


OF ALASKA 

FISCAL NOTE Revision Date 6/f3/83

I. REQUEST
BTTV/Resolution No:SCSCSSSHB 258(SA) 

Title: Special Investment Tax Credit 

Hayes & SzymansETSponsor:

Requestor: Senate S t a t e  Affairs

II. FISCAL DETAIL

Agency Affected: Revenue
Program Category Affected:" Coll. & Mgmnt

BRU, Program of Subprogram(s) Affected:

EXPENDITURES/REVENUES:1
I OPERATING

(Thousands of Dollars)
~  ---- 1 F Y ' 8 3 " T T Y '84 | f V 85""T " F V"BS 1”FY 87 I FV 88

T
T u O  ' P E R S O N A i r S i m U E S  

200 TRAVEL 

300 CONTRACTUAL 

4 00 COMMODITIES 

500 EQUIPMENT 

600 LANDS & STRUCTURES 
700 GRANTS, CLAIMS, ETC.

T T

1 TOTAL OPERATING' I - 1 - 1 - I - I - i

I CAPITAL I - 1 - 1 1 - i - i

1 REVENUE ..........  I

FUNDING: (Thousands of Dollars)

- 1 - 1 - i - i - i

I FEDERAL FUNDS 

I OTHER (Specify Source)

POSITIONS:

'I FUITTTfTE 

I PART-TIME 

I TEMPORARY

III. SOURCE OF FUNDS TO O F F S E T  FISCAL IMPACT OF BILL:

IV. ANALYSIS: Attach a separate page for any Analysis.

Prepared By: Vincent D. W r ight____________________________  Phone: 465-2173

Division: R e v enue - Research___________________________  Date: 6/13/83

Approved by Commissioner: - j f C  ___________________________  Date: C  //<y/

Department: __________________ Revenue

Distribution:

Original to Legislative Finance

Copy to Office of M a n a g e m e n t  and B udget (for Legislature i n t r oduced bills) 

Copy to Department (for Governor introduced bills)
Copy to Sponsor

Copy to Requestor (if d i fferent from Sponsor)



IV. Analysis of SCSCSSSHB 258 (SA)

The Incorporation of this expanded credit 1n effect would 
reduce state taxes as a deductible Item 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 n e w  facilities, 

the effect cannot be assessed until they are completed and 1n 

operation.
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A L A S K A  S T A T E  L E G IS L A T U R E
SENATE STATE AFFAIRS COMMITTEE
SENATOR VIC FISCHER, CHAIRMAN

POUCH V, JUNEAU 99811
(907) 4654954

June 14 ,  1983 
3 : 0 0  p .m .

Bu t ro v ich  Room 
Capitol B ldg .

Members P resen t
S ena to r  Vic F i s ch e r ,  Cha i r  
S ena to r  Rodey 
S ena to r  S tu rgu lewsk i  
S ena to r  Kel ly

HB 258 ,  Inves tment tax c red i t

Sena to r  Vic F ische r  exp la ined the p ro v is ions  o f  the o r ig ina l  b i l l ,  the 
CS adopted by the Senate Resou rces  Committee, and the d r a f t  CS 
p re p a r e d  fo r  the State A f f a i r s  Committee. He exp la ined that the main 
change in the d r a f t  CS was the p rov is ion  that the tax c red i t  would 
not be automatic bu t  that the t a xp a y e r  would have to app ly  to the 
Depar tment o f  Revenue  and demonst ra te  both that  the p ro jec t  would 
be economical ly advan tageous  to the s ta te and not v iab le  without the 
a p p l i e d - f o r  c r e d i t .  He f u r t h e r  exp la ined  two changes between the 
d r a f t  c i rcu la ted the day  b e fo re  and the one b e fo re  the committee— 
a c l e a r e r  def in i t ion  o f  gas p rocess ing  p ro jec t  and a requ i remen t  that  
the commissioner o f  Revenue r e p o r t  on tax c red i t s  in his annua l 
r e p o r t .
Commissioner R ob e r t  Heath ,  Depa r tment o f  Revenue ,  test i f ied tha t  
f i i s depar tment had been invo lved  in al l  v e r s ion s  o f  the bi l l  and had 
con s i s ten t ly  f a v o red  the tax incent ive concept and con s i s ten t ly  
opposed  unneces sa ry  subs idy  to i n d u s t r y .  He said th a t ,  whi le the 
new section was a " l i t t l e  u ncom fo r t ab le , "  the depa r tmen t fa v o red  its 
p r o j c c t - b y -p r o j e c t  app roach .
S ena to r  S tu rgu lew sk i  ques t ioned Commissioner Heath about  how the 
rev iew p rocess  would be app l ied .
S ena to r  S tu rgu lew ski asked whe the r  the Admin ist ra t ion fa v o red  the 
UTIl. Commissioner Tlcath re sponded  th a t ,  while he had not ta lked 
d i r e c t l y  to the g o v e r n o r ,  he had ta lked  to o th e rs  in the G ove rn o r ' s  
O f f ice  and they s uppo r t ed  the new CS.
S ena to r  F ische r exp la ined  tha t  the pu rp o se  o f  the CS was to p ro v ide
tax  incent ives where  needed bu t  to sc reen out w ind fa l l s .  He noted
t h a t ,  f o r  examp le ,  sand and g ra v e l  mining was exc luded .
Sena to r  S tu rgu lew sk i  asked whe the r  the fede ra l  law was abso lu te ly



c lea r  about  what k inds  o f  th ings  the c red i t s  appl ied to ,  and 
Commissioner Heath said tha t  it was.
Sena to r  F ische r  asked fo r  a motion to move the b i l l ,  not ing that  it 
was a House p r i o r i t y .
The committee took  a sh o r t  b r e a k .
Sena to r  S tu rgu lewsk i  asked tha t  the bi l l  be he ld unt i l  T h u r s d a y ,  and 
the committee ag reed .
The meeting ad jou rned  at 3 : 2 0 .



Attached f ind  a d r a f t  CS f o r  HB 258 , the inves tment tax  c red i t  bi l l .
A lso a t tached is a sectional ana ly s i s  o f  the d r a f t  b i l l .
Th is  bil l  will be hea rd  by the Sta te Atia.. 5 Committee on T u e sd ay ,  
June 14.
The p r in c ip a 1 d i f f e rences  between the Resou rces  CS and the at tached 
d r a f t  CS a re  tha t  in the d r a f t  CS
* the c red i t s  must be rp p l i e d  f o r  and will on iy  be app ro ved  i f  the 
app l icant  t a xp a y e r  p ro v e s  that  the p ro jec t  would be economical ly 
advan tageous  to the sta te and v iab le  on ly  i f  the c red i t s  were g ran ted
* the c red i t s  a re  up to 100% o f  the f ede ra l  c red i t
* the c red i t s  a re  on ly  app l icab le  to tax l iabi l i t ies a t t r ib u tab le  to the
income f rom the p ro jec t  in which the inves tments  a r e  pu t  into use
* the c red i t s  do not app ly  to the mining o f  sand and g r a v e l ,  un less
such mining is anc i l l a ry  to a qua l i f i ed  p ro jec t
* the c red i t s  f o r  new p ro je c t s ,  mining as well as gas p ro ce s s in g ,  a re 
repea led Jan .  1 , 1993,  a l though  p re v iou s  c red i t s  may be ca r r ie d  
f o rw a rd .

i



A N A L Y S I S  O F D f l ^ S C S  CSSSHB 258 (SA) L'IO'83

T h i s  A c t  p r o v i d e s  for the e s t a b l i s h m e n t  of s p e c i a l  i n v e s t­
m e n t  tax c r e d i t s  for the d e v e l o p m e n t  of gas p r o c e s s i n g  a n d  
n o n - p e t r o l e u m  m i n e r a l  d e v e l o p m e n t  p r o j e c t s .  T h e  f o l l o w i n g  is a 
s e c t i o n  b y  s e c t i o n  a n a l y s i s .

S e c t i o n  1.

S e c t i o n  2

S e c t i o n  3

T h e  l e g i s l a t u r e  f i n d s  that the d e v e l o p m e n t  of gas 
p r o c e s s i n g  f a c i l i t i e s  a n d  d e v e l o p m e n t  of n o n - p e­
t r o l e u m  m i n e r a l s  is in the s t a t e w i d e  p u b l i c  in­
terest. T h e  s p e c i a l  i n v e s t m e n t  c r e d i t s  a r e  f o u n d  
to b e  n e c e s s a r y  to e n c o u r a g e  the d e v e l o p m e n t .

T h i s  s e c t i o n  p r o v i d e s  that the s p e c i a l  i n v e s t m e n t  
tax c r e d i t s  a r e  n o t  l i m i t e d  to 18 p e r c e n t  of the 
a m o u n t  of c r e d i t  d e t e r m i n e d  for f e d e r a l  i n c o m e  
tax p u r p o s e s .

T h e  a m o u n t  of q u a l i f i e d  i n v e s t m e n t  for the s p e­
ci a l  i n v e s t m e n t  tax c r e d i t s  is l i m i t e d  to the 
f i r s t  $ 2 5 0  m i l l i o n  p u t  i n t o  u s e  in the s t a t e  for 
e a c h  t a x a b l e  year. T h e  t a x p a y e r  m u s t  o p t  to take  
a d v a n t a g e  o f  tb- s p e c i a l  c r e d i t s  or the g e n e r a l  
i n v e s t m e n t  tax c r e d i t  b u t  c a n n o t  u s e  b o th.

S e c t i o n  4. T h i o  s e c t i o n  c o n t a i n s  4 n e w  s u b s e c t i o n s  to b e  
a d d e d  to A S  4 3 . 2 0 . 0 3 6  a n d  c o n t a i n s  the a u t h o r i t y  
for the s p e c i a l  c r e d i t s ,  the c o n d i t i o n s  u n d e r  
w h i c h  t h e y  m a y  b e  g r a n t e d  a n d  h o w  the c r e d i t s  a r e  
to b e  a p p l i e d  to tax l i a b i l i t y .

( j‘, S u b j e c t  to (1), this s u b s e c t i o n  a l l o w s  
for a c r e d i t  u p  to 1 0 0 %  of the f e d e r a l  in­
v e s t m e n t  trx c r e d i t  on q u a l i f i e d  i n v e s t m e n t  
p u t  in t o  u s e  in gas p r o c e s s i n g  p r o j e c t s .

(k) S u b j e c t  to (1), this s u b s e c t i o n  a l l o w s  
for a c r e d i t  u p  to 1007« of the f e d e r a l  in­
v e s t m e n t  tax c r e d i t  on  q u a l i f i e d  i n v e s t m e n t  
p u t  i n t o  u s e  in n o n - p e t r o l e u m  m i n e r a l  d e v e l­
o p m e n t  p r o j e c t s  o t h e r  t h a n  s a n d  a n d  grav e l .

(1) T h i s  s u b s e c t i o n  r e q u i r e s  a p r o j e c t  b y  
p r o j e c t  d e t e r m i n a t i o n  b y  the c o m m i s s i o n e r  of 
r e v e n u e  t h a t  a p r o p o s e d  p r o j e c t  s h o u l d  be 
g r a n t e d  the s p e c i a l  i n v e s t m e n t  tax c r e d i t s .  
T h e  D e p a r t m e n t  o f  R e v e n u e  w o u l d  b e  r e q u i r e d  
to a d o p t  r e g u l a t i o n s  that e s t a b l i s h  the 
c r i t e r i a  for the g r a n t i n g  or d e n i a l  of the 
s p e c i a l  i n v e s t m e n t  tax c r e d i t s .  A  t a x p a y e r  
a p p l y i n g  for the s p e c i a l  c r e d i t s  w o u l d



S e c t i o n  5.

S e c t i o n  6.

p r e s e n t  e v i d e n c e  at a p u b l i c  h e a r i n g  to 
s u p p o r t  the a p p l i c a t i o n .  T h e  t a x p a y e r  h a s  
the b u r d e n  of p r o v i n g  the e c o n o m i c  a d v a n­
tage  of the p r o j e c t  to the s t a t e  a n d  t h a t  
the p r o j e c t  w o u l d  o n l y  b e  v i a b l e  if t h e  
c r e d i t s  w e r e  g r a n t e d  b y  the c o m m i s s i o n e r .  
F o l l o w i n g  the h e a r i n g ,  the c o m m i s s i o n e r  
w o u l d  d e t e r m i n e  the r a t e  o f  the f e d e r a l  
c r e d i t  to b e  a l l o w e d .  T h e  c o m m i s s i o n e r  is 
a l s o  a u t h o r i z e d  to m o n i t o r  the p r o j e c t  f o r  
w h i c h  the s p e c i a l  i n v e s t m e n t  c r e d i t s  h a v e  
b e e n  a u t h o r i z e d  and m a y  w i t h d r a w  o r  a d j u s t  
the t e r m s  of the a u t h o r i z a t i o n  if the p r o­
j e c t  d o e s  n o t  s u b s t a n t i a l l y  c o n f o r m  to the  
a p p l i c a t i o n .  T h e  t a x p a y e r  h a s  a  r i g h t  to a n  
a d m i n i s t r a t i v e  a p p e a l  to p r o t e s t  the w i t h -  
d r a w l  or a d j u s t m e n t  of the a u t h o r i z a t i o n .  
F o l l o w i n g  the a p p eal, the c o m m i s s i o n e r ' s  
d e c i s i o n  w o u l d  be f i n a l  u n l e s s  r e v e r s e d  o r  
m o d i f i e d  b y  the c o u rts.

(m) T h e  s p e c i a l  i n v e s t m e n t  tax c r e d i t s  
c o u l d  o n l y  b e  a p p l i e d  to tax l i a b i l i t i e s  
a t t r i b u t a b l e  to the i n c o m e  f r o m  the p r o j e c t  
in w h i c h  the q u a l i f i e d  i n v e s t m e n t s  h a v e  b e e n  
p u t  i n t o  use. T h e  t a x p a y e r  c a n  a p p l y  the 
c r e d i t s  to the f i r s t  $1 m i l l i o n  o f  t a x  a n d  
to h a l f  of the tax l i a b i l i t y  g r e a t e r  th a n  $1 
m i l l i o n .  U n u s e d  c r e d i t s  c a n  b e  c a r r i e o  f o r­
w a r d  a n d  u s e d  u n d e r  the c a r r y f o r w a r d  p o v i -  
s i o n s  of the I n t e r n a l  R e v e n u e  C o d e  w h i c h  
p r e s e n t l y  p r o v i d e  for a 15 y e a r  c a r r y f o r w a r d .

T h e  s p e c i a l  c r e d i t s  for q u a l i f i e d  i n v e s t m e n t s  
w o u l d  b e  r e p e a l e d  J a n u a r y  1, 1993. C a r r y f o r w a r d s  
c o u l d  b e  u s e d  a f t e r  the r e p e a l  b u t  i n v e s t m e n t  
c r e d i t s  on q u a l i f i e d  i n v e s t m e n t s  m a d e  a f t e r  D e­
ce m b e r  31, 19 9 2  w o u l d  b e  l i m i t e d  to 1 8 %  of the
F e d e r a l  c r e d i t  o n  the f i r s t  $ 2 0 , 0 0 0 , 0 0 0  of q u a l i­
fied  i n v e s t m e n t .

T h e  A c t  w o u l d  take e f f e c t  J a n u a r y  1, 1984. T h i s  
p r o v i d e s  s u f f i c i e n t  time for the d e p a r t m e n t  of 
r e v e n u e  to a d o p t  the r e g u l a t i o n s  n e c e s s a r y  for 
the o p e r a t i o n  of the Act.
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STATE OF ALASKA 

FISCAL NOTE Revision Date 6 /^/bT

I. REQUESTB i l l /Resolution N o:SCSCSSSHB 2 5 8 ( S A ) 

T i t l e : Special Investment Tax Cred'fl: 

Sponsor: Hayes & Szymanski
Requestor: Senate State Affairs

II. FISCAL DETAIL

Agency Affected: Revenue
Program Category Affected: Col 1. & Mgmrit'
BRU, Program of Subprogram(s) Affected:

EXPENDITURES/REVENUES: (Thousands of Dollars)
T T lW TTTT5~n~Pr5^~TTTW ~TTTW7 T 1S T

I OPER A T I N G  

100 PERSONAL SERVICES 

200 TRAVEL 

300 CONTRACTUAL 

400 COMMODITIES 

500 EQU I P M E N T  

600 LANDS S STRUCTURES 

700 GRANTS, CLAIMS, ETC.

TT T T T TT

1 TOTAL O P ERATING I - 1 - 1 - 1
. . . . .

1

I ' "CAPITAL 1 - 1 - 1 - T - 1 1

1........' R E V E N U E  I - 1 - 1 - 1 - 1 - 1 -
FUNDING: (Thousands of Dollars)

1 GENERAL FUND 1 - 1 - 1 - 1 - 1 - 1 -
! FEDERAL FUNDS 1 - 1 - 1 - 1 - 1 - 1 -
I OTHER (Specify Source) 1 - I - 1 

1 1 - 1 - 1

- 1 - i - 1

1

-

- 1 - 1 — -
POSITIONS:

T f UL l -TIME 1 - 1 - 1 - 1 - 1 - 1 -
1 PART-TIME 1 - 1 - 1 - ! - 1 -
J TEM P O R A R Y  1 - 1 - i - 1 - 1 - 1, -
1 1 - 1 - 1 - 1 - 1 - 1 -

III. S O URCE OF FUNDS TO OFFSET FISCAL IMPACT OF BILL:

IV. ANALYSIS: Attach a separate page for any Analysis.

Prepared By: Vincent D. Wright_______________________

Division: Revenue - Research

Phone: 465-2173

Date: 6/13/83

Approved by Commissioner: y d T

Department: __________________  ' m  IRevenue

Date: C

Distribution:

Original to L egislative Finance

Copy to O f fice of Man a g e m e n t  and Budget (for Legislature Introduced bills) 

Copy to D e p a r t m e n t  (for Governor Introduced bills)
Copy to Sponsor

Copy to R e q u e s t o r  (if different from Spons)r)



IV. Analysis of SCSCSSSHB 258 (SA)

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

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 JLS C S  for C S  for S S  for HB 258 (SA)
page H, line 12 ,  a f t e r  " s e c t i o n . "  i n s e r t :
In demonst ra t ing  tha t  the p roposed  p ro jec t  would p ro v ide  an 
economic advan tage  to the s ta te ,  the t a xp aye r  must show that the 
inves tment would s ign i f ican t ly  d i v e r s i f y  the local o r  s ta te economy 
and that  the re  ex i s t s  within an a rea  reasonab ly  prox imate to the site 
o f  the p roposed  p ro jec t  f o r  which the investment is to be made at 
least th ree  o f  the fo l l owing :
( 1 )  a high level o f  unemployment ;  ( 2 )  an unde ru t i l i z ed  mine ra l ,  
o th e r  than oi l o r  g a s ;  ( 3 )  an es tab l ished i n f r a s t r u c tu r e  su i tab le  f o r  
suppo r t ing  the p roposed  p ro je c t ;  ( 4 )  access to ice f r e e  p o r t s ;  (5 )  
substan t ia l  uncommitted r e s e r v e s  o f  na tu ra l  gas .

Th is  amendment he lps  f u r t h e r  de f ine the c r i te r i a  that the 
commissioner o f  Ravenue must cons ide r  in deciding whethe r  o r  not to 
g r a n t  the tax  c red i t .



AMENDMENT 2mS C S  for C S  for S S  for HB 258 (SA)
page 5 ,  l ines 12-20
Delete* subsection (m) and insert in its place:

(m )  The c red i t  pe r  taxab le  y e a r  al lowed by  ( j )  and ( k )  o f  L.'ns 
section sha l l  not exceed ( 1 )  100 pe rcen t  o f  the initial $1 , 0 0 0 ,0 0 0  o f  
l iab i l i ty f o r  tax a t t r ibu tab le  to income ea rned  f rom the p ro jec ts  
sub jec t  to the c red i t s  in ( j )  o r  ( k )  o f  th is  sec t ion ,  p lus  ( 2 )  50 
pe rcen t  o f  the l iab i l i ty  f o r  tax  in excess  o f  $1 , 0 0 0 ,0 0 0  a t t r ib u tab le  to 
income ea rned  f rom the p ro je c t s  sub jec t  to the c red i t s  in ( j )  o r  ( k )  
o f  this sect ion .  Any unused po r t ion  o f  the c r e d i t  sha l l  be sub jec t  to 
the c a r r y - f o rw a r d  p ro v i s ion s  contained in 26 U . S . C .
U 6 ( b ) ( 3 )  ( I n t e rn a l  Revenue C ode ) .

Th is  amendment rew r i tes  subsect ion (m) in a c l e a r e r ,  less con fus ing  
manne r .  The meaning remains the same.



6 / 1 6

V I C —

T h e  two a m e n d m e n t s  a r e  in the b a c k  of e a c h  m e m b e r ' s  folder.

I ' v e  m a r k e d  o n  y o u r  c o p y  of the b i l l  (in o r a n g e )  w h e r e  t h e y  

fit. I h a v e n ' t  h a d  a c h a n c e  to d i s c u s s  the a m e n d m e n t s  w i t h  

R e v e n u e  yet, b u t  w i l l  t r y  to b e f o r e  the m e e t i n g .  W e  h a d  d i s c u s s e d  

the c r i t e r i a  one e a r l i e r  a n d  D o n  B u l l o c k  f e l t  O K  a b o u t  it at 

t h a t  time. T h e  o t h e r  is, o f  c o u r s e ,  j u s t  a w o r d i n g  change.

G r a v o  t e l l s  m e  C I R I  d o e s  n o t  i n t e n d  to t e s t i f y  or o f f e r  

a n y t h i n g .

JO C
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