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May 20, 1982

D E P A R T M E N T  O F  R E V E N U E

The Honorable Bill  Ray, Chairman 
Senate Transporta t ion Committee 
Pouch V
Juneau, AK 99811

Re: HB 866 and SCS HB 866 (SA) - Providing for  an increase  in the
investment tax c r e d i t  ag a in s t  the S ta te  corpora te  income tax

Dear Mr. Chairman:

The idea behind t h i s  l e g i s l a t i o n  i s  i l l - co n ce iv e d  and rep re ­
sents  poor s t a t e  pol icy .  I t  i s  poor s t a t e  policy because r ich  corpora­
t ions  stand to get  fa r  more b e n e f i t  from i t  than poor ones" For example, 
I did a comparison fo r  Senator F i s c h e r ' s  committee on the e f f e c t  of the 
or ig ina l  version of HB 866 on the r a te  of re tu rn  for  a p ro je c t  standing 
on i t s  own, versus th a t  same p ro je c t  i f  i t  i s  owned by a a f f l u e n t  company 
(not even oil-compapy sized) having $750,000 a year  of taxable Alaska 
income from other  business a c t i v i t i e s .  The improvement in the r a t e  of 
re tu rn  would be nearly three  times g rea te r  for  the big business than i t  
would be for  the l i t t l e  guy j u s t  s t a r t i n g  oTTtT For tne la rge  oil  com- 
panies ,  the d isproport ion  would be somewhat g re a te r  s t i l l .

The Bill  i s  i l l -conce ived  because the e f f e c t  on investment 
r a t e s  of re tu rn  as the r e s u l t  of increas ing  t h i s  investment tax c r e d i t  
(ITC) i s  too small to have agy economic mean ing , desp i te  claims to  the 
contrary  by i t s  supporte rs .  A p ro je c t  will  go "forward or not go forward, 
because of other  f ac to rs  than the ITC. Even in the case of the r ich  cor­
porat ion t h a t  I prepared for  Senator F ischer ,  the improvement in the 
in terna l  r a t e  of re turn  on the investment was le s s  than one percentage 
po in t .  The e f f e c t  of assuming only a 10 percent  higher  operat ing margin 
over the l i f e  of the p ro je c t  was four and a quar te r  t imes g rea te r .  And, 
th a t  was when the Bil l  s t i l l  provided th a t  the new s t a t e  ITC would be 
100% of the federal ITC. Under the S ta te  A ffa i r s  CS, the s t a t e  ITC would 
be only 36% of the federal ITC, which would make the change in the r a te  
of re tu rn  vanishingly small.

There are other  reasons not to pass t h i s  Bil l  or some v a r ia t io n  
of i t .  F i r s t ,  mining already enjoys a th ree-year  "holiday" from paying 
the mining l icense  tax ,  from the time the mine s t a r t s  operat ing .  Second, 
the amount of q u a l i f ied  investment on which the ITC i s  computed was
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increased l a s t  year  40-fo ld ,  from $500,000 to  $20,000,000; increasing  the 
percentage of t h a t  investment which may be deducted d o l l a r  fo r  d o l l a r  
aga ins t  the income tax i s  too much of a good th ing .  Third, corporat ions  
l a s t  year  were given a s ig n i f i c a n t  tax break,  p a r t i c u l a r l y  the smaller  
ones, by the decrease in s t a t e  income tax r a t e s  on the f i r s t  $90,000 of 
taxable  income ( fo r  example, the f i r s t  $10,000 of taxable  income i s  taxed 
now a t  only one percent ,  as opposed to 5.4 percent  before l a s t  y e a r ' s  
r a t e  change).  Fourth, by w h i t t l i n g  away a t  the non-petroleum tax base of 
the S ta te ,  we not only make the S ta te  f inances  more vulnerable to  the 
vagar ies  of the  world o i l  market,  but we a lso  tend to  furn ish  factual  
support for  the type of tax lawsui ts  which you may reca l l  Dick Donaldson 
of S0HI0 was th rea ten ing  you and the  Leg is la tu re  with l a s t  yea r .

All in a l l ,  t h i s  Bil l  i s  nothing more than a give-away of  S ta te
revenues with nothing fo r  the S ta te  to show in re tu rn  t h a t  i t  wouldn't  
have gotten  ar\yway. Moreover, to the ex ten t  i t  conveys b e n e f i t s ,  they 
arc  more advantageous to  the r ich  corpora t ions  than the poor.

I am enclosing a copy of  my l e t t e r  to Senator F ischer ,  and I 
would welcome the opportunity  to  speak to  you or your Committee fu r th e r  
on t h i s  Bill  i f  you so d e s i r e .

Thank you fo r  your cons ide ra t ion

S i n c e re lv

Thomas K. Williams 
Commissioner of Revenue

Enclosure
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D E P A R T M E N T  O F  R E V E A T E

OFFICE OF THE COHMISSIOHER i
May 15, 1952

JAY £ HAMMOND, GOVERNOR

P O U C H  S
J U N E A U ,  A L A S K A  99811 
P H O N E :  (9071 465-2300

Tiie Honorable Vic F i sc h e r ,  Chairman 
Senate- S ta te  A f fa i r s  Committee 
Pouch V
Juneau, Al( 99811

Re: E f fec ts  on Economic Decision-Making from Increas ing  the S ta te
Investment Tax Cred i t  as Proposed in House Bil l  866

Dear Mr. Chairman:

In my test imony before  the Committee I s t a t e d  t h a t  in c reas in g  
the S t a t e ' s  investment tax  c r e d i t  as proposed in HB 865 would have only a 
minimal e f f e c t  on the i n t e rn a l  r a te  of  re tu rn  a f t e r  taxes  fo r  new p r o j ­
e c t s  in Alaska. I a l so  sa id  t h a t ,  to  the e x te n t  the re  would De an e f f e c t  
on the r a t e  of r e t u r n ,  i t  would be g r e a t e r  fo r  " f a t  c a t "  co rpora t ions  
than fo r  small ones .  I now have had the oppor tun i ty  to prepare an exam­
ple  which demonstrates  the  t r u t n  of both a s s e r t i o n s .

Suppose we have a new p ro je c t  in Alaska, and to avoid any d i s ­
t o r t i o n s  oy making i t  too l a r g e ,  suppose f u r t h e r  t h a t  i t  cos ts  $1 ,000,-  
000, takes  a y e a r  to  complete and w il l  employ 25 people . Suppose, too ,  
t n a t  a f t e r  expenses o th e r  than income taxes and d ep re c ia t io n ,  tne p ro je c t  

y i e l d s  a ne t  cash flow of  $250,000 a yea r  for  i t s  f i r s t  four years  of 
o p e ra t io n ,  and then each year  t h e r e a f t e r  the ne t  cash flow decreases  by 
f iv e  pe rcen t  from the  previous y ea r .  F in a l ly ,  l e t  us suppose t h a t  the 
p r o j e c t  q u a l i f i e s  for  Accelerated  Capital Recovery System trea tm ent  uriaer 
the new tax law us ing a 10-year l i f e .

The a n a ly s i s  I nave used takes  t h i s  p r o j e c t  and compares the 
in t e rn a l  r a t e  of r e tu rn  (IRR) on the investment under Alaska 's  present  
investment tax c r e d i t  with the IRR under the  c r e d i t  proposed in HB 866. 
Tin's comparison i s  f i r s t  made with the p r o je c t  s tanding a lone ;  t h a t  i s ,  
t'ne in v e s to r  has no o th e r  income to be sh e l t e r e d  from the tax b e n e f i t s  
generated from tne p r o j e c t .  I c a l l  t h i s  Case 1. Case 2 d o e s n ' t  involve 
too f a t  a " f a t  c a t "  co rp o ra t io n ,  simply one with $750,000 a y e a r  of t a x ­
able  Alaskan ne t  income from o ther  sources.

The t a o l e s  a t t ach ed  to t h i s  l e t t e r  show wnat the a f t e r - t a x  cash 
flows are  under Case 1 and Case 2, both with the p resen t  investment tax 
c r e d i t  and with the  one proposed by HB 866. As you can see from those 
t a b l e s ,  the IRR unaer tne n on -" fa t  ca t "  case (Case 1) i s  18.763* under
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the  p re se n t  law and would r i s e  by only 0.363 of a percentage p o in t  to 
19.126% under HB 866. In c o n t r a s t ,  the improvement in the r a t e  of  r e tu rn  
f o r  the  " f a t  c a t "  case (Case 2) i s  near ly  tn re e  times as g r e a t  as fo r  tne 
“skinny" c a t  - -  0.997 of a percentage p o in t  (15.772% to l b . 769%).

rJute a lso  how small a d i f f e r e n c e  th e r e  i s  in the r a t e  of  r e tu rn  
between p re sen t  law and HB 866. The ex t r a  economic in c e n t iv e  from r a i s ­
ing the  S t a t e ' s  investment tax  c r e d i t  i s  t r u l y  minimal (and you can see 
why: look how mucn h igher  the federa l  taxes would be during the ea r ly  
y e a r s  with HB 866 than they are  under p re sen t  law, in Doth Cases 1 and 
2 ) .  Other f a c t o r s  have much more e f f e c t  on the economics of  an i n v e s t ­
ment tnan the amount of  investment tax c r e d i t .  For example, in Case 1, 
suppose o n e ' s  assumptions auout market p r i c e s ,  l a b o r  co s ts  and o the r  
op era t ing  expenses had a 10 percen t  margin o f  e r r o r .  I f  the ne t  p re - tax  
cash flows were only 10 pe rcen t  h igher  than tne f ig u re s  in the t a b l e ,  the 
in c re a se  in the r a t e  of r e tu rn  would be 4.25 times t n a t  from tne ex t ra  
tax  in cen t iv e  under HB BbTT

Without going on ex cess iv e ly ,  I would only r e i t e r a t e  my o b jec ­
t i o n s  t h a t  HB 866 does too l i t t l e  economical ly , a t  too hign a p r ice  fo r  
the  S t a t e ,  to the advantage of wealthy co rp o ra t io n s  over small ones. I t  
s c a rc e ly  makes economic sense and c e r t a i n l y  makes poor S ta te  po l icy .

I hope t h i s  information may prove useful  to you and your Com­
m i t t e e  in cons ide r ing  HB 866.

S i n c e r e l y ,

/  '  L \ •• •
. v U ..

Thomas K. Wi l l i ams  
Connin'ssioner o f  Revenue

Attachments

P.S. I mignt add p a r e n t h e t i c a l l y  t h a t  the reason fo r  the  lower IRRs in 
the " fa t  c a t "  case i s  t h a t  a l l  income from the p ro je c t  i s  taxed in 
the maximum tax b racke t  under both federal  and s t a t e  tax laws, 
because of the o the r  $750,000 of taxab le  income; tne p ro je c t  r e p r e ­
sen ts  incremental income to the co rp o ra t io n .  In Case 1 tile p r o je c t  
s tands  a lone ,  and so the f i r s t  $100,000 and f i r s t  $90,000 are  taxed 
below the maximum r a t e s  under the  federal and Alaska tax  laws, 
r e sp e c t i  v e ly .



CASE 1. A NEW ALASKAN BUSINESS ON ITS OWN

Witn S ta te  Investment Tax Cred i t  Under Exis t ing  S ta te  Law
AK Inc. AK Inc. US Inc. US Inc.

Pre-Tax P ro jec t Tax From Tax From Tax From Tax From Net
Cash Flow Depre­ P ro jec t AK ITC P ro jec t P ro jec t US ITC P ro jec t After-Tax

Yr from P ro je c t c i a t i o n Before ITC Applied After  ITC Before ITC Applied Afte r  ITC Cash Flow

1 -1,000,000 0 0 0 0 0 0 0 -1,000,000
2 250,000 80,000 12,020 12,020 0 57,950 57,950 0 250,000
3 250,000 140,000 6,380 5,980* 400 30,166 30,166 0 249,600
4 250,000 120,000 8,260 0 8,260 35,750 11,884 25,866 217,874
5 250,U00 100,000 10,140 0 10,140 44,086 0 44,086 195,774

6 237,500 100,000 8,965 0 8,965 38,876 0 38,876 189,659
7 225,625 100,000 7,849 0 7,849 33,927 0 • 33,927 183,849
8 214,344 90,000 7,728 0 7,728 33,393 0 33,393 173,222
9 203,627 90,000 6,721 0 6,721 28,927 0 28,927 167,979

10 193,445 90,000 5,764 0 5,764 24,822 0 24,842 162,859

11 183,773 90,000 4,855 0 4,855 21,317 0 21,317 1 67,601
12 174,584 0 12,451 0 12,451 54,331 0 54,331 107,802
13 165,855 0 11,630 0 11,630 60,693 0 50,693 103,531
14 157,562 0 10,851 0 10,851 47,237 0 47,237 99,474
15 149,684 0 10,110 0 10,110 43,954 ) 43,954 95,620

16 142,200 0 9,407 0 9,407 40,835 0 40,835 91 ,958
17 135,090 0 8,738 0 8,738 37,872 0 37,872 88.48U
18 128,336 0 8,104 0 8,104 35,057 0 36,057 85,176
19 1 21 ,919 0 7,500 0 7,500 32,383 0 32,383 82,036
20 115,823 0 6,927 0 6,927 29,842 0 29,842 79,054

21 110,032 0 6,383 0 6,383 27,429 0 27,429 76,220
22 104,530 0 5,866 0 5,866 25,216 0 25,216 73,449
23 99,304 0 5,376 0 5,375 23,322 0 23,322 70,608
24 94,338 0 4,908 0 4,908 21,522 0 21,522 67,908
25 89,621 0 4,466 0 4,466 19,812 0 19,812 65,343

1101=18.763%

With S ta te  Investment Tax C red i t  undei • i 113 866
AK Inc. US Inc.

Tax From Tax From Net
AK ITC P ro jec t US ITC P ro jec t After-Tax
Applied After  ITC Applied Af te r  ITC Cash Flow

0 0 0 0 -■1,000,000
12,020 0 57,950 0 250,000

6,380 0 30,166 0 250,000
8,260 0 11,884 27,850 222,1 50

10,140 0 0 48,750 201 ,250

8,965 0 0 43,000 194,500
7,849 0 0 37,538 180,088
7,728 0 0 36,948 177,396
6,721 0 0 32,018 171,609
5,764 0 0 27,335 166,110

4,855 0 0 23,259 160,514
12,451 0 0 60,059 114,525
8,867** 2,763 0 54,772 108,319

0 10,851 0 47,237 99,474
0 10,110 0 43,954 95,620

0 9,407 0 40,835 91 ,958
0 8,738 0 37,872 88,480
0 8,104 0 35,057 85,176
0 7,500 0 32,383 82,036
0 6,92? 0 29,842 79,054

0 6,383 0 27,429 76,220
0 5,866 0 25,216 73,449
0 5,377 0 23,322 70,608
0 4,908 0 21,522 67,908
0 4,466 0 19,812 65,343

IRR=19.126%

* Under p resen t  lav/, A laska 's  ITC equals  18% of the federal ITC, or 1.0% of  the q u a l i f i e d  investment.  As with tne federal
ITC, any ITC th a t  is  not used in a tax year  may be c a r r i e d  forward in to  the next tax y e a r .  Iri t h i s  case only $12!,020 of
tiie $18,000 s t a t e  ITC was taken in the f i r s t  y e a r ;  the balance o f  $6,980 i s  taken in tne second.

** Under >113 066, Alaska 's  ITC would equal the federal ITC, or  $100,000 in th i s  example. This $8,867 f igure  r e p re s e n t s  what
remains of the $100,000 ITC a f t e r  the tw e l f th  year  of the p ro je c t .
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With S ta te  Investment Tax Cred i t  Under Exis t ing  S ta te  Law

Pre-Tax P ro je c t
AK Inc. 
Tax From

AK Inc. 
Tax From

US Inc. 
Tax From

US Inc. 
Tax From Met

AK Inc. 
Tax From

US Inc. 
Tax From Met

Cash Flow Depre­ Pro jec t AK ITC Pro jec t P ro jec t US ITC P ro jec t After-Tax AK ITC Projec t US ITC P ro jec t After-Tax
Yr from P ro jec t c i a t i o n Before ITC Applied Afte r  ITC Before ITC Applied After  ITC Cash Flow Applied After  ITC Applied After  ITC Cash Flow

1 -1,000,000 0 0 0 0 0 0 0 -1,000,000 0 0 0 0 -1,000,000
2 250,000 80,000 15,980 18,000* -2,020 79,129 100, 000 -20,871 272,891 82,520** -66,540 100,000 9,738 306,802
3 260,000 140,000 10,340 0 10,340 45,844 0 45,844 193,816 17,480 -7,140 0 49,123 208,012
4 250,000 120,000 12,220 0 12,220 54,179 0 54,179 183,601 0 12,220 0 54,179 183,601
5 250,000 100,000 14,100 0 14,100 62,514 0 62,514 173,386 0 14,100 0 62,514 1 73,386

G 237,500 100,000 12,925 0 12,925 57,305 0 57,305 167,271 0 12,925 0 57,305 1 67,271
7 225,625 100,000 11,809 0 11,809 52,355 0 52,355 1G1,461 0 11,809 0 52,355 161,461
8 214,344 90,000 11,688 0 11,688 51,822 0 51,822 150,834 0 11,688 0 51,822 150,834
9 203,G27 90,000 10,681 0 10,681 47,355 0 47,355 145,591 0 10,681 0 47,355 145,591

10 193,445 90,000 9,724 0 9,724 43,112 0 43,112 140,609 0 9,724 0 43,112 140,609

11 183,773 90,000 8,816 0 8,815 39,081 0 39,081 135,878 0 8,815 0 39,081 135,878
12 174,584 0 16,411 0 16,41 I 72,760 0 72,760 85,413 0 16,411 0 72,760 85,413
13 165,855 0 15,590 0 15,590 69,122 0 69,122 81 ,143 0 15,590 0 69,122 81 ,143
14 157,562 0 14,81) 0 14,811 65,666 0 65,666 77,086 0 14,811 0 65,666 77,086
15 149,684 0 14,070 0 14,070 62,382 0 62,382 73,231 0 14,0/0 0 62,382 73,231

16 142,200 0 13,367 0 13,367 59,263 0 59,263 69,570 0 13,367 0 59,263 69,570
17 135,090 0 12,698 0 12,098 56,300 0 56,300 06,091 0 12,698 0 56,300 : 06,091
18 1 28,336 0 12,064 0 12,064 53,485 0 53,485 02,787 0 12,064 0 53,485 62,787
19 121,919 0 11,460 0 11,460 50,811 0 50,811 59,648 0 11,400 0 50,811 69,648
20 115,823 0 10,887 0 10,887 48,270 0 48,270 50,665 0 10,887 0 48,270 56,665

21 110,032 0 10,343 0 10,343 46,85/ 0 45,867 53,832 0 10,343 0 45,85/ 63,832
22 104,530 0 9,820 0 9,826 43,564 0 43,564 51 ,140 0 9,826 0 43,564 51 ,140
23 99,304 0 9,336 0 9,335 41,386 0 41,380 48,683 0 9,335 0 41,386 48,683
24 94,338 0 8,808 0 8,808 39,310 0 39,310 , 40,164 0 8,868 0 39,316 46,154
25 89,621 0 8,424 0 8,424 37,360 0 37,360 43,840 

IKR-)6.7/2%
0 8,424 0 37,360 43,846

11111=16.769%

P I

With State Investment Tax Credit under H13 866

Under p resen t  law, Alaska 's  ITC equals  18% uf the federal ITC, or 1.0% of  the qual i  
t ion  has $750,QUO of  o ther  Alaskan taxable  income, the $2020 in ITC not used to she 
can be used to reduce the tax on th is  o the r  income, by the same token, the $100,000 federal  ITC can a l l  be used in one 
year  to  reduce the tax on the o th e r  $760,000 of taxab le  income.

ied investment .  Since tne co rp o ra ­
to r  income from the p ro je c t  from tax

** Under HI) 866, Alaska 's  ITC would equal the federal 11C, or $100,000 in th i s  example. The negative f igure  r e f l e c t s  tne 
f a c t  th a t  a $100,000 Alaskan ITC would s h e l t e r  not only a l l  of the $170,000 taxable  income from the p r o je c t ,  but  would 
reduce to zero the $6o,640 tax on the o ther  $/5U,U00 ol taxable Alaskan income, and s t i l l  leave some $ l / ,480  of  ITC to 
snare .  This $17 480 i s  c a r r i e d  over into the next y ea r ,  where i t  reduces to zero the $10,340 tax l i a b i l i t y  generated  by 
rii,> n r n i e r t  and reduces the taxes  on the o the r  $760,00U by $7,140 ( r e f l e c t e d  as a negative f ig u re ) .
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S EN A TO R

SENATIE FINANCE COMMITTEE

M E M O R A N D U M

May 20 ,  1982

TO: S e n a t o r  B i l l  Ray

FROM: S e n a t o r  John  C. S a c k e t t

SUBJECT: House B i l l  866

I would a p p r e c i a t e  i t  v e r y  much i f  you would s c h e d u l e  
House B i l l  866 f o r  a h e a r i n g  b e f o r e  t h e  S e n a t e  T r a n s ­
p o r t a t i o n  C o m m it te e .  I t  s t i l l  has  a f u r t h e r  r e f e r r a l  
t o  t h e  S e n a t e  F i n a n c e  C o m m i t t e e .

A t t a c h e d  i s  t h e  b a c k - u p  on t h e  b i l l .  A l th o u g h  i t  i s  a 
h ouse  b i l l ,  I s t i l l  have  an i n t e r e s t  i n  i t .  Thank you 
f c r  y o u r  c o n s i d e r a t i o n .



% A l a s k a  State Legislature

S e n a t e  C o m m i t t e e  o n  S t a t e  A f f a i r s

V ic  Fischer, Chairm an • Pouch V  • Juneau, Alaska 99811 • (907) 465-4954

Official Bus iness

MEMORANDUM 

DATE: May 17, 1982 ;

TO: Senator Ed Dankworth, Co-Chairman, Senate Finance Committee 
Senator Don Bennett, Co-Chairman, Senate Finance Committee

■ t f r '
FROM: Senator Vic Fischer'

RE: HB 866, Investment Tax Credit

The House version of HB 866 provided ar investment tax credit equal to 

100 percent of the investment credit allowed on federal taxes. 
Corporations investing in farming, fishing, timber or mining would be 
eligible for the investment credit, oil and gas investments would not 

be eligible for the credit.

The Senate CS for HB 866 makes the following amendments:

1. The investment tax credit is changed to 36 percent of the investment 
credit allowed on federal taxes. The state currently allows an 
investment tax credit equal to 18 percent of the investment credit 

allowed on federal taxes.
2. The investment tax it only applies to mining activities and the
activities must be co’ d by corporations which have previously not
been active in Alask oe conducted at previously undeveloped sites.
3. The new investme’ x credit expires December 31, 1986.

The purpose of the .nendments is to channel investment tax credits to 
initiate new minir investments which would not have been made without 
the investment ta> credit. The committee could not obtain a clear legal 
judgement as to whether US Borax might qualify and thus obtain a 
windfall of close to $80 million.

The following reference materials are enclosed:

CS for HB 866
Transcript of State Affairs hearing of May 5, 1982, on HB 866.

Fiscal note on House passed version of HB 866
Letter of May 15, 1982, to Senator Vic Fischer, from Commissioner 

Williams, regarding Effects on Economic-Decision Making from 

Increasing the State Investment Tax Credit as Proposed in HB 866 
Memorandum of May 12, 1982, to Senator Fischer, regarding Effect of

Investment Credit on Projected State Revenues Generated by US Borax 

other pertinent material
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600 LAND & STRUCTURES I -  I 1 - -

700 GRANTS,CLAIMS,ETC I - I 1 - - -
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III. ANALYSIS (See Fiscal Note Preparation Instruction, Section III)
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including carryback of the credit, would essentially equate to the income tax payable 

by these four groups for the latest year. These four groups account for approximately

33 percent of the Department's revenue projections.
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STATE OF ALASKA
DEPARTMENT OF REVENUE

M E M O R A N D U M

TO :  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

F R O M :  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

D A T E :  A p r i l  26, 1 9 8 2

RE:  ' "Hb 8 6 6  a m '

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  

f o r  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  t h 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 ,  -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 .  ,s

I a m  n o t  a w a r e ' o f  a n y  s t u d y - w h i c h  s u p p o r t s  t h e  c o n c l u s i o n  t h a t  

s t a t e  i n c o m e  t a x  c r e d i t s  a r e  a s t r o n g  e n c o u r a g e m e n t  f o r  I n v e s t ­

m e n t  i n  a p a r t i c u l a r  s t a t e .  M o s t  s t u d i e s ,  in  f a c t ,  r e f l e c t  

t h a t  s t a t e  i n c o m e  t a x e s  h a v e  a l o w  i m p o r t a n c e  r a n k i n g  w h e n  

i n v e s t m e n t  a p p r a i s a l s 'a r e  m a d e .  In f a c t ,  s u p p l y  o f  l a b o r ,  

f i n a n c i n g ,  m a r k e t a b i l i t y ,  s u p p l y  o f  r a w  m a t e r i a l s ,  e t c . ,  a r e  of 

t h e  m o s t  r e l e v a n c y .

E x p e r i e n c e  h a s  s h o w n  t h a t  w h e n  a s o c i a l  or  e c o n o m i c  p r o b l e m  

a r i s e s ,  o f t e n  t h e  f i r s t  - a n d  n o t  c a r e f u l l y  c o n s i d e r e d  - a n s w e r  

is t o  u s e  t h e  t a x  system,, w h e t h e r  t h e  p r o p o s a l  c o m e s  f r o m  

g o v e r n m e n t  o r  t h e  p r i v a t e  s e c t o r .  H o w e v e r ,  t a x  c r e d i t s  s e l d o m  

s o l v e  t h e  s o c i a l  or  e c o n o m i c  p r o b l e m .  In f a c t ,  t a x  - c r e d i t s  a r e  
u s e f u l  o n l y  t o  t h o s e  w h o  h a v e  i n c o m e  t a x e s  to  p a y  ( p r o f i t a b l e )  

a n d  w h o  c a n  t h e r e f o r e  m a k e  u s e  o f  t h e  c r e d i t s .  T h o s e  w h o  d o n ' t  

p a y  t a x e s  - t h o s e  w i t h  s u f f i c i e n t  o r  no t a x  l i a b i l i t y  - t h u s  

r e c e i v e  no a s s i s t a n c e  f r o m  t h e  t a x  c r e d i t  p r o g r a m .  I f a t a x  

c r e d i t  w e r e  to c o v e r  t h e s e  g r o u p s  - t h e  o n e s  w h o  r e a l l y  n e e d  it- 

- it m u s t  be  r e f u n d a b l e ;  i . e . ,  p a i d  by  t h e  s t a t e  e v e n  in th e  

a b s e n c e  o f  t a x  l i a b i l i t y ,  a n d  a r e f u n d a b l e  c r e d i t  r e a l l y  

i n v o l v e s  d i r e c t  s p e n d i n g  o r  s u b s i d y .

It is  q u e s t i o n a b l e  w h e t h e r  t h e  F e d e r a l  I n v e s t m e n t  T a x  C r e d i t  

h a s  p r o v i d e d  b u s i n e s s e s  th e i n c e n t i v e  to m a k e  i n v e s t m e n t s  a n d  

w h e t h e r  t h e  c r e d i t  h a s  p r o v i d e d  a n  a c c e l e r a t o r  e f f e c t  on t h e  

e c o n o m y  as  a w h o l e .
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Q u e s t i o n s  t h a t  h a v e  b e e n  a s k e d  at t h e  F e d e r a l  l e v e l  i n c l u d e :  

1.

2.

3 .

T h e s e  v e r y  s a m e  q u e s t i o n s  m u s t  be  a s k e d  if  A l a s k a  a l l o w s  t h e  

i n v e s t m e n t  t a x  c r e d i t  to  t h e  e x t e n t  o f . H B  8 6 6  am.

T h e  e x t e n t  o f  t h e  i n v e s t m e n t  t a x  c r e d i t  in  HB 8 6 6  am  a p p e a r s  to.' 

b e  g r o s s l y  m i s u n d e r s t o o d .  T h e  b i l l  w o u l d  a l l o w  t h e  s a m e  a m o u n t  

o f  i n v e s t m e n t  t a x  c r e d i t  as..is a l l o w e d  o n  t h e  F e d e r a l  r e t u r n .  

T h i s  i s  i n  s p i t e  o f  t h e  t r e m e n d o u s l y  l a r g e  d i f f e r e n t i a l s  i n  t a x  

l i a b i l i t i e s  a t  t h e  t w o  l e v e l s .  F o r  e x a m p l e ,  i f  a t a x p a y e r  

i n v e s t e d  $ 5 , 0 0 0 , 0 0 0 - i n  q u a l i f i e d  i n v e s t m e n t  p r o p e r t y  w i t h  t h e  

r e s u l t i n g  i n v e s t m e n t  c r e d i t  o f  $ 3 0 0 , 0 0 0  ( 1 0 % ) ,  t h e  A l a s k a  

t a x a b l e  i n c o m e  n e e d e d  t o  a b s o r b  t h a t  a m o u n t  w o u l d  be a b o u t  

$ 5 , 4 0 0 , 0 0 0 .  In o t h e r  w o r d s ,  n o t  a c e n t  o f  A l a s k a  i n c o m e  t a x  

w o u l d  be p a i d  if t h e  c o r p o r a t i o n  h a d  a t a x a b l e  i n c o m e  o f  

$ 3 , 4 0 0 , 0 0 0 .  C o n v e r s e l y ,  t h e  F e d e r a l  t a x  l i a b i l i t y  o n  t h a t  

a m o u n t ,  e v e n  w i t h  t h e  i n v e s t m e n t  t a x  c r e d i t ,  w o u l d  be a b o u t  

$ 2 , 0 0 0 , 0 0 0

If a c o r p o r a t i o n  i n v e s t e d  $ 5 0 , 0 0 0 , 0 0 0  i n  q u a l i f i e d  p r o p e r t y ,  

t h e  A l a s k a  t a x a b l e  i n c o m e  n e e d e d  t o  a b s o r b  t h e  i n v e s t m e n t  t a x  

c r e d i t  w o u l d  b e  i n  e x c e s s  o f  $ 5 0 , 0 0 0 , 0 0 0  w h e r e a s  t h e  F e d e r a l  

t a x  1 ' i a b i l i t y  o n  t h e  $ 5 0 , 0 0 0 , 0 0 0  w o u l d  b e  a b o u t  $ 1 8 , 0 0 0 , 0 0 0 .

S i n c e  o n l y  p r o f i t a b l e  c o m p a n i e s  c o u l d  u t i - i z e  t h e  i n v e s t m e n t  

t a x  c r e d i t ,  t h e  r e d u c t i o n  i n  A l a s k a  S t a t e  I n c o m e  T a x e s  r e s u l t ­

i n g  f r o m  HB 8 6 6  a m  w o u l d  i n c r e a s e  F e d e r a l  t a x a b l e  i n c o m e  by a 

l i k e  a m o u n t .  In e s s e n c e ,  u p  t o  4 6 %  o f  w h a t  i s  s a v e d  a t  t h e  

S t a t u  l e v e l  w o u l d  s i m p l y  be t r a n s f e r r e d  t o  t h e  F e d e r a l  G o v e r n ­

m e n t  in  t h e  f o r m  o f  a h i g h e r  F e d e r a u  i n c o m e  t a x  l i a b i l i t y .

In a d d i t i o n ,  A l a s k a  a l r e a d y ' h a s  a n  i n v e s t m e n t  t a x  c r e d i t  f o r  

a l l  i n d u s t i e s  b u t  l i m i t e d  to 1 6 %  o f  t h e  F e d e r a l  Ta x C r e d i t  a n d  

a f u r t h e r  l i m i t a t i o n  o f  $ 2 0 , 0 0 0 , ' 0 0 0  f o r  q u a l i f i e d  p r o p e r t y  

e l i g i b l e  f o r  t h e  c r e d i t .  T h e  1 6 %  d i r e c t s  i t s e l f  to  t h e  f a c t  

t h a t  t h e  t a x  r a t e s  a r e  s o  d i f f e r e n t ;  i . e . ,  m a x i m u m  S t a t e  r a t e  - 
9 . 4 % ,  m a x i m u m  F e d e r a l  r a t e  - 4 6 % .

D o e s  t h e  c r e d i t  flowyth.rpui^h t o  s t o c k h o l d e r s  i n  t h e  

' f o r m  o f  d i v i d e n d s  x'itKefvt £ a h  u s e d  f o r  c a p i t a l . ' e x p e n d i­

t u r e s ?  $$>;:?' ; %'
v r

H a s  t h e  c r e d i t  b e e n  us§ 3:'for f o r e i g n  i n v e s t m e n t  r a t h e r  

t h a n  d o m e s t i c  i n v e s t m e n t  t h u s  e x p o r t i n g  m o r e  j o b s  \ 

o v e r s e a s ?** - ^
i

H a s  t h e  i n v e s t m e n t ,  t a x  c r e d i t  a c t u a l l y  i n c r e a s e d  

i n v e s t m e n t  i n  c a p i t a l  p r o j e c t s ?
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T h e r e  a r e  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  i s  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  investmen t . - t a > ;  ‘c r e d i t  w o u l d  g i v e . t h e  

e x i s t i n g  f a r m e r s  additionaf'i&.ekv. B e n e f i t s '  but. w o u l d  d o  'little t o  
e x p a n d  o w n e r s h i p  t o  a n e w  irvflux o f l f a r m e r s .

4 V**t . •** £ *

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  t h a 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  i s  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  . 

t h e  h a r v e s t  o f  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 ,  i n  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  t h e  p u r p o s e  o f  

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  t h e  f i f t e e n  y e a r  p 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  f o r  
t h e  i n v e s t m e n t  t a 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  be v e r y  c o s t l y  p a r t i c u l a r l y  

i n  o n e  i n s t a n c e .  I f  U . S .  B o r a x  d e v e l o p s  i t s  K e t c h i k a n  M o l y b ­

d e n u m  m i n e  to t h e  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  t a x  

c r e d i t  to t h a t  c o r p o r a t i o n  c o u l d  b e  as h i g h  as $ 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 i s i o n  f o r  t h e  i n v e s t m e n t  t a x  c r e d i t ,  t h e  

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  t o  t h e  

f o l l o w i n g  r e v e n u e  l o s s  t o  A l a s k a  ( a s s u m i n g  U. S. B o r a x  h a d  

s u f f i c i e n t  t a x a b l e  i n c o m e  to  a b s o r b ) :

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 1 0 *  I n v e s t m e n t  C r e d i t  a m o u n t

x 1 8 *  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 l o s  :\v^v-. • \\ 'v i o o , o o o . o o o• » '    ̂■ I
. . # r ,

N e t . L o s s  i n  R e v e n u e  $ 8 2 . 0 0 0 . 0 u Q
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T h e  a b o v e  a s s u m e s  t h a t  t h e  e n t i r e  S I  b i l l i o n  w o u l d  b e  e l i g i b l e  

f o r  t h e  i n v e s t m e n t  t a x  c r e d i t . ' T h e ,  p o r t i o n  a c t u a l l y  a v a i l a b l e  

c o u l d  v a r y  f r o m  65-100%. v v-r.... '

B r r a x  a c t i v i t y  w i l l  n o t  i m p a ^ i ' * ^ t h e . ^ i m m e d i a t e  f u t u r e  f i s c a l l y  

s i n c e  p r o d u c t i o n  f r o m  t h e  K e ' t ' c h i k s n o m i n e  i s  n o t  a n t i c i p a t e d  

u n t i l  t h e  l a t e  1 9 8 0 ’s. •

•The b i l l  a l s o  c r e a t e s  a c a r r y - b a c k  p r o b l e m  T h e  i n v e s t m e n t  t a x  
c r e d i t  c a n  b e  c a r r i e d  b a c k  a n d  w o u l d  a f f e c t  p r i o r  y e a r  t a x e s .  

T h e r e f o r e ,  i n  e s s e n c e ,  t h i s  b i l l  p r o v i d e s  f o r  t h e  p o t e n t i a l  o f  

a r e f u n d  o f  p a s t  y e a r s  t a x e s .  T h i s  p o t e n t i a l l y  c r e a t e s  a c o n ­

s t i t u t i o n a l  q u e s t i o n .

H B  8 6 6  a m  a d d s  a p r o v i s i o n  n o t  c o n t a i n e d  i n  HB  8 6 6 .  It i s  as  

f o l l o w s :

" ( K )  No C r e d i t  s h a l l  b e  a l l o w e d  u n d e r  (j) o f  t h i s  

s e c t i o n  f o r  a n y  i n v e s t m e n t  c r e d i t  w h i c h  i s  a l l o w e d  as 

to  f e d e r a l  t a x e s  for  l e a s e d  p r o p e r t y  b y  r e a s o n  o f  

S e c t i o n  1 6 8 ( F ) ( 8 )  o f  t h e  I n t e r n a l  R e v e n u e  C o d e  ( 2 6  

U .  S .  C . .  1 6 8 ( F )  ( 8  •

O n e  c o n s e q u e n c e  o f  t h e  A c c e l e r a t e d  C o s t  R e c o v e r y  S y s t e m  a n d  

r e v i s i o n s  o f  t h e  i n v e s t m e n t  t a x  c r e d i t  is  t h a t  m a n y  c o m p a n i e s  

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

c r e d i t s .  In c o n s i d e r i n g  p o t e n t i a l  i n v e s t m e n t s ,  t h e s e  c o m p a n i e s  

a r e  at  a c o m p e t i t i v e  d i s a d v a n t a g e  a n d  c a n  b e c o m e  t a r g e t s  fo r  

t a x - i n d u c e d  t a k e o v e r s  a n d  m e r g e s .  T h e  E c o n o m i c  R e c o v e r y  T a x  

A c t  o f  198.1 ( E R T A )  e s t a b l i s h e s  w h a t  is r e f e r r e d  t o  as a s a f e -  

h a r b o r  f o r  c h a r a c t e r i z i n g  t r a n s a c t i o n s  as l e a s e s  r a t h e r  t h a n  as  

s a l e .  A l e a s e  t r a n s a c t i o n  p e r m i t s  t h e  l e s s e e - u s e r  o f  p r o p e r t y  

t o  t r a n s f e r  t a x  b e n e f i t s  t o  a l e s s o r - i n v e s t o r , a o a l e  t r a n s ­

a c t i o n  d o e s  n o t .  I f  a l e s s e e - u s e r  t r a n s f e r s  t h e  t a x  b e n e f i t s  

b a c k  t o  t h "  l e s s o r ,  t h e  u s e r  r e c e i v e s  a s i g n i f i c a n t  p o r t i o n  o f  

t h e  t a x  b e i e f i t s  t h r o u g h  r e d u c e d  r e n t a l  c h a r g e s .

T h e  n e w  l a w  p r o v i d e s  m o r e  e a s e  i n t r a n s f e r a b i l i t y  a n d  i t s  p r o ­

v i s i o n s  e l i m i n a t e  m a n y  o f  t h e  a r g u m e n t s  w h i c h  o f t e n  h a d  o c c u r r e d  

b e t w e e n  t h e  t a x p a y e r  a n d  I R S .  H o w e v e r ,  t h e  s u b s t a n t i v e  l a w  

r e g a r d i n g  l e a s e  t r a n s a c t i o n s  h a s  n o t  c h a n g e d  as a r e s u l t  o f  t h e  

E c o n o m i c  R e c o v e r y  T a x  A c t  (EF.TA). P r o c e d u r a l  l a w  h s  c h a n g e d  

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

f r o m  l e s s e e  t o  l e s s o r . •• *

S e c t i o n  2 ( K )  o f  HB  8 6 6  a m  p r o v i d e s  f o r  a n  u n w o r k a b l e  a d m i n i s t r a ­

t i v e  p r o c e s s  f o r  t h e  D e p a r t m e n t  o f  R e v e n u e .  T h e  D e p a r t m e n t  

d o e s  n o t  h a v e  t h e  s t a f f i n g  t o  d e t e r m i n e  i f  t h e  p r e - c R T A  F e d e r a l



R .  D. S t e v e n s o n  5 A p r i l  2 6 ,  1 9 8 2

l a w  p r o v i s i o n  .would have c a u s e d . a  l e a s e  a r r a n g e m e n t  to be c o n­
s i d e r e d  a salt. Tne taxpayer.;,-:4s u n d e r  p r e - E R T A ,  w o u l d  
o b v i o u s l y  c l a s s  c e r t a i n  t r a $ s :ab.ti.pns. as a l ease r a t h e r  .than a 
s a l e  and a w a i t  our c h a l l e n g e ^ f a i s Tth ey  previously'’ did w i t h  the 
F e d e r a l  G o v e r n m e n t .  Therefcfzf/jjkno^decrease in the f i s c a l  note 
d e v e l o p e d  for HB 866 is f o r e s e e ^ a n d ,  if any, w o u l d . b e  i m p o s­
si b l e  to d e t e r m i n e .  ' O’f-j.V

• R R K / g b
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D E P A R T M E N T  O F  R E V E N U E

OFFICE OF THE COHktlSSIOHEK
May 15,

The Honorable Vic F ischer ,  Chairman 
Senate S ta te  A f fa i r s  Committee 
Pouch V
Juneau, AK 99811

Re: Ef fec ts  on Economic Decision-Making from Increasing the State
Investment Tax Credit  as Proposed in House Bill  866

Dear Mr. Chairman:

In rny tes timony before the Committee I s t a t e d  t h a t  inc reas ing  
the S t a t e ' s  investment tax c r e d i t  as proposed in HB 866 would have only a 
minimal e f f e c t  on the  in te rna l  r a t e  of r e tu rn  a f t e r  taxes  f o r  new p r o j ­
e c t s  in Alaska. I a l so  sa id  t h a t ,  to  the e x te n t  there  would be an e f f e c t  
on the r a t e  of r e tu r n ,  i t  would be g re a te r  f o r  " f a t  ca t "  corpora t ions  
than fo r  small ones . I now have had the opportuni ty  to prepare an exam­
ple which demonstrates the t r u t h  of both a s s e r t i o n s .

Suppose we have a new p r o je c t  in Alaska, and to avoid any d i s ­
t o r t i o n s  by making i t  too l a r g e ,  suppose f u r th e r  t h a t  i t  cos ts  $1,000,-  
000, takes a y e a r  to  complete and wil l  employ 25 people. Suppose, too,  
t h a t  a f t e r  expenses o the r  than income taxes and d ep rec ia t io n ,  tiie p ro je c t  
y i e l d s  a ne t  cash flow of  $250,000 a yea r  fo r  i t s  f i r s t  four  years  of 
o pera t ion ,  and then each y ea r  t h e r e a f t e r  the ne t  cash flow decreases by 
f iv e  percen t  from the previous y e a r .  F in a l ly ,  l e t  us suppose t h a t  the 
p r o je c t  q u a l i f i e s  fo r  Accelerated Capital Recovery System t rea tm ent  under 
the new tax  law using a 10-year l i f e .

The a n a ly s i s  I have used takes t h i s  p r o je c t  and compares the 
i n te rn a l  r a t e  of  r e tu rn  (IRR) on the investment under Alaska 's  present  
investment tax c r e d i t  with the IRR under the  c r e d i t  proposed in HB 866. 
This comparison i s  f i r s t  made with the p r o je c t  s tanding  a lone ;  t h a t  i s ,  
the  in v e s to r  has no o the r  income to be s h e l t e r e d  from the tax  b en e f i t s  
generated  from the p r o j e c t .  I c a l l  t h i s  Case 1. Case 2 d o e s n ' t  involve 
too f a t  a " f a t  ca t "  co rp o ra t io n ,  simply one with $750,000 a year  of tax -  
able  Alaskan ne t  income from o ther  sources .

The t a b l e s  a t tached  to t h i s  l e t t e r  show what the a f t e r - t a x  cash 
flows are  under Case 1 and Case 2, both with the p re sen t  investment tax 
c r e d i t  and with the one proposed by HB 866. As you can see from those 
t a b l e s ,  the IRR under the non-"fa t  ca t"  case (Case 1) i s  18.763% under

1982
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the p re sen t  law and would r i s e  by only 0.363 of a percentage po in t  to 
19.126% under HB 866. In c o n t r a s t ,  :the improvement in the r a t e  of  re tu rn  
f o r  the " f a t  c a t 11 case (Case 2) i s  near ly  th ree  tiir.es as g rea t  as for  tne 
"skinny" c a t  — 0 .9 9 /  of  a percentage po in t  (15.772% to 16.769%).' '•> #V,

Note also  how small a d i f f e ren ce  the re  i s  in the r a t e  of  re turn  
between p re sen t  law and HB 866. The ex t ra  economic incen t iv e  from r a i s ­
ing the S t a t e ' s  investment tax  c r e d i t  i s  t r u l y  minimal (and you can see 
why: look how much higher  the federa l  taxes  would be during the ear ly  
yea rs  with HB 866 than they are  under p resen t  law, in both Cases 1 and
2) .  Other f a c to r s  have much more e f f e c t  on the economics of  an in v e s t ­
ment than the amount of investment tax c r e d i t .  For example, in Case 1, 
suppose on e ' s  assumptions about market p r ic e s ,  lab o r  cos ts  and o ther  
opera t ing  expenses had a 10 percent  margin of e r r o r .  I f  the net p re - tax  
cash flows were only 10 percent  h igher  than the f ig u res  in the  ta b le ,~ th e  
increase  in the r a t e  of re tu rn  would be 4.25 times t n a t  from the ex t ra  
tax i n cen t ive  under HB 86FI

Without going on excess ive ly ,  I would only r e i t e r a t e  my o b jec ­
t io n s  t h a t  HB 5o6 does too l i t t l e  economically, a t  too high a pr ice  for  
the S t a t e ,  to  the advantage of  wealthy corpo ra t ions  over small ones. I t  
s ca rce ly  makes economic sense and c e r t a i n l y  makes poor S ta te  pol icy .

I hope t h i s  information may prove useful  to you and your Com­
m it tee  in cons ide r ing  HB 866.

S ince re ly ,

Thomas K. Williams 
Commissioner of Revenue

Attachments

P.S. I might add p a r e n th e t i c a l l y  t h a t  the reason for the lower IRRs in 
the " fa t  c a t "  case i s  t h a t  a l l  income from the p r o je c t  i s  taxed in 
the  maximum tax b. acket  under both federal  and s t a l e  ;ax laws, 
because of  the o ther  $750,000 of taxable  income; the p r o je c t  r e p re ­
sen ts  incremental income to  the co rp o ra t io n .  In Case 1 the p ro je c t  
s tands a lone ,  and so the f i r s t  $100,000 and f i r s t  $90,000 are taxed 
below the maximum r a t e s  under the federa l  ana Alaska tax  laws, 
r e sp ec t i  v e ly .



CASE 1. A HEW ALASKAN BUSINESS ON ITS OWN

Pre-Tax 
Cash Flow

Pro jec t
Depre­

c i a t i o n

AK Inc. 
Tax From 
Pro jec t AK ITC

AK Inc. US Inc. 
Tax From Tax From 

Pro jec t  P ro jec t US ITC

US Inc. 
Tax From 

Projec t
Net

After-Tax 1 AK ITC

AK Inc. 
Tax From 

Pro jec t US ITC

US Inc. 
Tax From 

Projec t
Net

After-Tax
r from Pro jec t Before ITC Applied After  ITC before ITC Appli ed After  ITC Cash Flow I Applied After  ITC Applied After  ITC Cash Flow

1 -1,000,000 0 0 0 0 0 0 0 -1,000,000 1 o 0 0 0 -1,000,000
2 250,000 00,000 12,020 12,021/ 0 57,950 57,950 0 250,000 I 12,020 0 67,950 0 250,000
3 250,000 140,000 6,300 400 30,166 30,166 0 249,600 I 6,300 0 30,166 0 250,000
4 250,000 120,000 0,260 0 0,260 35,750 11,004 25,066 217,074 I 0,260 0 11,004 27,050 222,1 60
5 250,000 100,000 10,140 0 10,140 44,006 0 44,006 195,774 1 10,140 0 0 40,750 201,260

b 237,500 100,000 0,965 0 0,965 30,076 0 30,076 109,659 I 0,965 0 0 43,000 1 94,600
7 225,625 100,000 7,049 0 7,049 33,927 0 33,927 1U3,049 1 7,049 0 0 37,630 100,000
a 214,344 90,000 7,720 0 7,720 33,393 0 33,393 173,222 1 7,720 0 0 36,940 177,396
9 203,627 90,000 6,721 0 u,721 20,927 0 20,927 167,979 1 6,721 0 0 32,010 171,609
0 193,445 90,000 5,764 0 5,764 24,022 0 24,042 162,059 I 5,764 0 0 27,335 106,110

1 103,773 90,000 4,055 0 4,055 21,317 0 21,317 1 67 , G01 I 4,055 0 0 23,269 160,514
2 174,504 0 12,461 0 12,461 54,331 0 54,331 107,002 I 12,451 0 0 60,069 114,625
3 165,055 0 11,630 . . 0 11,630 60,693 0 50,693 103,631 I 0,067** 2,763 0 54,772 100,319
4 157,662 0 10,061 0 10,061 47,237 0 47,237 99,474 1 o 10,051 0 47,237 99,474
5 149,604 0 10,110 0 10,110 43,954 0 43,954 96,620 1 o 10,110 0 43,954 95,620

G 142,200 0 9,407
t

0 9,407 40,035 0 40,035 91,950 1 o 9,407 0 40,035 91 ,950
7 135,090 0 0,730 0 0,730 37,072 0 37,0/2 00,400 1 o 0,730 0 37,072 00.4UO
0 120,336 0 0,104 0 0,104 36,057 0 35,057 05,1/6 1 o 0,104 0 35,057 05,176

19 121 ,919 0 7,600 0 7,600 32,303 0 32,303 02,036 1 o 7,500 0 32,303 02,036
>0 115,023 0 6,927 0 6,927 29,042 0 29,042 79,054 1 o 6,927 0 29,042 79,054

21 110,032 0 6,303 0 6,303 27,429 0 27,429 76,220 1 o 6,303 0 27,429 76,220
22 104,630 0 6,066 0 5,066 25,216 0 25,216 73,449 1 o 6,066 0 26,216 73, ‘149
23 99,304 0 6,376 0 6,375 23,322 0 23,322 70,600 1 o 5,3/6 0 2 3,: ’ 22 70,600
24 94,330 0 4,900 0 4,900 21,522 0 21,622 67,900 1 o 4,900 0 21,622 67,900
25 09,621 0 4,4Gb 0 4,466 19,012 0 19,012 66,343 1 o 4,466 0 1 9 , d l2 65,343

A Under present  lav/, A1 aska 's ITC equals I0X ol the federal IIC , or 1.OX

HUM 8.7634 

of the q u a l i f i e d  investment.  As v/itli tne led e ra1

HUM 9.1261

With State Investment Tax Credit under IIU B66

I IC,  any ITC t h a t  i s  no t  used in a tax y e a r  may be c a r r i e d  forward in t o  the nex t  ta x  y e a r .  In t h i s  ca s e  only  $12,020 o f  
tiie $111,000 s t a t e  ITC was taken in Lite f i r s t  y e a r ;  the b a l a n c e  ol $'.>,1)110 i s  taken in the second.

** Under IIIJ Bob, Al a s k a ' s  ITC would equal  the  f e d e ra l  ITC, o r  $100,000 in t h i s  example.  I hi s  $0,Bb7 f i y u r e  r e p r e s e n t s  what  
remains o f  the $100,000 ITC a f t e r  the t we l f t h  y e a r  o f  the p r o j e c t .



CASE 2. A LARGE ONGOING ALASKAN BUSINESS

Yr

1
2
3
4

G
7
0
y

10

n
12
13
14 
1 5

16
17
10
19
20

21
22
23
24
r\ r

Pre-Tax P ro jec t
AK Inc. 
Tax From

AK Inc. 
Tax From

' U5“ Inc. 
Tax From

US Inc. 
Tax From Net

AK Inc. 
Tax From

US Inc. 
Tax From Net

Cash Flow Depre­ Pro jec t AK ITC Projec t Pro jec t US ITC Projec t After-Tax AK ITC Projec t US ITC Pro jec t After-Tax
from Pro jec t c i a t i o n Before ITC Applied After  ITC Before ITC Applied After  ITC Cash FI o\/ Applied After  ITC Applied After  ITC Cash Flow

-1,000,000 0 0 0 0 0 0 0 -1,000,000 0 0 0 0 -1,000,000
250,000 00,000 15,980 10,000* -2,020 7y,129 100,000 -20,871 272,091 02,520** -66,540 100,000 9,730 306,002
260,000 140,000 10,340 0 10,340 45,044 0 45,044 193,016 17,400 -7,140 0 49,120 200,012
250,000 120,000 12,220 0 12,220 54,179 0 54,179 103,601 0 12,220 0 54,179 103,601
250,000 100,000 14,100 0 14,100 62,514 0 62,514 173,306 0 14,100 0 62,514 173,306

237,500 100,000 12,925 0 12,925 57,305 0 57,306 167,271 0 12,925 0 57,305 167,271
225,625 100,000 11,009 0 11,809 52,355 0 62,355 161,461 0 11,809 0 52,355 161,461
214,344 90,000 11,688 0 11,680 51,022 0 51,022 150,834 0 11,600 0 51,022 150,034
203,627 90,000 10 ,GUI 0 10,601 47,355 0 47,355 145,591 0 10,681 0 47,355 145,591
193,445 90,000 9,724 0 9,724 43,112 0 43,112 140,609 0 9,724 0 43,112 140,609

183,773 90,000 0,016 0 0,015 39,001 0 39,001 135,070 0 0,015 0 39,001 1 35,870
174,504 0 16,411 0 16,41 1 72,760 0 72,760 05,413 0 16,411 0 72,760 85,413
165,055 0 15,590 0 15,590 69,(22 0 69,122 01,143 0 15,590 0 69,122 01 ,143
157,662 0 14,011 0 14,011 65,666 0 65,666 77,086 0 14,011 0 65,666 77,006
149,604 0 14,070 0 14,070 62,302 0 62,3U2 73,231 0 14,070 0 62.3U2 73,231

142,200 0 1 3,367' ‘ 0 13,367 59,263 0 59,263 69,570 0 13,367 0 59,263 69,570
135,090 0 12,690 0 12,690 66,300 0 56,300 66,091 0 12,690 0 56,300 66,091
120,336 0 12,064 0 12,064 53,405 0 53,405 62,707 0 12,064 0 53,405 62,707
121,919 0 11,460 0 11 ,460 50,011 0 50,011 69,640 0 11,460 0 50,011 59,640
115,023 0 10,007 0 10,007 40,270 0 40,270 56,665 0 10.U07 0 40,270 56,665

110,032 0 10,343 0 10,343 46,357 0 45,857 53,032 0 10,343 0 45,057 63,032
104,530 0 9,026 0 9,026 42,564 0 43,564 51 ,140 0 9,826 0 43,564 51 ,140

99,304 0 9,336 0 9,335 41,306' 0 41,306 40,503 0 9,335 0 41,306 40,603
94,330 0 0,060 0 0,068 39,316 0 39,31 6 46,154 0 0,060 0 39,316 46,164
09,621 0 0,424 0 0,424 37,360 0 37,360 43,046

11111=15,772%
0 0,424 0 37,350 43,046

11111=16.769%

A Under present  law, Alaska's ITC equals 1 fiX of the federal IIC , or 1 .OX of the q u a l i f i e d  investment.  Since tne corpora-

V/i th S ta te  Investment Tax Cred i t  under IIU 066

tion ha?' $760,000 of other  Alaskan taxable income, the $2020 in ITC not used to s h e l t e r  income from the p ro je c t  from tax 
can be used to reduce the tax on th is  o ther  income. By the same token, the $100,000 federal ITC can a l l  be used in one 
year  to reduce the tax on the e th e r  $760,000 of taxable income.

A A Undos III! Uo6, A1 *.!:a's ITC would equal the federal IIC, or $100,U00 in th is  example. The negat ive f igure r e f l e c t s  tne 
f a c t  tha t  a $100,000 Alaskan ITC would s h e l t e r  not only a ll  ol the $1/0,000 taxable income from the p ro je c t ,  but would 
reduce to zero the $6o,640 tax on the other  $760,000 of taxable Alaskan income, and s t i l l  leave some $I/,4U0 of ITC to 
spare .  This $17,400 is  ca r r ied  over into the next year ,  where i t  reduces to zero the $10,340 tax l i a b i l i t y  generated by 
th" n ro iec t  and reduces the taxes on the otoor $760,00U by $7,140 ( te l  Ioctod as a negative f igu re ) .



MEMORANDUM

DATE: M a y  12, 1982 

TO: Senator Fischer 

FRQM: Ira Winograd, staff ' ;S' .  •
V. •"’* ,

RE: HB 866 am, (House Passed Version of Investment Tax Credit) Effect of 

10% Investment Credit on Projected State Revenues Generated by US 

Borax

The 10 percent investment credit offered by the House version of HB 866 

would exempt Borax frcrn state income taxation for from fourteen to 
seventeen years. HB 866 would cost the state $45 million in forgone 

Borax revenue.

The ten percent investment credit would generate approximately $45 
million in investment credits for Borax to apply against state income 
tax liability. Borax could also be the beneficiary of an additional $32. 

million in excess credits.

Borax estimated that it would be liable for $46.8 million in state 
income tax for the first fourteen years of operation. More recent 

estimates indicate that income tax liability during the first seventeen 

years of operation may be $45.7 million under a high investment 

scenario.

Methodology

Lew investment scenario High investment scenario

Investment to obtain full production 

$870 million* $1,500 million

Investment eligible for investment credit 

548.1 950

Investment credit entitlement

44.9 77.9

Directly Useable investment credits
44.9 " 45.7

* In 1982 real dollars.

Investment to obtain full production. Lew figure (870) supplied by 

Borax to the governors office. High figure (1,500) supplied by Borax to 
Phil Holdsworth of the Alaska Miners Association.

Investment eligible for investment credit. Borax estimates that 63 

percent of investment is eligible for investment credit. (The 
department of revenue estimates that 80% of investment may be eligible 

for investment credit.)



Investment credit entitlement equals investment eligible for investment 
credit multiplied b y  the proposed 8.2 percent net increase in investment 

credit. The net increase in investnent credit is the difference between 

the H.B. 866 10% credit and the existing 1.8% credit.

Useable investment credits. ■ Borax verified the following stream of 

state income tax liability (ii* real 1982 dollars based on an 870 million

investment):

* ' .. I adjusted adjusted

Tax Liability net i n c o m e ' net income tax

year 1 - .023 million .2 (25.0) 0

2 - .276 2.9 (22.3) 0

3 - .374 4.0 (21.2) 0

4 - .528 5.6 (19.6) 0

5 - .541 5.8 (19.4) 0

6 - 2.6 27.7 2.5 .2

7 - 4.1 43.6 18.4 1.7

8 - 5.1 54.3 29.1 2.7

9 - 6.1 64.9 39.7 3.7

10 - 6.1 64.9 39.7 3.7

11 - 5.9 62.8 5.9

12 - 5.9 52.1 5.9

13 - 4.7 50.0 4.7

14 - 4.6 48.9 4.6

15 - 4.5 47.9 4.5

16 - 4.5 47.9 4.5

17 - 4.6 48.9 4.6

Total 21.9 45.7

The corresponding income is shown in column two, based on ■

9.4% corporate income tax.

Column three shows the adjusted net income to account for the extra 

depreciation during the first ten years due to the additioanl 630 

million investment under the high investnent scenario; (870 low 

investnent, plus 630 additional investment, equals 1,500 high 
investment). The department of revenue estimates that each additional 

investment dollar will reduce net income by 40C over a ten year 

depreciation schedule.

The fourth column shews a d j u s t ^  tax liability based on decreased net 

income during the first ten yetirs under the high investment scenario.

Useable investment credits cannot exceed net tax liability for the first 
15 years after the investment. However, not all investment will be node 

before the first year of operation. After approximately the seventeenth 
year of operation, investment credits based on initial investments would 
no longer be eligible for refund. Under the high investment scenario, 

only $45.9 would be eligible for credit refund. Excess investment 
credit would be $32.2 million.



A L A S K A  M I N E R S  A S S O C I A T I O N ,  I N C .
509 W . T h ir d  A ve ., S u ite  17, A nchorage , A laska 99501 (907) 276-0347

The Honorable Vic F i sh e r ,  Chairman-’-'
Senate S ta te  A f fa i r s  Committee 
Alaska S ta te  L e g is la tu re  
Pouch V (MS 3100)
Juneau , Alaska 99811

Dear Senator  F isher :

The Statewide Board of  Direc tors  of the  Alaska Miners Associat ion 
unanimously passed the  a t tached  r e so lu t io n  urging enactment of HB-866. The 
Alaska Miners Associa t ion rep resen ts  approximately 1400 miners located 
throughout Alaska.

The Alaska Miners Associat ion be l ieves  th a t  the investment tax 
c r e d i t s  proposed in HB-866 wi l l  broaden Alaska 's  economic base. The 
people of Alaska are concerned about our s t a t e ' s  dependence upon oil  
revenues. We fee l  d i v e r s i f i c a t i o n  of our s t a t e ' s  economy is  very 
important  f o r  the long term economic hea l th  of Alaska.

Many members of the l e g i s l a t u r e  may be h e s i t a n t  to  consider  a tax 
c r e d i t  b i l l  in the face of dec l in ing  o i l  revenues.  However, HB-866 is  
an incoming-producing b i l l .  I t  wil l  send a s trong s ignal to inves to rs  
t h a t  Alaska is  s e r io u s ly  attempting to  a t t r a c t  mineral developmpnt and 
in c rease  ex p lo ra t io n  and mining a c t i v i t y .  The economic b en e f i t s  
accruing to  the s t a t e  w il l  f a r  outweigh the  revenues l o s t  by the  tax 
c r e d i t .

The i n i t i a l  r educ t ion  in revenues by mineral investment would be 
sm a l l ,  l e s s  than ten  m i l l ion  d o l l a r s  annually .  The tax  c r e d i t s  will  
make Alaskan mineral investments more competi t ive  on a world wide 
bas is  and lead to  the  es tab l ishment  of  a long term heal thy  mining 
i n d u s t ry .

We are  asking f o r  your help to obta in  passage of t h i s  b i l l  and 
make an investment  in Alaska 's  long term economic fu tu r e .

S ince re ly  yours ,

David A. Hpatwole 
P res iden t

DAH/dlw
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RESOLUTION r^HOUSE BILL-866

9  ALASKA MINERS ASSOCIATION, INC.
509 VV. Third Ave., Suite 17, Anchorage. Alaska 99501 (907) 276-0347

Vlhereas the Alaska Miner 's  Association d e s i r e s  to f o s t e r  the development 
of A laska 's  mineral resources  and,

Whereas the people of Alaska d es i re  to broaden the economic bas is  of our 
s t a t e  and,

Whereas the Investment Tax Credits  proposed in HB-866 would provide 
f in a n c ia l  in cen t iv es  f o r  the development of minerals in Alaska.

The Board of D i r e c tc . s  hereby resolves  to urge the Speaker of the 
Alas.ka S ta te  House and the Pres ident  of the Alaska S ta te  Se a t e ,  for  
expedi t ious  passage of HB-866.

Approved

F a i r b a n k s ,  Al aska 

March 30 ,  1982



S E N A T O R  F I S H E R  A N D  M E M B E R S  O F  T H E  C O M M I T T E E

M y  n a m e  is Lan c e  A n d e r s o n  a n d  I -am^Vice President of Finance for C o o k  Inlet
0 • % *

Region, Inc. ■

C o o k  Inlet Region, Inc. supports passage of H . B .  866 because w e  believe:

First, that the bill will encourage additional investments into the State of 

Alaska's n o n  oil a n d  gas basic resource industries. B y  encouraging 

investment in those presently marginal industries t h r o u g h  a temporary tax 

decrease the State is encouraging the private sector to accelerate the 

diversification o:‘ the State's e c o n o m y  a n d  e m p l o y m e n t  base.

Second, w e  believe passage of this bill sends a clear policy signal that the 

State is interested in participating a n d  e ncouraging these industries b y  

r e w a r d i n g  successful capital investment in the State.

D u r i n g  the past several m o n t h s  I h a v e  h a d  m a n y  opportunities to discuss this 

bill with m a n y  different people. If I m a y  at this time, I would like to a n s w e r  

some of the most c o m m o n  questions a s k e d  of me.

W H O  Q U A L I F I E S  F O R  T H E  T A X  C R E D I T ?

All corporations payi n g  Alaska corporate income taxes to the State could utilize 

the special tax credit to the extent they invest in qualified investment tax 

property in the specified targeted industries.



W h A T  IS " Q U A L I F I E D  I N V E S T M E N T  T A X  P R O P E R T Y ?"

Qualified investment tax p roperty is primarily tangible personal property, i.e., 

trucks, m a n u facturing equipment, etc. It does not include roads, buildings, 

mine sites, feasibility studies, overhead, etc. In a development project the

H O W  IS T H E  I N V E S T M E N T  T A X  C R E D I T  C O M P U T E D ?

First the a m o u n t  of the actual investment in qualifying property b y  a 

corporation is determined. T h e n  the property is g r o u p e d  b y  useful lives a n d  

the following percentages are multiplied times the property basis:

The resu lt is then multiplied by 10% to determine the tax c red it.

For example, if a $10,000 t ra c k  having a 6 y ear  useful life was purchased  and 

used in a mining pro jec t, $6,667 of the basis would qualify and the amount of 

the credit would be $667. The $667 could then be used to reduce  the corporate 

income tax  due on the  company's profits .

WHAT IMPACT WOULD THIS BILL HAVE ON PROJECTIONS OF STATE 

REVENUES?

The bill should have a v e ry  minimal impact on cu rren t  projections of State 

rev enues . At p re se n t ,  only minimal amounts are being invested  in the farming, 

fishing, timber and mining ind ustr ie s  by  tax  paying corporations. If the

a m o u n t  of qualifying p r operty will only b e  a part of the total investment in the

project.

Excess of 7 Years

0 to 3 Years 
3 to 5 Years 
5 to 7 Years

-0-
-1 /3 -
-2 /3 -
All-
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passage of this bill succeeds in its intended purpose of increasing the 

investment in these resources, the fiscal impact on State revenues of the bill 

should be positive rather than negative. Additionally, investments in these 

industries could substantially expand local governments’ sales and property tax 

bases. V - -“ • ,

T H E N  W H Y  D O E S  T H E  D E P A R T M E N T  O F  R E V E N U E  P R O J E C T  A  N E G A T I V E  

F I S C A L  N O T E ?

It is difficult to u n d e r s t a n d  the basis of the D e p a r t m e n t  of F.evenue's fiscal 

note. For F.Y. '82, the n o n  oil a n d  gas corporate income tax will only 

generate approximately 25 to 30 million dollars. For example, for the 

Department's F.Y. '83 fiscal note to b e  correct, all of the tax paying 

corporations in Alaska including P enneys, Safeway, Wien, etc., would h a v e  to 

invest $115,000,000 in qualified property in the four specified industries to 

generate the projected $11.5 million r e v e n u e  lots. This is not a realistic 

a s s u m p t i o n .

W O N ' T  T H E  S T A T E  L O S E  $82,000,000 A L O N E  O N  T H E  U.S. B O R A X  

D E V E L O P M E N T ?

Certainly not. This erroneous calculation w a s  m a d e  in the D e p a r t m e n t  of 

R e v e n u e ' s  fiscal note b y  a s s u m i n g  all of U.S. Borax's p r o p o s e d  one billion 

dollar investment would fully qualify for the tax credit. Obviously the 

substantial portion of U. S.  Borax's investment will b e  for non-qualifying 

property su c h  as r o n d s ^ D u U d i n gs) h o u s i n g  a n d  the mine development itself. 

O n l y  a limited a m o u n t  will b e  e x p e n d e d  on the actual mining equipment which 

w o u l d  qualify for the special investment tax credit.



ISN ’T THIS D ILL JUST ANOTHER SUBSIDY TO A SPECIAL INTEREST?

The investment tax credit is not a subsidy but rather a temporary tax 

reduction directly tied to profitaiJ.e investment. The impact of the bill is 

beyond any special interest because, of the broad impact it hopefully will have 

on industries that are Statewide.

WHY IS CIRI SO INTERESTED IN THE PASSAGE OF THIS BILL?

CIRI’s interest in passage of this bill is directly related to the company’s 

experiences in attempting to develop its natural resource base including Beluga 

coal, Seldovia chrome and other hardrock possibilities. When ANCSA passed in 

1971 there was great optimism about releasing the ’’great wealth" held by the 

Native lands to the Regional Corporations, the stockholders and indirectly to 

the State economy. To date, to the best of my knowledge, there is not one 

major subsurface estate development underway on Native lands. The primary 

reasons for this are:

1. the delay in transfer of the lands.
2. the long lead times necessary to locate and develop mineral 

properties.
3. .the costly infrastructure required and the decline in metal price .
4. the lack of adequate capital by the Native Corporations for the 

tremendous investments required, and therefore the need to locate 
and negotiate major joint venture partners with the expertise and 
capital necessary.

This bill assists in overcoming some of the problems with attracting capital and 

convincing joint venture partners of the positive State policy towards 

development.

W O N ’T AN INVESTMENT DECISION BE MADE 1RREGARDLESS OF A TAX 

CREDIT?

This is an academic argument that has been debated for twenty years since 

John F. Kennedy introduced the first investment tax credit in 1961. Since that

- 4 -



time the investnent tax credit has been expanded and used on a Federal tax 

basis to encourage investment in

(1) Historical buildings rehabilitation
(2) Business energy saving devices
(3) Research facilities . *
(4) -Single purpose agriculture'-structures
(5) Pollution control facilitiesV:' i

Currentlv discussion is underway to extend the investment tax credit to 

rehabilitation of the central business core of many of America’s larger cities. I 

think based on the continued expansion of the tax credit I would have to 

conclude that the conventional wisdom is that the investment tax credit is an 

effective tool to encourage additional investment in targeted areas.

I thank you for this opportunity to testify and will be pleased to answer any 

questions you may have.



SENATE STATE AFFAIRS COMMITTEE 
Testimony o f  Dave Heatwole

f o r

HOUSE. BILL 866»••• . !  **. • ' / * . !  * *

MAY # , : f l9 8 2

My name i s  Dave Heatwole and I  am h e r e  t o  r e p r e s e n t  A la s k a ' s  
m in ing  i n d u s t r y .  I  am P r e s i d e n t  o f  t h e  A laska M in e r ' s  
A s s o c i a t i o n ,  r e p r e s e n t i n g  some 1 ,400  m iners  from l a r g e  and 
sm a l l  companies ,  and I  have s p e n t  my e n t i r e  c a r e e r  i n  th e  
m in ing  i n d u s t r y .

I  b e l i e v e  a l l  o f  you can a g re e  w i th  me t h a t  most A laskans 
a r e  v e ry  concerned  abou t  b ro ad en in g  our s t a t e ' s  economic 
b a s e .  Why a r e  we so dependent  upon o i l  revenues?  What a r e  
we go ing  to  do when th e  o i l  runs  o u t ? ,  a r e  q u e s t io n s  f r e q u e n t l y  
a sked  by A laskan  p u b l i c  forums. What I  would l i k e  to  do 
today  i s  g iv e  you some id e a  what th e  f u t u r e  ha rd  rock  mining 
i n d u s t r y  cou ld  do f o r  A l a s k a ' s  economy and t e l l  you why House 
B i l l  866- i s  im p o r ta n t  to  s t i m u l a t e  mining  a c t i v i t y  in  our 
s t a t e .

H i s t o r i c a l l y  m in ing  has always been im p o r ta n t  to  A laska- -T he  
d i s c o v e r y  o f  gold  a t  th e  t u r n  of  th e  c e n tu r y  l e d  to  A la s k a ' s

I
f i r s t  g r e a t  economic boom. Hard ro ck  mining became a c t i v e  
i n  th e  e a r l y  1900 ' s  w i th  th e  development of  th e  K enneco t t  
and A la s k a - Ju n e a u  mines.  Mining was th e  m a in s ta y  of  A l a s k a ' s  
economy u n t i l  men and m a t e r i a l  r e s t r i c t i o n s  of  t h e  second 
w orld  war f o r c e d  th e  c l o s u r e  o f  A laska  m ines .  A f t e r  th e  
war ,  mining  n ev e r  r e a l l y  go t  s t a r t e d  a g a in ,  lower 48 and 
f o r e i g n  p ro d u c e r s  a t t r a c t e d  in v e s tm e n t  c a p i t a l  and w i th  the  
e x c e p t i o n  o f  a few gold  m ines ,  and m ajor  m in ing  a c t i v i t y  
n e v e r  r e a l l y  g o t  s t a r t e d  a g a in  in  A laska .



I n  t h e  l a t e  1 9 6 0 's  -  e a r l y  7 0 ’ s ,  a few major  mining  companies 
r e t u r n e d  to  A laska  to  b e g in  m in e ra l  e x p l o r a t i o n  programs.
These companies r e t u r n e d  to  A laska  to  beg in  m in e ra l  e x p l o r a t i o n  
p rogram s,  b ecause  f o r e i g n  e x p r o p r i a t i o n  and
p en d in g  dom est ic  m i n e r a l  sh o r tag es -m ad e  domestic  m in e ra l

•  ̂ i *
in v e s tm e n t  much more a t t r a c t i v e / /  A laska  o f f e r e d  th e  United  
S t a t e ' s  l a s t  g r e a t  u n ex p lo re d ’ f r o n t i e r .  This  r e c e n t  m in e ra l  
e x p l o r a t i o n  a c t i v i t y  has  p roduced  a few major  world  c l a s s  
d i s c o v e r i e s :

o The Ambler D e p o s i t s  o f  S o u th e a s t  Brooks Range,
o The Red Dog D e p o s i t s  i n  Delong M ts . ,  North  o f  Kotzebue.

o The Brady G l a c i e r  Cu-Ni D ep o s i t .
0 The Q uar tz  H i l l  D e p o s i t  and;

In  J u n e a u ' s  back y a rd  th e  G re en ’ s Creek D ep o s i t .

The Gross Metal  v a l u e - o f  t h e s e  d e p o s i t s ,  based  on p u b l ish ed  
f i g u r e s - - i s  on th e  o rd e r  o f  $50 b i l l i o n ,  c l o s e  to  the  p re -  OPEC 
v a l u e  of  Prudhoe Bay.

The development o f  t h e s e  d e p o s i t s  could  c r e a t e  a s u b s t a n t i a l  
a d d i t i o n . . t o  A l a s k a ' s  econom y--m in ing , u n l i k e  o i l ,  i s  a 
v e ry  l a b o r  i n t e n s i v e  b u s i n e s s ,  a m a j o r i t y  of  th e  new w ea l th  
c r e a t e d  would s t a y  in  th e  s t a t e  i n  the  form of  wages and 
goods p u rch as ed .  John Whitney,  a n o te d  m in e ra l  econom ist ,  in 
1979 p r e d i c t e d  t h a t  th e  development of  th e  d e p o s i t s  o f  NW 
A la s k a ,  Red Dog and Ambler would c r e a t e  over  1,000 new jo b s  
i n  A laska  and p roduce  an n u a l  g ro s s  s a l e s  on the  o rd e r  of  
$570 m i l l i o n  (1979 d o l l a r s ) . Given th e  r i g h t  c o n d i t i o n s  by 
th e  y e a r  2 ,000 ,  t h e r e  cou ld  be 10 or  more developments of 
t h i s  s c a l e  in  A laska .

1 hope I have convinced you that mining has the potential to 

significantly impact Alaska's future economy. The development 

of major mining, depends on two factors:

1. A v a i l a b i l i t y  o f  i n f r a s t r u c t u r e .
2. A s t a b l e  in v e s tm e n t  c l i m a t e .



I  am n o t  go ing  to  d i s c u s s  i n f r a s t r u c t u r e  today ,  s u f f i c e  to  
say  i t  i s  o f  eq u a l  im p o r ta n ce  to  in v e s tm e n t  c l i m a t e .

A lask an  m i n e r a l  d e p o s i t s  a r e  go ing  to  have to  compete on a 
w o r ld -w id e  b a s i s .  Copper p roduced  i n  A laska  i s  going  t o  be 
s o l d  a t  t h e  same p r i c e  a s  t h a t  p roduced  i n  Western  U .S . ,
South  America, o r  South  A f r i c a .  T h e r e f o r e ,  to  he c o m p e te t iv e ,  
c o s t s  o f  p r o d u c t i o n  must be com parab le .  F o r t u n a t e l y ,  
n a t u r e  has  g iven  A laska  some h ig h  g rad e  d e p o s i t s ,  -which w i l l  
h e l p  keep  them c o n p e t e t i v e ,  b u t  A laskan  c o s t s  a r e  h ig h .

The in v e s tm e n t  t a :  c r e d i t s  p roposed  i n  House B i l l  866 w i l l  
h e l p - k e e p  th e  cost: o f  A laskan  m in e ra l  development c o m p e te t iv e .  
I t  w i l l  a l lo w  i n v e s t o r s  to  recoup  t h e i r  r i s k  c a p i t a l  q u ic k e r ,  
making th e  A laskan  in v es tm en t  more a t t r a c t i v e .  But more 
i m p o r t a n t l y ,  enactm ent  o f  House B i l l  866 w i l l  send a s t r o n g
s i g n a l  to  o u t s i d e  i n v e s t o r s  t h a t  th e  S t a t e  o f  Alaska i s
s e r i o u s  abou t  d ev e lo p in g  i t s  m in e ra l  i n d u s t r y  by p r o v id in g  
i n c e n t i v e s  f o r  in v e s tm e n t .

As I have s t a t e d  i n  my l e t t e r ,  House B i l l  866 shou ld  be
c o n s id e r e d  an income p roduc ing  b i l l .  The immediate c o s t  of
en ac tm en t  i s  v e ry  sm a l l ,  b u t  p o t e n t i a l  impact on th e  A l a s k a ' s  
f u t u r e  economy i s  q u i t e  s u b s t a n t i a l .  For a d i v e r s i f i e d  
economy in  A lask a ,  I  u rge  you to  p as s  t h i s  b i l l .



MEMORANDUM

DATE: May 4, 1982

TO: Sea tor 'r'_c vi,scher v. 'r

FRO'.': Ira Winograd, staff

RE: HB 866, Investnent Credits - Effect on Borax, and Benefits Already 

Conferred to Renewable Resource Industries

BORAX

Upon full operation, Borax estimates that state corporate income tax 

liability will be $5 million per year, and $40 to $60 for the life of 

the. original equipment. Under HB 866, the Department of Revenue 

estimates that Borax will have $86 million additional state investment 

credits. Thus, Borax would not pay any income tax. (Borax would still 

be liable for license fees.) The Department of Revenue estimates that 

the Borax mine will cause an increase in state budgetary expenditures of 

$12.5 million per year. (All figures are in 1982 dollars.)

TIMBER

Among tax breaks already given to the timber industry are the following:



corporate income tax revenues. The FY 1981 general [non-petroleum] 

corporate income tax yield was $34,800,000. .03 x 34.8 = 1.04)

Fisheries revenues ($29.2 millionj equaled 1.3 percent of total state 

revenues ($2,282.6 million); in. 19Bl>'and state expenditures on fisheries 

were 2.2 percent of the state budget.



1. The effect of section 631 of IRS code is that timber companies 

are only taxed on 60% of their income. (The difference between 

fair market value and the cost of their own timber is treated as a 

capital gam. Capital ga ih\rnaxirnum tax liability is 28% instead of 

the maximum 46% tax rate applied' to corporate income in non-timber 

industries. [.6 = .28/.46] The rationale for section 631 is that 

it encourages reforestation.)

2. Seedlings are typically supplied at a discount through 

government agencies.

AGRICULTURE

The state has appropriated $114,624,800 since 1979 to develop 

agriculture. According to the legislative finance division, 

expenditures are as follows:

Delta I 13,883,000

,Pt. McKenzie 5,025,000 

Nenana/Totchaket 500,000 

DNR 495,700

U of Ak. 25,749,400

Rural Ag. 2,147,000

ARLF 20,719,200

Capital Proj. 41,137,400 

Operating Bud. 4,967,300 

Total $114,624,800



The industry has generated little, if any, corporate tax revenues to 

offset these expenditures.

Excerpts frcm, "Financing Agricultural Projects in Alaska", House 

Research Agency ‘ '

Srate programs for financing agriculture include land contracts offered 

by the Department of Natural Resources, clearing loans through the 

Agricultural Action Council, and loans for development and operations of 

both project and non-project cormercial agricultural ventures through 

the Agricultural Revolving Loan Fund.

The ARLF holds about 50 percent of the $47 million of farm credit 

outstanding in Alaska. Land contracts and clearing loans bring the 

state share to 80 percent of total farm credit in Alaska.

The state's dominant position in the farm credit market is due primarily 

to the interest rate differential between state programs and other 

sources of credit. The current interest rate through state programs is 

six percent versus the 12 percent or higher available through other 

major lenders.

If state support continues at current levels, loan demand for operation 

and development of project acreage is expected to peak at $91 million 

(1981 dollars) outstanding in 1989. Capital project infrastructure 

inprovements are expected to cost an additional $23 million, with 

operating losses totaling nearly $5 million per year for several years.



Other projected state expenditures for roads, bridges, surveying, 

administration, etc. is anticipated to be $49 million (1981 dollars) in 

land-related appropriations through 1990.

FISHERIES r
' '   f ‘

Excerpts frcm, "The Alaska Fishing Industry", House Research Agency

State appropriations for programs related to commercial fishing totaled 

about 120 million in FY 1982. The appropriations were distributed as 

follows:

fisheries financing programs 56.3 million

management and regulation 30.5 million

fisheries development & marketing 24.1 million

capital improvements 8.8 million

total $119,700,000

Fisheries expenditures were 2.2 percent of the state budget in 1978, 79, 

80 and 81.

State revenue frcm non-corporate fish taxes end fees levied on the 

fishing industry totalled $28.2 million in FY 1981.

I estimate that the fisheries contributed an additional $1,044,000 

million in corporate income tax payments in F.Y. 1981. (In 1979 the 

Dept, of Rev. calculated that the fisheries contributed 3% of general



H e r e  a r e  a  f e w  tips o n  h o w  to r e a d  those 

n e w  a n n u a l  reports intelligently.

Reading between 
the lines

B y  A a ro n  B e rn s te in
W ith annual REPORTS arriv­

ing in the mail almost daily 
now, a short primer on what 

to look for this year mav be in order.

A jo y o u s  LIFO
You've probably always thought of 

LIFO (last in, first out) inventory ac­
counting as a conservative technique 
that tends to depress camings. That's 
generally true. But, since LlFO match­
es current sales against latest costs, 
camings can be dramatically buoyed 
when inventories are cut and the lat­
est costs get older and older, lower 
and lower.
"A full year of high interest rates 

and slow sales has led to rtrong pres­
sure to cut inventories," says 
Sctdman & Seidman's Harvey
Moskowitz, "This is something 1 
think readers should look for because 
it inflates camings."
Take Texaco. High interest rates 

and an oil glut caused Texaco to cut 
inventories by 16%. The LIFO cush­
ion that was built into those barrels 
over the years amounted to S454 mil­
lion, and transformed what would 
have been a drop in net income into a 
modest gain. Texaco's annual report 
revealed that,

S p ic in g  up  in com e
Last year a number of firms re­

ceived - much-needed shot in the arm 
from the Economic Recovery Tax 
Act's provision for selling tax bene­
fits. These sales are one-time deals 
and shouldn't be confused with high­
er camings resulting from better sales
or margins___  —

credits and depreciation deductions.
That btougnt net income up to Sal./
million in 19)51 Horn $47 million in
1980. Without those sales, income lor
'1981 is down slightly from the pre
vious vcat. Z21

Mooic McCormack Resources, a 
$766 million natural tesouTccs con­
glomerate, loi instance, netted a nice** 
$5.6 million trom sales ol investment

I t  s o u n d s  b e t te r  in  t r a n s la t io n
For years now, companies have 

been complaining about the adverse 
effect of accounting for foreign cur­
rency translations. N o w  that the 
FASB has finally taken steps to make 
translations painless, you can bet that 
companies aren't going to complain 
in their presidents' letters that earn­
ings have been improved as a result.

Although the new rule, FASB State­
ment 52, w o n’t be mandatory until 
Dec. 15, 1982, a number of firms 
elected to adopt it la*t year. In fact, 
some even picked up the new ac­
counting method retroactively, which 
the FASB permits.
Xerox chose to take advantage of 

the new rule this way and altered its 
results back four years. Net income as 
reported in their new annual is $7.08 
in 1981, up from S6.69 in 1980 and 
S6.12 in 1979.

Without the new rule, Xciox' 1981 
net income drops 31 cents, to S6.77, 
as compared with increases to S7.24

N u m b e r s

in i960 and S6.60 the year before. A  
somewhat different picture.

W atch th e  a c tu a r ie s
With interest rates seemingly glued 

to the heavens, a number of firms 
have changed their assumptions 
about b o w  m u c h  money their pension 
plans will earn for many years to 
come. By raising your interest rate 
assumptions, you can put vastly few­
er dollars into the pension plan in a 
given year. Presto: higher earnings.
General Motors, for instance, ex­

plains in a note that it changed its 
assumed rate of return on its pension 
fund from 6 %  to 7 %  last year. That 
added 69 cents a share to GM's bot­
tom line— which amounts to over 
half of its SI.07 net camings in 1981,

S e llin g  o u t
It would appear that last year was a 

bad one for SI.2 billion (sales) AMF. 
Net income dropped almost one- 
third, from S2.58 a share in 1980 to 
SI.84. But this poor showing is due 
mostly to sale of unprofitable oper­
ations, and doesn't really reflect 
AMF's true status as a going concern. 
If you look just at the remaining busi­
nesses in each year, profits rose by 
23%, from $2.39 a share in 1980 to 
S2.95 last year.
Says Moskowitz, "The recession 

last year forced many companies to 
look hard at operations that weren't 
carrying their own weight," As a re­
sult, it's important to determine to 
what extent the figures you arc exam­
ining are for ongoing operations, and 
to what extent they include one-time 
writeoffs for discontinued operations.

In e q u ita b le ?
The use of equity accounting—  

which allows a company to show, as 
earnings, a percentage of the camings 
of other companies in which it has a 
minority interest of about 2 0 %  or 
more— is misleading in any year. 
After all, the parent company never 
really sees any nondividcnd cash from 
those equity investments. Su, when 
you're trying to sec h o w  m  jch money 
a company really has to spend, sub­
tract those dollars.
At Telcdync, the S3.2 billion con­

glomerate, net income per share last 
year was $19.96. Of this, S3.49, or 
about S72 million, came fiom equity 
accounting. That means that about 
17% of Teledyne's earnings isn't Te­
ledyne's to spend. The company actu­
ally received a mere SI8 million in 
dividends from the investments. *

78 FORRES. MAY 10, 1982



The Honorable B i l l  Ray, Chairman 
Senate Transportation Committee 
Pouch V
Juneau, AK 99811

Re: HB 866 and SCS HB 866  (SA) - Providing for an increase i n  the
investment tax c r e d i t  aga inst the State corporate income tax

Dear Mr. Chairman:

The idea behind t h i s  l e g i s l a t i o n  i s  i l l- conce ived  and rep re ­
sents poor state p o l i c y .  I t  i s  poor state po l i cy  because r ich  corpora­
t ions  stand to get far more bene f i t  from i t  than poor ones" For example, 
1 d id'a comparison fo r  Senator F i s c h e r ’s committee on the e f f e c t  o f the 
o r ig in a l  vers ion of HB 866 on the rate of return for a pro jec t stand ing 
on i t s  own, versus that same pro jec t i f  i t  i s  owned by a a f f lu e n t  company 
(not even oil-company sized) having $750,000 a year of taxable Alaska 
income from other business a c t i v i t i e s .  The improvement in  the rate of 
return woula be near ly three times greater for the b ig business than i t  
would be for tne l i t t l e  guy j u s t  s ta r t ing  o u t . For the large o i l  com­
panies , the d isproport ion would be somewhat greater s t i l l .

The B i l l  i s  i l 1-conceived because the e f f e c t  on investment 
rates of return as the resu l t  of increas ing th is  investment tax c r e d i t  
(ITC) i s  too small to have any economic meaning, desp ite c la ims to the 
contrary by i t s  supporters. A p ro jec t  w i l l  gc "forward or not go forward, 
because of other factors than the ITC. Even in the case of the r i c h  cor­
poration tha t  1 prepared for Senator F ischer ,  the improvement i n  the 
in te rna l  rate of return on the investment was less than one percentage 
po in t .  The e f fe c t  of assuming only a 10 percent h igher operating margin 
over the l i f e  of the pro ject was four and a quarter times greater . And, 
that was when the B i l l  s t i l l  provided that the new state ITC would be 
100% of the federal ITC. Under the State Affa irs CS, the state ITC would 
be only 36% of the federal ITC, which would make the change i n  the rate 
of return van ish ing ly  smal l .

There are other reasons not to pass th is  B i l l  or some v a r i a t i o n  
of i t .  F i r s t ,  mining already enjoys a three-year "hol iday" from paying 
the mining l i c e nse  tax , from the time the mine starts operat ing . Second, 
the amount of q u a l i f i e d  investment on which the ITC is  computed was

04.04LH



S e n a t o r  Ray (re HB 866)

May 20, 1982

Page 2

increased l a s t  year 40-fo ld ,  from $500,000 to $20,000,000; in c reas ing  the 
percentage of that investment which may be deducted do l l a r  fo r  d o l l a r  
aga ins t the income tax i s  too much o f  a good th ing .  Th ird , corporat ions 
l a s t  year were given a s ig n i f i c a n t  tax break, p a r t i c u l a r l y  the sma l ler  
ones, by the decrease i n  state income tax rates on the f i r s t  $90,000 of 
taxab le income (for example, the f i r s t  $1 0 , 0 0 0  of taxable income i s  taxed 
now a t  only one percent,, as opposed to 5.4 percent before l a s t  year 's  
rate change). Fourth, by w h i t t l i n g  away at the non-petroleum tax base of 
the State , we not on ly make the State f inances more vu lnerab le to the 
vagar ies of the world o i l  market, but we a lso tend to fu rn ish  factua l 
support for the type of tax lawsu i ts  which you may reca l l  Dick Donaldson 
of S0HI0 was threaten ing you and the Leg is la ture with la s t  year .

A l l  in  a l l ,  t h i s  B i l l  i s  nothing more than a give-away o f  State 
revenues with nothing for tne State to show in return that i t  wouldn't 
have gotten apyway. Moreover, co the extent i t  conveys b ene f i t s ,  they 
are more advantageous to the r i c h  corporations than the poor.

I am enc los ing a copy of my l e t t e r  to Senator F ischer ,  and I 
would welcome the opportun ity to speak to you or your Committee fu r ther  
on t h i s  B i l l  i f  you so des ire .

Thank you fo r  your cons ide ra t ion .

S ince re ly ,

Thomas K. W i l l iams 
Commissioner of Revenue

Enclosure
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JAY S . HA M M ON D , C O  V EN N  OR

POUCH SJUNEAU. ALASKA 99811 PHONE: (907J 465-2300

Hay 15, 1982

The Honorable Vic F is ch e r ,  Chairman 
Senate State A f f a i r s  Committee 
Pouch V
Juneau, AK 99811

Re: E f fe c ts  on Economic Decision-Making from Increas ing the State
Investment Tax C red i t  as Proposed i n  House B i l l  866

Dear Hr. Chairman:

In my test imony before the Committee I stated that i n c re a s in g  
tne State's investment tax c r e d i t  as proposed i n  HB 8 66  would have on ly a 
minimal e f f e c t  on tne i n t e r n a l  rate of return a f t e r  taxes for new p r o j ­
ects in Alaska. I a lso  sa id tha t ,  to the ex ten t  there would De an e f f e c t  
on the rate of r e tu rn ,  i t  would be greater fo r  "fat cat" corporat ions 
than for small ones. 1 now have had the opportun i ty  to prepare an exam­
p le  which demonstrates the t ru tn  of both a sse r t io ns .

Suppose we have a new p ro je c t  in Alaska, and to avoid any d i s ­
to r t io n s  oy making i t  too l a rg e ,  suppose fu r th e r  tha t  i t  costs $1 , 0 0 0 ,- 
000, takes a year to complete and w i l l  employ 25 peop le .  Suppose, too, 
tna t  a f te r  expenses other than income taxes and d ep re c ia t io n ,  tne p ro jec t  
y i e l d s  a net cash f low of $250,000 a year for i t s  f i r s t  four years of 
opera t ion ,  and then each year th e rea f te r  ti ie net cash f low decreases by 
f i v e  percent from the prev ious year . F i n a l l y ,  l e t  us suppose tha t  the 
p ro je c t  q u a l i f i e s  for Acce lerated Cap i ta l  Recovery System treatment unaer 
the new tax law us ing a 1 0 -year l i f e .

The ana ly s is  I nave used takes t h i s  p ro je c t  and compares the 
i n t e rna l  ra te of return (IRR) on the investment under Alaska's present 
investment tax c r e a i t  w ith  the IRR under tne c r e a i t  proposed in  HB 8G6 . 
m i s  comparison i s  f i r s t  made with tne p ro je c t  stand ing alone; tha t  i s ,  
the in ves to r  has no other income to be she l tered from trie tax bene f i t s  
generated from tne p ro je c t .  I c a l l  t h i s  Case 1. Case 2 doesn't in vo lv e  
too fat a "fat cat" co rpo ra t ion ,  simply one w i th  $750,000 a year of tax- 
'able Alaskan net income from other sources.

The tau les  attached to t h i s  l e t t e r  show wnat the after-tax cash 
f lows are under Case 1 and Case 2, bo th w ith the present investment tax 
c r e d i t  and w i th  the one proposed by HB 8 6 6 . As you can see from those 
t a b le s ,  the IRR unaer tne non-"fst cat" case (Case 1) i s  l b . 763% under
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the present law and would r i s e  by only 0.363 of a percentage p o in t  to 
19.126% under HB 856. Iri con t ras t ,  the improvement in  the rate o f re turn 
f o r  the "fat c a t 11 case (Case 2) is  nea r ly  tnree t imes as great as to r  tne 
"skinny" cat — 0.997 of a percentage p o in t  (15.772% to l b . 769%).

rJute a lso  how small a d i f f e rence  there i s  in  the rate o f return 
between present law and HB 856. Tne extra economic i n c e n t i v e  from r a i s ­
i ng  the State's investment tax c r e d i t  i s  t r u l y  minimal (and you can see 
why: look how mucn h igher the federal taxes would be dur ing the e a r ly  
years w i th  HB 8 6 6  than they are under present law. i n  Doth Cases 1 and 
2). Other fac to rs  have much more e f f e c t  on the economics of an i n v e s t ­
ment tnan the amount of investment tax c r e d i t .  For example, in  Case 1, 
suppose one's assumptions aoout market p r ic es ,  labor  costs and other 
opera t ing  expenses had a 10 percent margin of er ro r .  I f  the net pre-tax 
cash f lows were on ly 10 percent h igher than tne f igu res  in  the t a b l e ,  tne 
increase in  tne rate of return would be 4.25 times tna t  rrom tne extra 
tax in c e n t i v e  under HB 800T

Without going on ex c e ss iv e ly ,  I would on ly r e i t e r a t e  my o b je c ­
t io n s  tha t  HB 8 6 6  does too l i t t l e  e conom ica l ly ,  at too hi on a p r i c e  for 
the S ta te ,  to the advantage o f  wealthy corporat ions over smal l ones. I t  
s ca rce ly  makes economic sense and c e r t a i n l y  makes poor State p o l i c y .

I hope t h i s  in fo rmat ion  may prove useful to you and your Com­
m i t tee  i n  cons ide r ing  HB 8 6 6 .

Si n c e r e l y ,
•/ / t ̂

.   —

Thomas K. W i l l iams 
Commissioner of Revenue

Attachments

P.S. I mignt aad p a r e n t h e t i c a l l y  that the reason fo r  the lower IFiRs i n  
t i ie "fat cat" case i s  tha t  a l l  income from the p ro jec t  i s  taxed in 
the maximum tax bracket under both feaera l and state tax laws, 
because of tne other $750,000 of taxab le income; tne p ro je c t  rep re ­
sents incrementa l income to the co rpora t ion .  In Case 1 the p ro je c t  
stands a lone ,  and so the f i r s t  $1 0 0 , 0 0 0  and f i r s t  $90,000 are taxed 
below the maximum rates under the federal and Alaska tax laws, 
respect i  v e l y .



iiiiw I IU S IN K S S  ON I I :» OWN

Ak In c . AK Inc . US Inc . H J s T n c . i AK Inc. US Inc .
Pre-Tax P ro jec t Tax From Tax From Tax From Tax From Net 1 Tax From Tax From Net

Cash Flow Depre­ Pro jec t AK ITC Pro ject Pro ject US ITC Pro ject After-Tax 1 AK ITC Project US ITC Pro jec t AT t e r-
(r from P ro je c t c i a t i o n Before ITC Appl ied After ITC Before ITC Appl ied After ITC Cash Flow 1 Appl ied After ITC App l ied After ITC Cash F

1 -1 , 0 0 0 , 0 0 0 0 0 0 0 0 U 0 -1 , 0 0 0 , 0 0 0  I 0 0 0 0 -1 , 0 0 0 ,
2 250,000 0 0 , 0 0 0 1 2 , 0 2 0 1 2 , 0 2 0 0 57,950 57,950 0 260,000 | 1 2 , 0 2 0 0 67, 950 U 250,
3 250,000 140,000 6,300 5,900* 400 30,166 30,166 0 249,600 | 6,300 0 30, 166 0 250,
4 250,000 1 2 0 , 0 0 0 0,260 0 0,260 35,760 11,084 25,066 217,074 | 0,260 0 11,004 27,050 2 2 2 ,
5 250,000 1 0 0 , 0 0 0 10,140 0 10,140 44,006 0 44,006 195,774 | 10.140 0 0 40,750 201 ,

G 237,500 1 0 0 , 0 0 0 0.9G6 0 0,965 30,0/6 0 30,076 109,659 | 0,966 0 0 43,000 194,
7 225,625 1 0 0 , 0 0 0 7,049 0 7,049 33,927 0 • 33,927 103,049 | 7,049 U 0 37,530 1 0 0 ,
0 21 4,344 90,000 7,720 0 7,720 33,393 0 33,393 173,222 | 7,720 0 0 36,940 177,
9 203,627 90,000 6,721 0 6,721 20,927 0 20,927 167,9/9 | 6,721 0 0 32,010 171,
0 193,445 90,000 5,764 0 5,764 24,022 0 24,042 162,059 | 5,764 0 0 27,335 166,

1 103,773 90,000 4,055 0 4,055 21,317 0 21,317 15/, 601 I 4,056 0 0 23,259 160,
2 174,504 0 12,451 0 12,451 54,331 0 64,331 107,002 | 12,451 0 0 60,059 114,
3 165,055 0 11 ,630 0 11,630 50,693 0 50,693 103,531 1 0,067** 2,763 0 54,772 1 0 0 ,
4 157,662 0 10,051 0 10,051 47,237 0 47,237 99,474 | 0 10,051 0 47,237 99, •
5 149,604 0 1 0 , 1 1 0 0 1 0 , 1 1 0 43,964 0 43,954 95,620 | 0 1 0 , 1 1 0 0 43,954 95,i

G 142,200 0 9,407 0 9,407 40,035 0 40,035 91 ,950 | 0 9,407 0 40,035 91,
7 135,090 0 0,730 0 0,730 37,072 0 37,0/2 00,400 I 0 0,73(3 0 37,072 0 0 ,

10 128,33b 0 0,104 0 0,104 35,057 0 35,057 05,176 | 0 0,104 0 35,057 05,
19 121 ,919 0 7,500 0 7,500 32,303 0 32,303 02,036 | 0 7,500 0 32,383 0 2 ,
20 115,023 0 6,927 0 6,927 29,042 0 29,042 79,054 | 0 6,927 0 29,042 79,

21 110,032 0 6,303 0 6,303 27,429 0 2/,429 76,220 | 0 6,3(33 0 27,429 76,
22 104,530 0 5,066 0 5.066 26,216 0 25,216 73,449 | 0 5,(366 0 25,216 73
23 99,304 0 5,375 0 5,375 23,322 0 23,322 70,600 | 0 5,3/5 0 23,322 70
24 94,330 0 4,900 0 4,900 21,522 0 21,522 67,900 | 0 4,90(3 0 21,522 67
25 09,621 0 4,466 0 4,466 19,012 0 19,012 66,343 | 0 4,466 0 19,012 65

11111=1 0 . 763% IR IH9

* Under present law, Alaska's ITC equals I OX of the federal ITC, or 1.OX ul the q u a l i f i e d  investment. As wi th tne lede ra 1
ITC, any ITC that is not used in  a tax year may he ca rr ied  forward into Hie i c x t  lax year .  In th is case on ly $1 2 , 0 2 0  of

—

With State Invcsliiiont Tax Credit tinder 111] 06

the $10,000 sta te ITC was taken i n  the f i r sL  year'; the ba lance ol $11,900 is  taken in tne second.

** Linder 110 06b, Alaska's ITC would equal the federal ITC, or $100,000 in l ip- example. I l i i s  $0,007 litjure represents what 
remains of the $100,000 ITC a f t e r  the twe l f th  year of the p ro je c t .
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AlTTncT
With Statu Investment Tax C red i t  Under E x i s t ing  Statu Law

U5~"Inc.AK~IncT DS~Inc.
.. J i l l U  I nvestment Tax C rud i t  under Til

ATT i i i c .  ' ~~ 1/S 1 he."
Pre-Tax Pro jec t Tax From Tax From Tax From Tax From Net , Tax From Tax From

Cash Flow Depre­ Pro jec t AK ITC Pro jec t P ro jec t US ITC Pro jec t After-Tax AK ITC Project US ITC Pro jec t Aft
Yr from Pro jec t c i a t i o n Before ITC Appl ied After ITC Before ITC Appl ied After ITC Cash Flow Appl ied After ITC Appl ied After ITC Cas

1 -1 , 0 0 0 , 0 0 0 0 0 0 0 0 0 0 -1 , 0 0 0 , 0 0 0 0 0 0 0 -1 , 0
2 250,000 0 0 , 0 0 0 15,980 1 0 , 0 0 0 * -2 , 0 2 0 79,129 1 0 0 , 0 0 0 -20,071 272,891 82,520** -66,640 1 0 0 , 0 0 0 9,738 J
3 260,000 140,000 10,340 0 10,340 45,844 0 45,844 193,816 17,480 -7,140 0 49,123 2
0 250,000 1 2 0 , 0 0 0 1 2 , 2 2 0 0 1 2 , 2 2 0 54,179 0 54,179 183,601 0 1 2 , 2 2 0 0 54,179 1
5 250,000 1 0 0 , 0 0 0 14,100 0 14,100 62,514 0 62,514 1/3,386 0 14,100 0 62,514 1

6 237,500 1 0 0 , 0 0 0 12,925 0 12,925 57,305 0 57,305 167,271 0 12,925 0 57,305 1
7 225,625 1 0 0 , 0 0 0 11,809 0 11,809 52,355 0 52,355 161 ,461 0 11,809 0 52,355 1
8 21 4,344 90,000 1 1 , 6 8 8 0 1 1 , 6U0 51 ,022 0 51,822 150,834 0 11,600 0 51 ,022 1
y 203,627 90,000 10,661 0 10,681 47,355 0 47,355 145,591 0 10,601 0 5 47,355 1

10 193,445 90,000 9,724 0 9,724 4J, 112 0 43,112 140,609 0 9,724 0 43,112 1

l i 103,773 90,000 8,615 0 8,015 39,081 0 39,081 135,8/8 0 8,815 0 39,081 1
12 174,504 0 16,411 0 16,41 1 72,760 0 72,760 85,413 0 16,411 0 72,760
13 165,655 0 15,590 0 15,590 69,122 0 69,122 81 ,143 0 15,550 0 69,122
10 157,662 0 14,611 0 14,011 65,666 0 65,666 77,086 0 14,811 0 65,666
15 1A9,604 0 14,070 0 14,070 62,382 0 62,302 73,231 0 14,070 0 62,382

16 142,200 0 13,367 0 13,367 59,263 0 59,263 69,5/0 0 13,367 0 59,263
17 135,090 0 12,696 0 12,698 66,300 0 56,300 66,091 0 12,698 0 56,300
10 120,336 0 12,064 0 12,064 53,485 0 53,485 62,707 0 12,064 0 53,405
19 1 21 ,919 0 11 ,460 0 11 ,460 50,811 0 50,811 59,648 0 11,460 0 50,011
20 115,023 0 10,807 0 10,887 40,2/0 0 48,270 56,665 0 10,807 0 48,270

21 110,032 0 10,343 0 10,343 45,857 0 45,857 53,832 0 10,343 0 45,857
22 104,530 0 9,826 0 9,826 43,564 0 43,564 51 ,140 0 9,826 0 43,564
23 99,304 0 9,335 0 9,335 41,386 0 41,386 48,583 0 9,335 0 41,386
20 94,330 0 a,UG0 0 8 , 8 6 8 39,316 0 39,316 . 46,154 0 8 , 8 6 8 0 39,316
25 09,621 0 8,424 0 8,424 37,350 0 37,350 43,846 0 8,424 0 37,350

IKIl-15.772%

* Under present law, Alaska's I IC  equals I 8T ol the federal I I C ,  or I.OX ol the qua i l  
l ion-has $750,000 of other Alaskan taxable income, the $2020 in ITC not used to she 
can be used to reduce the tax on th is  other income. My the same token, the $100,000 federal I IC  can a l l  be used in one 
year to reduce the tax on the other $750,000 of taxable income.

ied investment. Since lue corpora ­
tor income from the p ro je c t  from tax

** Under I III 066, Alaska's ITC would equal the federal I I C ,  or 1100,000 in th is  example. Ihe negat ive f igure r e f l e c t s  tne 
fact that a $100,000 Alaskan ITC would s h e l t e r  not only a l l  c f  the $1/0,000 taxab le income from the p ro je c t ,  but would 
reduce to zero the $66,500 tax on the other $/50,000 ol taxable Alaskan income, and s t i l l  leave some $17,060 of ITC to 
s na r e  This 117 060 is  ca r r ied  over in to  the next year ,  where i t  reduces to zero the $10,300 tax 1i a b i I i t y  generated by 
i-1..i „t-(,;nr i  .i,id tv, lures the taxes on the otuer $760,000 by $7,100 (re f le c ted  as a negat ive f igure) .

nm



JAY 5. HAM M OND. GOVERN OR

POUCHSJUNEAU, ALASKA 99811 PHONE: (907i 465-2300

May 24, 1982

The Honorable B i l l  Ray 
Chai rrnan
Senate Transportation Committee 
Room 103 - Capitol Bu i ld ing 
Juneau, Alaska

Re: Senate CS for House B i l l  No. 866 (State Affa irs)

Dear Senator Ray:

Senate CS for House B i l l  No. 866 (State A f fa i r s ) ,  an Act es tab l i sh ing  a 
special tax c r e d i t ,  was given an add i t iona l referra l on May 17, 198? to 
the Senate Transportation Committee.

For the cons iderat ion of the Senate Transportation Committee, I am 
enc los ing a copy of a F isca l Note prepared by Mr. Robert R. Kessel , 
D irec tor ,  Audit D iv i s io n .  Department of Revenue concerning the proposed 
l e g i s l a t i o n .

Si nce re ly ,

-  (2 % r ..
R. D. Stevenson 
Special Assistant

Enclosure
cc: Joseph K. Donohue 

Deputy Commissioner 
Department of Revenue

Robert R. Kessel , Director 
Audit D iv is ion  
Department of Revenue



THE LEGISLATURE OF THE STATE OF ALASKA

TWELFTH LEGISLATURE

FISCAL NOTE

REQUEST
B i l l/R eso lu t io n  Number: _________
T i t l e :  Spec ia l  investment tax c red i t

SCSHB 866 (SA)

Requested by: Senate Transportation Committee Date: May 24, 1982

I I .  FISCAL DETAIL
Agency Affected: Department of Revenue
Program Category Affected: General Government
BRU, Program, or Subproqram(s) Affected: Audit D iv i s i o n
(Note: I f  more than one budget component i s  affected , separate l ine- item 

amounts and funding for each component i n  the ana lys is  sec t ion .)

EXPENDITURES (Thousands of Do l lars)
I FY 82 I FY 83

100 PERSONAL SERVICES 1 - 1 _
200 TRAVEL I - 1 1 1 ! 1 -
300 CONTRACTUAL 1 - 1 1 1 1 1 -
400 COMMODITIES 1 - 1 1 1 1 1 -
500 EQUIPMENT | - 1 1 1 1 1 -
600 LAND & STRUCTURES 1 - 1 1 1 1 1 -
700 GRANTS,CLAIMS,ETC 1 - 1 1 1 1 1 -
800 MISCELLANEOUS 1 
___ _________________ | _ - I _______| ______ 1 ____ __l_ _______ i_ _______ l_

-

TOTAL 1
I

0 1 
I

0 I 1 0 1 1 0 1 1 0 1 1 0

FUNDING (Thousands o f Dol la rs)
__  _____  i __  i ..1 i i I_
GENERAL FUND 1 0 1 0 0 1 0 0 0
FEDERAL FUNDS 1 - 1 1 1 1 1 -
OTHER (Specify Source)!

1i
1

- 11
1

. 1
1
1

1
1

1
1

-

POSITIONS
_ i ____ I l l I . 1

FULL TIME 1 - 1 -
PART TIME I - 1 1 1 1 1 -
TEMPORARY I 
--------- -------- |_.

- 1 
------ 1-— — 1------- 1- ------ 1------- 1_

—

FY 84 FY 85 FY 86 FY 87

I I I .  ANALYSIS (See F is ca l  Note R epa ra t ion  In s t ru c t io n ,  Section I I I )

Although there would not be a dd i t io n a l  adm in is t ra t ive  expense incurred as a 
resu l t  of enactment of the proposed l e g i s l a t i o n ,  t h i s  CS would double the 
State investment tax c r ed i t  (ITC) to 36% of the federal ITC (vs. 100% of the 
federal ITC under i t s  o r i g i n a l  vers ion) . The extra larqqf ITC is/ l im i t e d  to 
mining only , instead of extending to farm and timber 
before. I t  appears the l im i t a t i o n  of $20,000,000 on 
under AS 43.20.036(b) would NOT apply to mining 
i n  other words, the sky's the l im i t  i n  terms of 
r is e  to t h is  enlarged ITC. This CS provides for 
prov is ions on December 31, 1986.

IV. DATE: May 24, 1982

O r ig in a l :  L e g is la t i v e  Finance

PREPARED BY: Rflbert 
AGENCY: Audit Di v i s i o n  
PHONE: 465-2320

cc: Budget and Management 
Prime Sponsor (F i rs t  Leg is la to r  Named) 

33-001 (Rev. 12/81)

•/so as i t  d io 
investment 

hder th is  B i l l  — 
ent could g ive 
new ITC 

N.



The Honorable B i l l  Ray, Chairman 
Senate Transportat ion Committee
,;,oucn v
Juneau, AK 99811

h'e: HB 866  arid SCJ HB 8 b6 (SA) - Prov id ing for an i n c r a s e  i n  the
investment tax c r e d i t  aga inst the State corporate * ncome tax

Dear Mr. Chairman:

The idea behind t h i s  l e g i s l a t i o n  i s  i l l- co n c e i v e d  and repre­
sents Door state p o l i c y .  I t  i s  poor state p o l i c y  because r ich  corpora- 
t ions stand to get far more b en e f i t  from i t  than poor onesT For example, 
: d id  a comparison Tor Senator F ischer s committee on the e f f e c t  of the 
o r i g i n a l  vers ion of HB 366 on the rate of return for a p ro je c t  standing 
uri i t s  own, versus that same p ro je c t  i f  i t  i s  owned by a a f f l u e n t  company 
■,not even oil-company sized) having $750,000 a year of taxable Alaska 
income from other bus iness a c t i v i t i e s .  The improvement in  the rate of 
r e tu r n would be near ly  three times greater for the b ig business than i t  
wou 1 (J be for tne l i t t l e  guy j u s t  s ta r t ing  o u t . For the large o i l  com- 
;■ an ies ,  tne di sproportfori wodld be somewhat greater s t i l l .

The B i l l  is i 1i-conceived because the e f f e c t  on investment 
'*i t e a t  return a: tiu.- r esu l t  of inc reas ing t h is  investment tax c r e d i t  
1 1 1 ; \z too small to have any economic meaning, desp i te c la ims to tne 

. Tr7truYy~b'y i ts supporters. A p ro je c t  w i l  1 go forward or not go forward, 
neca iue of other factors than the ITC. Even in the case of the r i c h  cor- 
o ra f ion  that I prepared for Senator F ischer ,  the improvement in  the 

in te rna l  rate of return on the investment was less than one percentage 
po in t ,  the e f f e c t  of assuming only a 10 percent h igher operat ing margin 
over1 the l i f e  cf the p ro je c t  was four and a quarter times greater . And, 
that was when the B i l l  s t i l l  provided that the new state ITC would be 
ICUii. of the federa l Il'C. Under the State A f fa i r s  CS, the state ITC would 
ne only 36% of the federal ITC, which would make the change in  the rate 
of re turn vani sh i ng 1 y sma 1 1 .

There are other reasons not to pass t h i s  B i l l  cr some va r ia t io n  
of i t .  F i r s t ,  min ing already enjoys a three-year "hol iday" from paying 
the mining l i c e n s e  tax, from the time the mine starts operat ing . Second, 
the (mount of quel i f 'e i]  investment on which the ITC is  computed was



Senator Ray (re HB 866;
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increased l a s t  year 40-fold, from $500,000 to $20,000,000; increas ing the 
percentage of tha t  investment which may be deducted d o l l a r  for d o l l a r  
aga ins t tne income tax i s  too much of a good th in g .  Th i rd ,  corporat ions 
l a s t  year were g iven a s i g n i f i c a n t  tax break, p a r t i c u l a r l y  the smal ler 
ones, oy the decrease i n  state income tax rates on the f i r s t  $90,000 of 
taxab le income (for example, the f i r s t  $1 0 , 0 0 0  of taxab le income i s  taxed 
new at on ly one percent ,  as opposed to 5.4 percent before l a s t  year's 
rate change). Fourth , by w h i t t l i n g  away at the non-petroleum tax base of 
the State , we not only make the State f inances more vu lne rab le  to the 
vagar ies of the wor ld o i l  market, but we a lso tend to fu rn ish  factua l 
support for the type of tax lawsu i ts  which you may r e c a l l  Dick Donaldson 
of S0HI0 was threaten ing you and the Leg is la tu re  w ith  l a s t  year .

A l l  i n  a l l ,  t h i s  B i l l  i s  nothing more than a give-away of State 
revenues w ith noth ing for the State to show in  return that i t  wouldn't 
have gotten anyway. Moreover, to the extent i t  conveys b en e f i t s ,  they 
are more advantageous to the r i c h  corporat ions than the poor.

I am enc los ing a copy of my l e t t e r  to Senator F ischer ,  and I 
would welcome the opportun ity to speak to you or your Committee fu r ther
on th is  B i l l  i f  you so des i r e .

Thank you for your cons id e ra t io n .

S in c e re ly ,

;;2_____ 4 5 & L - - 7

Thomas K. W i l l iams 
Commissioner of Revenue



THE L E G I S L A T U R E  OF THE STATE OF ALASKA

T W E L F T H  LEGISLATURE

FI S C A L  NOTE

I .  REQUEST
B i l l / R e s o lu t io n  Number: SCSHB 8 66  (SA)
T i t l e :  Spec ia l  investment tax c r e d i t
Requested by: Senate Transportat ion Committee Date: May 24, 1982

I I .  FISCAL DETAIL
Agency Affected: Department of Revenue
Program Category Affected: General G o v e r n m e n t ____________________
BRU, Program, or Subproqram(s) Affected: Audit Divjj-'o.pn_________________
(Note: I f  more than one budget component i s  a f fec ted ,  separate l in e- item  

amounts and funding for each component i n  the ana lys is  s e c t io n . )

EXPENDITURES (Thousands o f  Do l la rs)
1____ 1 _ FY 82 1

__ l_
FY 83 FY 84 FY 85 FY 86 FY 87

100 PERSONAL SERVICES 1 - 1 _ — — — -
200 TRAVEL 1 - 1 - - - - -
300 CONTRACTUAL 1 - 1 - - - - -
400 COMMODITIES I - 1 - - - - -
500 EQUIPMENT I - 1 - - - - -
600 LAND & STRUCTURES | - 1 - - - - -
700 GRANTS,CLAIMS,ETC I - 1 - - - - -
800 MISCELLANEOUS 1 

_______ | - 1 . ____ i
- - — - -

TOTAL 1
I

0 1 0 0 0 0 0

FUNDING (Thousands o f  Do l la rs)
i i i i ___ _ i_ _i __ _

GENERAL FUND | 0 i 0 0 0 0 0
FEDERAL FUNDS i - 1 - - - - -
OTHER (Specify Source)1

1i
1

- 1 1
- - - - -

POSITIONS
I I I I 1 1

FULL TIME I - 1 _ — _ - -
PART TIME | - 1 - - - - -
TEMPORARY | 
------------------ 1- - 1 

------ 1-
— — — — —

I I I .  ANALYSIS (See F i s c a l  Note Preparation In s t ru c t io n ,  Sect ion I I I )

Although there would not be a d d i t i o n a l  adm in is t ra t ive  expense incurred as a 
resu l t  of enactment o f the proposed l e g i s l a t i o n ,  t h i s  CS would double the 
State investment tax c r e d i t  (ITC) to 36% of the federa l ITC (vs. >00% of the
federal ITC under i t s  o r i g i n a l  vers ion) .  The extra 
min ing on ly ,  ins tead of extend ing to farm and t imber 
before. I t  appears the l im i t a t i o n  of $20,000,000 
under AS A3.20.036(b) would NOT apply to mining i  
i n  other words, the sky's the l i m i t  i n  terms of h 
r i s e  to t h i s  en larged J.TC. This CS provides for 
p rov is ions on December 31, 1986.

IV . DATE: May 24, 1982

O r ig i n a l :  L e g is l a t i v e  F inance 
cc: Budget and Management

Prime Sponsor (F i r s t  L eg is la to r  Named) 
33-001 (Rev. 12/81)

PREPARED BY: R____
AGENCY: Audit Di v i s i o n  
PHONE: 465-2320

l im i t e d  to 
i ’so as i t  did 
investment 

rnder t h i s  B i l l  — 
ent could g ive 
new ITC



The Honorable B i l l  Ray, Chairman 
Senate Transpor ta t ion Committee 
Pouch M
Juneat. 2K 99811

Re: HB 8 66  and SCS HB 8 6 6  (SA) - Prov id ing for an increase i n  the
investment tax c r e d i t  aga ins t  the State corporate income tax

Bear Mr. Chairman:

The idea beh ind t h i s  l e g i s l a t i o n  i s  i l l- c o n c e i v e d  and repre­
sents ooor s ta te p o l i c y .  I t  i s  poor state p o l i c y  because r i c h  corpora- 
t ions  stand to get far more benef i j t  from i t  than poor ones~ For example, 
I d i d ' T ’compari son for Senator F is ch e r 's  committee on the e f f e c t  of the 
o r i g i n a l  vers ion  of HB 366 on the rute of return for a p ro je c t  standing 
on i t s  own, versus that same p ro je c t  i f  i t  i s  owned by a a f f l u e n t  company 
•.not even oil-company s ized) having $750,000 a year of taxab le Alaska 
income from other bus iness a c t i v i t i e s .  The improvement i n  the rate of 
return would be n e a r ly three t imes greater for t he b ig  bus iness than i t  
woulu be for tr,e l i t t l e  guy j u st s ta r t in g  o u t . For the la rge o i l  com- 
j a m e s ,  the d is p ropo r t io n  would be somewhat greater s t i l l .

Tne B i l l  is  i l l- c o n c e i v e d  because the e f f e c t  on investment 
rates of return as the r e s u l t  of i n c r e a s in g t h i s  'nvestment tax cred i t 
: ITC) is  too small to have any economic meaning, desp i te  c la ims to tne 
contrary by i t s  supporters . A p ro je c t  w i l l  go forward or not go forward, 
oecause of other factors than the ITC. Even in  the case of the r i c h  co r ­
porat ion that I prepared for Senator F is ch e r ,  the improvement i n  the 
in te rna l  rate of return on the investment was less than one percentage 
po in t .  The e f f e c t  ol assuming j n l y  a 10 percent h igher operat ing margin 
over the l i f e  c f  the p ro je c t  was four and a quarter t imes grea ter .  And, 
that was when the B i l l  s t i l l  prov ided that the new state ITC would be 
100* of the federa l ITC. Under the 5tate A f fa i r s  CS, the s ta te ITC would 
oe only 36% of the federa l ITC, which would make the change i n  the rate 
of return v a n is h in g ly  sma l l .

There are other reasons not to pass th is  B i l l  or some v a r i a t i o n  
of i t .  F i r s t ,  m in ing a lready en joys a three-year "hol iday" from paying 
the mining l i c e n s e  tax, from the time the mine s tarts opera t ing .  Second, 
the amount of q u a l i f i e d  investment on which the ITC i s  computed was
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increased l a s t  year 40-fold, from $500,000 to $20,000,000; in c reas ing  the 
percentage of tha t  investment v/hich may be deducted d o l l a r  for d o l l a r  
aga ins t the income tax i s  too much of a good th in g .  Th i rd ,  corporat ions 
l a s t  year were g iven a s i g n i f i c a n t  tax break, p a r t i c u l a r l y  the sma l ler  
ones, oy the decrease i n  state income tax rates on the f i r s t  $90,000 of 
taxab le income (for example, the f i r s t  $1 0 , 0 0 0  of taxab le income i s  taxed 
now at on ly one percent ,  as opposed to 5.4 percent before l a s t  year's 
rate change). Fourth , by w h i t t l i n g  away a t  the non-petroleum tax base of 
the State , we not on ly make the State f inances more vu lne rab le  to the 
vagar ies of the wor ld o i l  market, but we a lso  tend to fu rn ish  factua l 
support for the type of tax lawsu i t s  which you may r e c a l l  Dick Donaldson 
of SOHIO was threaten ing you and the Leg is la tu r e  w ith  l a s t  year .

A l l  i n  a l l ,  t h i s  B i l l  i s  noth ing more than a give-away of State 
revenues w ith  noth ing for the State to show i n  return tha t  i t  wou ldn't 
have gotten anyway. Moreover, to the extent i t  conveys b e n e f i t s ,  they 
are more advantageous to the r i c h  corpora t ions than the poor.

I am enc los ing a copy of my l e t t e r  to Senator F is ch e r ,  and I 
woula welcome the opportun ity to speak to you or your Committee fu r ther  
on t h i s  B i l l  i f  you so des i r e .

Thank you for your co n s id e r a t io n .

S in c e re ly ,

Thomas K. W i l l iams 
Commissioner of Revenue

Enclosure
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