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Analysis of SCSCSSSHB 258 (SA)

The Incorporation of this expanded credit 1n effect would
reduce state taxes as a deductible Iltem at the federal level
and thus Increase the federal tax take.

The Impact of this bill Is negative to the state 1n terms of
lost revenues. Since the bill 1s Intended for new facilities,
the effect cannot be assessed until they are completed and 1n
operation.
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Members Present

Senator Vic Fischer, Chair
Senator Rodey _
Senator Sturgulewski
Senator Kelly

HB 258, Investment tax credit

Senator Vic Fischer explained the provisions of the original bill the
CS adopted by the Senate Resources Committee, and the draft CS
prepared for the State Affairs Committee. He explained that the main
change in the draft CS was the provision that the tax credit would
not be automatic but that the taxpayer would have to apply to the
Department of Revenue and demonstrate both that the project would
be economically advantageous to the state and not viable without the
applied-for crédit, He further explained two changes between the
draft circulated the day before and the one beforé the committee—

a clearer definition of gas processing project and a, requirement that
the C(t)mmlssmner of Revenue report ‘on tax credits in his annual
report.

Commissioner Robert Heath, Department of Revenue, testified that
fils department had been involved in all versions of the bill and had
consistently favored the tax incentive concept and consistently
opposed unnecessary subsidy to industry. He said that, while the
new section was a "little uncomfortahle,” the department favored its
projcct-by-project approach.

Senator Sturgulewski questioned Commissioner Heath about how the
review process would be applied.

Senator Sturgulewski asked whether the Administration favored the
UTIl. Commissioner Tlcath responded that, while he had not talked
directly to the governor, he had talked to others in the Governor's
Office and they “supported the new CS.

Senator Fischer explained that the purpose of the CS wasto provide
tax incentives where needed but to screen out windfalls.He noted
that, for example, sand and gravel mining was excluded.

Senator Sturgulewski asked whether the federal law was absolutely



clear about what kinds of thin_gzs the credits applied to, and
Commissioner Heath said that it was.

Senator Fischer asked for a motion to move the bill, noting that it
was a House priority.

The committee took a short break.

Senator Sturgulewski asked that the bill be held until Thursday, and
the committee agreed.

The meeting adjourned at 3:20.



Attached find a draft CS for HB 258, the investment tax credit bill.
Also attached is a sectional analysis of the draft hill.

This bill will be heard by the State atia.. s Committee on Tuesday,
June 14

The principal differences between the Resources CS and the attached
draft CS are that in the draft CS o ,

* the credits must be rpplied for and will oniy be approved. if the
applicant taxpayer proves that the project would be economically
advantageous to the state and viable only if the credits were granted
* the Creditsare up to 100% of the federal credit

* the creditsare only applicable to tax liabilities attributable to the
income from the prO{ect In which the investments are put into use

* the credits do not apply to the mining of sandand gravel, unless
such mmmq iIs ancillary to a qualified project ,

* the credits for new progects, mining as ‘well as gas %rocess_m , are
gepealed Jan. 1, 1993, al e carrie

hough previous credits may
orward.



ANALYSIS OFDFfIASCS CSSSHB 258 (SA) L"10"83

This Act provides for the establishment of special invest—
ment tax <credits for the development of gas processing and
non-petroleum mineral development projects. The following 1is a
section by section analysis.

Section 1. The legislature finds that the development of gas
processing Tacilities and development of non-pe—
troleum minerals is in the statewide public 1in—
terest. The special 1investment credits are found
to be necessary to encourage the development.

Section 2 This section provides that the special 1investment
tax credits are not limited to 18 percent of the
amount of credit determined for federal income

tax purposes.

Section 3 The amount of qualified 1investment for the spe—
cial investment tax credits is limited to the
first $250 million put into use in the state for
each taxable year. The taxpayer must opt to take
advantage of tb- special credits or the general
investment tax credit but cannot use both.

Section 4. Thio section <contains 4 new subsections to be
added to AS 43.20.036 and contains the authority
for the special credits, the ~conditions under
which they may be granted and how the credits are
to be applied to tax liability.

(7 Subject to (1), this subsection allows
for a credit up to 100% of the federal 1in—
vestment trx credit on qualified investment
put into use 1in gas processing projects.

(k) Subject to (1), this subsection allows
for a credit up to 1007« of the federal in—
vestment tax credit on qualified investment
put into use in non-petroleum mineral devel—
opment projects other than sand and gravel.

(&D) This subsection requires a project by
project determination by the commissioner of
revenue that a proposed project should be
granted the special investment tax credits.
The Department of Revenue would be required
to adopt regulations that establish the
criteria for the granting or denial of the
special investment tax credits. A taxpayer
applying for the special credits would



Section 5.

Section

6.

The
would
could
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cembe
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fied

present evidence at a public hearing to
support the application. The taxpayer has
the burden of proving the -economic advan-—
tage of the project to the state and that
the project would only be viable if the
credits were granted by the commissioner.

Following the hearing, the commissioner
would determine the vrate of the federal

credit to be allowed. The commissioner is
also authorized to monitor the project for
which the special investment credits have
been authorized and may withdraw or adjust
the terms of the authorization 1if the pro—
ject does not substantially conform to the
application. The taxpayer has a right to an
administrative appeal to protest the with-
drawl or adjustment of the authorization.

Following the appeal, the commissioner”®s
decision would be final unless reversed or
modified by the courts.

m) The special investment tax credits
could only be applied to tax Jliabilities
attributable to the 1income from the project
in which the qualified investments have been
put into wuse. The taxpayer <can apply the
credits to the first $1 million of tax and
to half of the tax liability greater than $1
million. Unused credits can be carrieo for—
ward and used under the carryforward p ovi-
sions of the Internal Revenue Code which
presently provide for a 15 year carryforward.

special credits for qualified investments
be repealed January 1, 1993. Carryforwards
be wused after the repeal but 1investment
ts on qualified 1investments made after De-—
r 31, 1992 would be Ulimited to 18% of the
al credit on the first $20,000,000 of quali—
investment.

The Act would take effect January 1, 1984. This

provi
reven

des sufficient time for the department of
ue to adopt the regulations necessary for

the operation of the Act.
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Analysis of SCSCSSSHB 258 (SA)

The Incorporation of this expanded credit In effect would
reduce state taxes as a deductible Item at the federal Ilevel

and thus Increase the federal tax take.

The Impact of this bill 1s negative to the state In terms of
lost revenues. Since the bill 1s Intended for new facilities,
the effect cannot be assessed until they are completed and In
operation.



AMENDMENT JL

SCS for CS for SS for HB 258 (SA)

page H, line 12, after "section." insert;

In demonstrating that the proposed project would provide an
economic advantage, to the state, the taxpayer must show that the
investment would~significantly diversify the local or state economy
and that there exists within an area reasonably proximate to the “site
of the proposed project for which the investmént is to be made at
least three of the foIIowm?: - ,

a high level of unempfoyment; (2) an underutilized mineral,
other than oil or gas; (3) dn established infrastructure suitable for
squortmq the proposed ‘project; (4) access to ice free ports; (5)
substantial uncommitted reserves of ‘natural gas.

This amendment helps further defing the criteria that the
commissioner of Ravenue must consider in deciding whether or not to
grant the tax credit.



AMENDMENT 2m

SCS for CS for SS for HB 258 (SA)

page 5, lines 12-20
Delete* subsection (m) and insert in its place:
(m) The credit per taxable year allowed by |

) and (k
section shall not exceed (1) 100 percent of the im”al $1 (03,000 0
I|ab,|I|t¥ for tax attributable to income earned from th ts

e
subject to the credits in (j) or (k) of this section, Iug LSO
percent of the liability for tax in excess of $1,000,000 attributable to
Income earned from the pro(Jects subject to the credits in (j) or (k)
?f this section. Any unused portion of the credit shall be subject to

he carry-forward provisions contained in 26 U.S.C.
U6(b)(3) (Internal Revenue Code).

This amendment rewrites subsection (m) in a clearer, less confusing
manner. The meaning remains the same.
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VIC-

The two amendments are in the back of each member®s folder.

I"ve marked on your copy of the bill (in orange) where they

fit. I haven®"t had a chance
Revenue yet, but will try to
the criteria one earlier and

that time. The other 1is, of

Gravo tells me CIRI does not

anything.

to discuss the amendments with
before the meeting. We had discussed
Don Bullock felt OK about it at

course, just a wording change.

intend to testify or offer

JOC
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