For purposes of calculating income tax payable 

under this chapter the taxpayer may apply as a credit against 

his tax liability 100 percent of the investment credit 

allowed as to federal t a x e s . under Internal Revenue Code sec.

38 (26 U.S.C. 38) u p o n  the full amount of qualified investment 

put into use in the s t a t e  for each taxable year.

*Sec. 4. T h i s  A c t  is reuroactive to January 1, 1982, 

and applies to tax y e a r s  beginning after December 31, 1981.

*Sec. 6. This A c l  taker.effect immediately in accordance 

with AS 01.10.070 (c ) .



P H I L  R. H O L D S W O R T H .  P . E .

Consulting Engineer a Legislative Counsel 
M ining —  Geology —  Lands

P H O N E  907-586-1383
326 F O U R T H  S T R E E T .  N o .  1009 
J U N E A U .  A L A S K A  99801

March 25, 1982

MEMORANDUM

TO: Steven Levi 

FROM: Phil Holdsworth f'jĵ /

SUBJECT: HB 866

Would suggest the following amendment to the subject bill 
to eliminate the potential problem of the "sale" of tax credits 
by the actual developer to others. A new Sec. 3 could be Inserted 
between lines 17 and 18, page 2 as follows;: f /

W Sec. 3. The investment tax credit allowed under sec. '2 of 
this Act may be claimed only by thv taxpaying entity actually 
conducting the qualifying activity, and is not transferable..

(Renumber following sections accordingly)

I  o - f

'rn p l 0 , L  

a  7c I

f ! / ) ) c / / i) f j \ o J) o <S e .



A L A S K A  S T A T E  C H A M B E R  OF  COfiMERCE 
S T A T E M E N T  IN S U P P O R T  OF HB 366 

H O U S E  L A B O R  & C O M M E R C E  C O M M I T T E E  
M A R C H  10, 1982

Mr. C h a i r m a n ,  m y  n a m e  is G e o r g e  Krusz. I a m  p r e s i d e n t  o f  

the A l a s k a  S t a t e  C h a m b e r  of C o m m e r c e .  T h e  A S C C  is the 

l a r g e s t  s t a t e w i d e  f e d e r a t i o n  of A l a s k a  b u s i n e s s ,  w i t h  a 

m e m b e r s h i p  of s o m e  500 f i rms and i n d i v i d u a l s .  O u r  m e m b e r s h i p  

r e p r e s e n t s  the s p r e a d  o f  A l a s k a  b u s i n e s s  f o r m  i n d i v i d u a l l y  

o w n e d  and o p e r a t e d  f irms to the l a r g e s t  e m p l o y e r s  in the 

state. G e o r g r a p h i c a l l y , r e p r e s e n t a t i o n  r a n g e s  f r o m  A l a s k a  

and the P a c i f i c  C o a s t  to the S o u t h w e s t  a n d  E a s t  Coast. F o r  

m o r e  than t w e n t y  ye a r s ,  the S t a t e  C h a m b e r  has b e e n  r e p r e s e n t i n g  

the i n t e r e s t  of all A l a s k a n  b u s i n e s s  in Juneau. T h e  c h a m b e r  

t r a d i t i o n a l l y  has b e e n  s u p p o r t i v e  of l e g i s l a t i o n  f a i r  to 

l arge a n d  s m a l l  c o n c e r n s  alike.

O u r  s u p p o r t  of HB 866 c o u l d  p r o b a b l y  be d e s c r i b e d  as c o n c e p t u a l .

We s t r o n g l y  s u p p o r t  the c o n c e p t  of  l e g i s l a t i o n  a l l o w i n g  i n v e s t m e n t  

tax c r e d i t  u n d e r  4 3 . 2 0 . 0 3 6  at 100% of the tax c r e d i t  a l l o w e d  

u n d e r  f e d e r a l  s t a t u t e s .  As a m a t t e r  of  fact, this v e r y  id e a  is 

part of the c h a m b e r ' s  1982 l e g i s l a t i v e  p r o g r a m  a d o p t e d  at o u r  

a n n u a l  P r e l e g i s l a t i v e  C o n f e r e n c e  in D e c e m b e r  1981.

H o w e v e r ,  it e s c a p e s  us as to w h y  this c r e d i t  s h o u l d  be 

d e s c r i m i n a t o r y  as in HB 866. W h y  s h o u l d  it be l i m i t e d  j u s t  to 

the farming, f i s h i n g ,  timber, a n d  m i n i n g  i n d u s t r i e s  and not to 

c o n s t r u c t i o n ,  m a n u f a c t u r i n g ,  and o t h e r  A l a s k a  b u s i n e s s e s  w h o



w i s h  to i n v e s t  h e a v i l y  in A l a s k a ' s  future. A n d  t h a t  c e r t a i n l y  

i n c l u d e s  the o i l  a n d  gas indus t r y .

T o  q u o t e  l i b e r a l l y  f r o m  S e c t i o n  1, H B  866:

"The L e g i s l a t u r e  f i n d s  a n d  d e c l a r e s  t h a t  the e s t a b l i s h m e n t  o f  

a s p e c i a l  i n v e s t m e n t  tax c r e d i t  . . . w i l l  a s s i s t  to s t a t e  by 

d i v e r s i f y i n g  its e c o n o m y  to m a k e  it less d e p e n d e n t  o n  o i l  a n d  

gas, p r o v i d e  i n c r e a s e d  e m p l o y m e n t  o p p o r t u n i t i e s  a n d  p r o v i d e  an 

i n c e n t i v e  for i n v e s t m e n t  in the s t a t e . "  I ' m  s u r e  e v e n  t h e  o i l  

a n d  g a s  p e o p l e  w o u l d  a g r e e  w i t h  t h a t  s t a t e m e n t ,  so w h y  n o t  gi v e  

all A l a s k a  b u s i n e s s e s  the s a m e  i n v e s t m e n t  i n c e n t i v e s  in o r d e r  th a t  

w e  t r u l y  can d i v e r s i f y  o u r  e c o n o m y  a n d  i n c r e a s e  e m p l o y m e n t .

HB 866 is c e r t a i n l y  a s t e p  in the r i g h t  d i r e c t i o n  a n d  for that 

r e a s o n ,  the A S C C  d o e s  s u p p o r t  it, but it w o u l d  be so m u c h  s t r o n g e r  

if it a l l o w e d  all A l a s k a  b u s i n e s s e s  to p a r t i c i p a t e .

T h a n k  y o u  for th i s  o p p o r t u n i t y  to e x p r e s s  o u r  v i e w p o i n t .
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D E P A R T M E N T  O F  R E V E N U E

OfTICE Of m  COHHISSIOKE*

JAY S. HAMMOHD. COVtRHOR

POUCH S
JUNEAU, ALASKA 991'I t

M arch 9 , 1982

The H o n o ra b le  T e r ry  M a r th  
C h a i rman
House Labor and Commerce Com m ittee 
Room 211 -  Behrends B u i ld in g  
Ju n e a u , A la sk a

_.;ar Mr. M a r t in :

Re : House B i l l  No. 866

House B i l l  N o. 866, an A c t  e s t a b l is h in g  a s p e c ia l  in v e s tm e n t ta x  c r e d i t ,  
was in t r o d u c e d  in  th e  House on Fe b ru a ry  1 6 , 1982 and was r e fe r r e d  to  th e  
House Labr,- and Commerce and F in a n ce  Com m ittees.

F o r  th e  c o n s id e r a t io n  o f  th e  House Labor and Commerce Co m m ittee , I am 
e n c lo s in g  c o p ie s  o f  F i s c a l  N otes p rep ared  by M r. R o b e rt R . K e s s e l ,  
D i r e c t o r ,  A u d i t  D iv is io n  and Mr. V in c e  W r ig h t ,  C h ie f ,  R e se a rch  S e c t io n  o f  
th e  D epa rtm en t o f  Revenue c o n c e r n in g  th e  proposed  l e g i s l a t i o n .

S in c e r e ly ,

R . D. S te v e n so n  
S p e c ia l  A s s is  ■’

t n c lo s u r e s

c c :  The H o n o ra b le  A lb e r t  P . Adams 
Chairm an
House F in a n ce  Com m ittee

Joseph K . Donohue 
Deputy Com m issioner 
D epartm ent o f  Revenue

R o b e rt R . K e s s e l,  D i r e c t o r  
A u d it  D iv is io n  
D epartm ent o f  Revenue

V in ce  W r ig h t ,  C h ie f  
R e se a rch  S e c t io n  
D epartm ent o f  Revenue

0 4 - O 2 L H



THE LEGISLATURE OF THE STATE OF ALASKA 
TWELFTH LEGISLATURE

FISCAL NOTE

I. REQUEST ES6
Bill/Resolution No.. fabb
Title An Act establishing a special investment tax credit________________
Requested by Hayes_________________________________________ Date February 24, 1982

II. FISCAL DETAIL
Agency Affected_______ Department of Revenue___________________________________
Program Category Affected Revenue Collection and Management______________
BRU, Program, Or Subprogram(s) Affected Audit Division 
(Note: If more than one budget component is affected, separate line-item 

amounts and funding for each component in the analysis section.)

EXPENDITURES (Thousands of Dollars) None

FY 82 FY 83 FY 84 FY 85 FY 86 FY 87

100 PERSONAL SERVICES
200 TRAVEL
300 CONTRACTUAL
400 COMMODITIES
500 EQUIPMENT
600 LAND & STRUCTURES
700 GRANTS,CLAIMS,ETC.

TOTAL

FUNDING (Thousands of Dollars) None

GENERAL FUND
FEDERAL FUNDS
OTHER (Specify Source)

■

POSITIONS None

FULL TIME 
PART TIME 
TEMPORARY

•

III. ANALYSIS (See Fiscal Note Preparation Instruction, Section III)

See memo to R. D. Stevenson dated February 24, 1982.

(j ^
IV. DATE February ?4 , 1982 PREPARED BY Robert R. Kessel

AGENCY Audit Division
Original: Legislanive Finance PHONE 465-2320_____________
cc: Budget nnd Management

Prime Suonsor (First Legislator Named)
33-001 (Rev. 12/81)



TO:

FRCM:

S t a t e  o f  A l a s k a
Department of Revenue 

0ATE: F e b r u a r y  24, 1982

FILE NO:

TE LE PH O N E NO:

SU B JE C T: 8 6 6

T h e  b i l l  w o u l d  s u b s t a n t i a l l y  e x p a n d  t h e  I n v e s t m e n t  T a x  C r e d i t  
for c e r t a i n  c o r p o r a t i o n s .  H o w e v e r ,  the b i l l  f a l l s  s h o r t  of its 
i n t e n d e d  p u r p o s e  to p r o m o t e  the d e v e l o p m e n t  of f a r m i n g ,  f i s h i n g ,  
t i m b e r  a n d  m i n i n g  an d ,  in a d d i t i o n ,  is p o t e n t i a l l y  v e r y  e x p e n­
s i v e  .

T h e r e  a r e  m a n y  m o r e  q u a l i f i e d  f a r m e r s  t h a n  t h e r e  is f a r m l a n d  
a v a i l a b l e .  T h e  a d d i t i o n a l  i n v e s t m e n t  tax c r e d i t  w o u l d  g i v e  the 
e x i s t i n g  f a r m e r s  a d d i t i o n a l  tax b e n e f i t s  b u t  w o u l d  d o  l i t t l e  to 
e x p a n d  o w n e r s h i p  to a n e w  i n f l u x  o f  f a r m e r s .

M o s t  t i m b e r  r e l a t e d  c o m p a n i e s  a l r e a d y  h a v e  m o r e  t a x  c r e d i t s  a n d  
c a r r y - o v e r  l o s s e s  t h a n  t h e y  c a n  u t i l i z e .  It is m a r k e t s ,  not 
tax c r e d i t s ,  th a t  a r e  n e e d e d .

For f i s h e r i e s ,  all e x c e p t  b o t t o m  f i s h i n g  a p p e a r s  o v e r l y  
c r o w d e d .  T h a t  fact is w i t n e s s e d  b y  t h e  l i m i t e d  e n t r 1' s y s t e m  
c o n t r o l l i n g  the h a r v e s t  of  f i s h e r y  r e s o u r c e s .  T a x  c r e d i t s  
w o u l d  not e x p a n d  the m a r k e t  n o r  p r o v i d e  h i g h e r  p r i c e s .

M i n i n g ,  in g e n e r a l ,  is a h i g h l y  c a p i t a l  i n t e n s i v e  i n d u s t r y .
T h e  e x p a n d e d  i n v e s t m e n t  tax c r e d i t  w o u l d  s e r v e  the p u r p o s e  of 
p r o v i d i n g  a l m o s t  p e r m a n e n t  a s s u r a n c e  t h a t  n o  t a x  w o u l d  be d u e  
b e c a u s e  o f  the f i f t e e n  y e a r  c a r r y - o v e r  p r o v i s i o n  a v a i l a b l e  for 
the i n v e s t m e n t  tax c r e d i t .

F i n a l l y ,  t h e  e x p a n d e d  c r e d i t  c o u l d  b e  v e r y  c o s t l y  p a r t i c u l a r l y  
in c n e  i n s t a n c e .  If U. S. B o r a x  d e v e l o p s  its K e t c h i k a n  M o l y b­
d e n u m  m i n e  to the e x t e n t  p u b l i c l y  i n d i c a t e d ,  t h e  i n v e s t m e n t  tax 
c r e d i t  to t h a t  c o r p o r a t i o n  w o u l d  b e  $ 1 0 0 , 0 0 0 , 0 0 0  ( b a s e d  on  
i n v e s t m e n t  c o s t  of $1 b i l l i o n ) .  W i t h  the f i f t e e n  y e a r  ~ *ry- 
o v e r  p r o v i s i o n  for t h e  i n v e s t m e n t  tax c r e d i t ,  t h e  invest: • .
tax c r e d i t  of $ 1 0 0 , 0 0 0 , 0 0 0  c o u l d  e q u a t e  to t h e  f o l l o w i n g  
r e v e n u e  l o s s  to A l a s k a :

M E M O R A N D U M

R. D. S t e v e n s o n  
S p e c i a l  A s s i s t a n t

R o b e r t  R. K e s s e l  
D i r e c t o r ,  A u d i t  D i v i s i o n

m  ooiA iREv v a n



R. D. Stevenson 2 February 24, 1982

Investment Credit applied against tax 
liability - per current law

4i,ooo,ooo,ooo
x 10% Investment Credit amount 
x 18% currently allowed for Alaska 

corporations

Investment Credit applied against tax 
liebility per this bill

41,000,000,000 
x 10%

N et Loss in revenue

4 18,000,000

100,000,000 

4 82,000.000

RRK/gb



F IS C A L  NOTE

I . REQ U EST
S i l l / R e s o l u t i o n  N o . HB 856_______ ______  ___________
T i t l e  An A c t  e s ta D M s r n n g  a s p e c ia l  in v e s tm e n t ta x  c r e d l  t .  _  _  _  
R e q u e s te d  by House L a b o r 5 SoiaMferce P a te  0 3 /0 9 /8 2

and F in a n c e  Com m ittees
I I .  F IS C A L  D E T A IL   ̂ „

A g e n cy  A f f e c t e d  D e p a rtm e n t o f  Revenue_______________
Program  C a te g o ry  A f f e c t e d _____________________________
5R U , P rogram , Or S u b p ro g ra m (s ) A f f e c t e d _____________________________
(N o te :  I f  more th a n  one b u d g e t com ponent i s  a f f e c t e d ,  s e p a ra te  l i n e - i t e m  

am ounts and fu n d in g  f o r  e a ch  com ponent i n  th e  a n a ly s is  s e c t i o n . )

EX P EN D ITU R ES  (T h o u sa n d s  o f  D o l la r s )

'.HE LEGISLATURE OF THE STATE OF ALASKA
TWELFTH LEGISLATURE

FY 82 FY 83 FY 84 FY 85 FY 86 FY 87

100 PERSONAL SERVICES
200 TRAVEL
300 CONTRACTUAL
400 COMMODITIES
500 EQUIPMENT
600 LAND & STRUCTURES
700 GRANTS,CLAIMS,ETC.

TOTAL

M i l l i o n s
FUNDING (TtifcXifcti’ftttfe of Dollars)

GENERAL FUND (2.u j — t n v s r — rrcrcf

FEDERAL FUNDS
OTHER (Specify Source)

POSITIONS

FULL TIME
PART TIME
TEMPORARY

III. ANALYSIS (See Fiscal Ncte Preparation Instruction, Section III)

I f  i t  i s  assumed t h a t  th e  in v e s tm e n t ta x  c r e d i t  c a n n o t  e x ce e d  n e t  incom e 
t a x  p a y a b le , th e n  th e  maximum p o s s ib le  lo s s  in  revenue to  th e  s t a t e  w ould 
a p p ro x im a te  33 p e r c e n t  o f  th e  D e p a rtm e n t's  revenue  p r o j e c t i o n s .  The 
am ounts w ould  a p p ro x im a te  $ £ .5  m i l l i o n  in  F7  8 2 , $ 1 1 .5  m i l l i o n  in  FY 8 3 , 
and $13 m i l l i o n  in  FY  8 4 . The FY 82 f ig u r e  in c o r p o r a t e s  the r e t r o a c t iv e  
p r o v is io n  o f  th e  p rop ose d  ta x  l e g i s l a t i o n  w h ich  a p p l ie s  to  o n ly  p a r t  o f  
t h a t  y e a r .

IV. DATE 0 3 /0 8 /8 2 __________PREPARED b y  Vince Wright
AGENCY Department or Revenue

Original: Legislative Finance PHONE  46 5 -217 3_________
cc: Budget and Management

Prime Sponsor (First Legislator Named)
33-001 (Rev. 12/81)
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