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Fiscal Dote Bill Analysis
House islll 5

Section 1 - 7

HB 6 is very similar to CS for HB 688 which was introduced in the House last
year. The bill provides for a tax credit to be given to those persons and
businesses making cash contributions to certain educational institutions; and
restrict ing state tax deductions under 26 U.S.C. 170.

The credit is generally limited to 50 per-::rait of !he mentribt!tiOia aiid is
irther limited dopending upon the type od t-it bning X1UFet. &2 rollowing
I type: may ro.eeivo the credit, and the dddihioeox Irstl” *rnr ~re nolLee.

TAX TYPF - XV
AS 43.20 Corporate Income Tax Lessor of 10% of tax or i0,000
AS 43.55 0Oil & Gas Production Tax Lesser of iG/o of tax or v 1,000
AS 43.56 Oil & Gas Property Tax Lesser of 10% of tax or $ 1,000
AS 43.65 Mining Tax Lesser of 10% of tax cr $10,000
AS 43.75 Fisheries Business Tax Lesser of 10% of tax or $10,000

For income tax purposes the credit is in lieu of the contribution deduction
normally allowed by the Internal Revenue Code. A person with a tax liability
in several of the creditable tax types may only receive creditunder one

type. There is no carryover of unused credits as drafted.

Contributions may not be earmarked for specific purposes and must be used for

direct instruction, research, and educational support purposes, including
library and museum acquisitions.

Both the Department of Revenue and each public college and university must
file informational reports with the legislature.

Dection 8

Provides that the tax credit will rot reduce the 25 ~ 50 percentshare of the
fisheries tax that is shared to local municipalities.

Section O

Provides an effective date applicable to contributions made after December 31,
1087 .
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Continuation for Fiscal Note Analysis
HB 6

It 1s impossible to give exact figures on what the revenue loss to
the State would be under HB & because, although the Incentives can be
analyzed (below), the degree of response to the tax measure Isn"t
possible to gauge.

1. The State will lose tax revenue but may also have less demand
for existing revenues 1f educational institutions are funded by
private contributions.

2. Non-educational tax deductible organizations will tend to lose
contributions from companies because corporations will have a net
gain in retained income by redirecting their contribution budgets to
qualifying Alaska educational institutions.

3. Non-Alaskan tax deductible organizations including educational
institutions will tend to lose contributions as corporations
operating in Alaska will retain a greater amount of net income by
redirecting their contributions to qualifying Alaska educational

institutions.

4. On aggregate, companies that do not make charitable
contributions now will have no economic incentives* to change tnat.
Companies that have contribution budgets will have incentive to
channel them toward qualifying institutions as they will have an
economic incentive*. “Economic incentive here means having greater
net income retained after contribution.

5. The Federal government will tend to gain tax revenue on
aggregate. Companies which currently make contributions will have
less deductions against Federal income taxes (due to the add back of
state credits), and thus will have a greater Federal tax liability.
In contrast, companies not already making contributions would have
more deductions and less Federal tax liability if they chose to make

contributions. However, as noted in item four above, they would
have less retained income after contributions, and thus no economic
incentive.

6. There will be less ability for the State and educational
institutions to estimate revenues and subsequently to control

budgets due to the unpredictable nature of the tax credits.

Sheet 2 of



Fiscal Dote Bill AimLysis
House Hi.1l 6

Section 1 - 7

HB 6 is very similar to CS for HB 688 which was introduced in the House last
year. The bill provides for a tax credit to be given to those persons and
businesses making cash contributions to certain educational institutions; and
restricting state, tax deductions under 26 U.B.C. 170.

Ths nviit Is genetally limited to 50 percent of Lhe aontfib; tioi; atd is
CTthor Limited cepending upon che type or tax bning offsit. ThZ ®Illowing

rx typs:; .vir reeej vo #he ou-idit azid the addition.”! lim: tiai._as ire noted.
TALL TYPt Jtw 0 <

AS 43 .20 Corporate Income Tax Lessor of 10% of tax rr i0,000

AS 43.55 Oil & Gas Production Tax Lesser of 10% of tax or i i.joo

AS 43.56 Oil & Gas Property Tax Lesser of 10% of tax or 1 1,000

AS 43.65 Mining Tax Lesser of 10% of tax cr $10,000

AS 43.75 Fisheries Business Tax Lesser of 10% of tax or "m10,000

i/or income tax purposes the credit is in lieu of the contribution deduction
normally allowed by the internal Revenue Code, A person with a Lax liability
in several cf the creditable tax types may only receive credit under one
type. There is no carryover of unused credits as drafted.

Contributions may not be earmarked for specific purposes and must be used for
direct instruction, research, and educational support purposes, including
library and museum acquisitions.

Both the Department of Revenue and each public college and university must
file informational reports with the legislature.

flection 8

Provides that the tax credit will not reduce the 25 - 50 percent share of the
fisheries tax that is shared to local municipalities.

Section 9

Provides an effective date applicable to contributions made after December 21,

1087
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Continuation for Fiscal Note Analysis
HB 6

It 1s Impossible to give exact figures on what the revenue loss to
the State would be under HB 6 because, although the Incentives can be
analyzed (below), the degree of response to the tax measure Isn"t
possible to gauge.

1. The State will lose tax revenue but may also have less demand
for existing revenues if educational institutions are funded by

private contributions.

2. Non-educational tax deductible organizations will tend to lose
contributions from companies because corporations will have a net
gain in retained Income by redirecting their contribution budgets to
qualifying Alaska educational institutions.

3. Non-Alaskan tax deductible organizations including educational
institutions will tend to lose contributions as corporations
operating in Alaska will retain a greater amount of net income by
redirecting their contributions to qualifying Alaska educational
institutions.

4. On aggregate, companies that do not make charitable
contributions now will have no economic incentives* to change that.
Companies that have contribution budgets will have incentive to
channel them toward qualifying institutions as they will have an
economic incentive*. *Economic incentive here means having greater
net income retained after contribution.

5. The Federal government will tend to gain tax revenue on
aggregate. Companies which currently make contributions will have
less deductions against Federal income taxes (due to the add back of
state credits), and thus will have a greater Federal tax liability.
In contrast, companies not already making contributions would have
more deductions and less Federal tax liability if they chose to make
contributions. However, as noted in item four above, they would
have less retained income after contributions, and thus no economic
incentive.

6. There will be less ability for the State and educational

institutions to estimate revenues and subsequently to control
budgets due to the unpredictable nature of the tax credits.

Sheet 2 of



Sherman Carter

Eiecutive Vice P'asxJent
andiria

University of Alaska

January 29, 1987

The Hor*able Max Gruenberg
House Majority Leader

Pouch V

Juneau, AK 99811

Subject: Fiscal Note, House Bill 6
Deer Representative Gruenberg:

Attached as you requested is a fiscal note for House Bill 6, "An Act allowing tax credts
to certain educational institutions: and restricting state tax deductions under 26 U.S.C.
170." The University of Alaska is in favor of, and supports the concept of this
legislation.

The fiscal considerations to the university of House Bill 6 are very favorable, with the
exception of endowment income. At a time of declining state revenues, this legislation
would be helpful to the university in soliciting operating funding from alternative
sources.

Corporations who now make charitable contributions will have an incentive to channel
them toward qualifying institutions, as they will have an economic incentive to do so.
Losses to the Alaska state treasury from the tax credit will be offset by ccrrespondng
gains - twice as large as the losses - to Alaska educational institutions.

This is particularly important in the case of multi-state corporations, who will, if the
measure passes, have a strong economic incentive to contribute to qualifying
educational institutions in Alaska, rather than institutions in other states. Non-Alaska
tax-deductible organizations will tend to lose contributions as corporations operating in
Alaska will retain a yeater amount of net income by redrecting their contributions to
qualifying Alaska educational institutions.

The denial of eligibility for contributions accepted for endowment purposes would,
however, be detrimental to current efforts by the university. The university is seeking
through the University of Alaska Foundation to increase the size of its endowments and
to create endowed chairs in areas of excellence. Provisions in the bill which deny
eligibility for endowment contributions will create disincentives for corporations and



University of Alaska

The Honorable Max Gruenberg Page 2
January 29, 1987

individuals to contribute to endowments; those wishing to contribute to the university
will receive adcStional economic benefits if they contribute to current operations rather
than endowments. While the approach taken in the legislation is mere beneficial in the
short term, allowance of tax credrts for endowment purposes is more beneficial in the
long term.

Projecting the actual fiscal impact of this legislation to the university cannot be
accurately calculated at this time. We estimate that the university could potentially
receive between $250,000 and $1 million annually under the educational tax crecSt
prog-am. The appropriate fiscal note forms and backup are attached. If you need any
further information, please do not hesitate to call me or Brian Rogers at 474-6490.

Sincerely,

ASherman Carter
Executive Vice President

CC: The Honorable Nillo Koponen and Johnny Ellis, co-chairs,
House HESS Committee
Liz Blacker, Division of Legslative Finance
Janet Clarke, Office of Management and Budget
Wendy Redman, Drector of Government Relations



STATE OF ALASKA 1987 LEGISLATIVE SESSION
FISCAL NOTE

RevisionDace: mm

REQUEST FISCAL DETAIL
Bill/ResolutionNo. : HB6 Agency Affected: University nf Alaska
Title - Act allowing tax credits for BRU: Al l

contributions to educational institutions

Sponsor: Gruenberg, et. al Components :
Requestor:
Date ofRequest: January .27. .1987
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Brian Rogers, Budget Director 474-6490
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Division - University of Alaska Date-. January 29,

Approvedb v & 8§ A £ « M ent fy ™\ 1 Date- January 29,
Agency: University of Alaska
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CONTINUATION of FISCAL NOTE ANALYSIS,

For Bill/Resolution No.

It is impossible to give exact figures on what the revenue gain to the University of
Alaska would be under HB 6 because, although the tax credt incentive can be
analyzed, the degree of response to such atax measure is not possible to gauge.

Corporations who now make charitable contributions will have an incentive to channel
them toward qualifying institutions, as they will have an economic incentive to do so.
Losses to the Alaska state treasury from the tax credt will be offset by correspondng
gains - twice as large as the losses - to Alaska educational institutions.

This is particularly important in the case of multi-state corporations, who will, if the
measure passes, have a strong economic incentive to contribute to qualifying
educational institutions in Alaska, rather than institutions in other states. Non-Alaska
tax-deductible organizations will tend to lose contributions as corporations operating in
Alaska will retain a cheater amount of net income by redrecting their contributions to
qualifying Alaska educational institutions.

The magnitude of corporate contributions which might be affected is likely to be in the
$250,000 to $1 million range annually. The oil industry, for example, contributed less
than $20 million to U.S. colleges and universities in 1984. If the University of Alaska
could dje to this tax credit gamer 2% of the total U.S. oil industry contributions, the
measure would generate $400,000 for the university and cost $200,000 to the state
treasury.

Provisions in the legislation which deny eligibility for contributions accepted for
endowment purposes will, however, be detrimental to current efforts by the University
of Alaska. The university is seeking to increase the size of its endowments and to
create endowed chairs in areas of excellence. These provisions (Sec. 43.20.014(b),
Sec. 43.55.109(b), Sec. 43.56.018(b), Sec. 43.65.018(b), and Sec. 43.75.018(b)) will
create economic dsincentives for corporations and indviduals to contribute to
endowments; those wishing to contribute to the university will receive addtional
economic benefits if they contribute to current operations rather than endowments.
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LEGISLATIVE AFFAIRS AGENCY

MEMORANDUM February 9, 1987
SUBJECT: Sectional Analysis of HB 6

TO: Representative Max Gruenberg
FROM: Theresa L. Bannister

Legislative Counsel

You have requested a sectional analvsis of the above
described bill.

As a preliminary matter, note thac a sectional analysis or
summary of a bill should not be considered an authoritative
interpretation of the bill and the bill i1tself iIs the best
statement of i1ts contents.

Section 1 describes the purpose of the bill.

Section 2. Sec. 43.20.014(a) allows a credit against corpo-
rate Income tax liability for certain cash contributions to
certain colleges and universities. Puts a ceiling on the
credit. Prohibits claiming a credit under another provision
of AS 43 with the same contribution used to obtain the
credit under this section. Prohibits using the wae
contribution to obtain a state corporate income tax
deduction under 26 U.S.C. 170 (charitable, etc.,
contributions and gifts).

Sec. 43.20.014(b) states that contributions accepted for
endowment purposes are not eligible for the credit.

Sec. 43.20.014(c) requires the Department of Revenue to
report to the Legislative Budget and Audit committee each
year on the credits taken under this section. Requires
public colleges and universities to indicate In their annual
operating budget requests the contributions that were
received and how they were used.



Representative Gruenberg
February 9, 1987
Page 2

Section 3 states that a taxpayer under AS 43.20 may only
take a deduction under 26 U.S.C. 170 if the taxpayer makes
the contribution payment before the last day of the taxable

year.

Section 4. Sec. 43.55.019(a) allows a credit against the
tax liability under AS 43.55 (oil and gas properties produc-
tion tax) for certain cash contributions to certain colleges
and universities. States that the credit can only be
applied against the tax liability thac accrues during the
month the contribution is made. Puts a ceiling on the
credit. Prohibits claiming a credit under another provision
of AS 43 with the same contribution used to obtain the
credit under this section.

Sec. 43.55.019(b) states that contributions accepted for
endowment purposes are not eligible for the credit.

Sec. 43.55.019(c) requires the Department of Revenue to
report to the Legislative Budget and Audit committee each
year on the credits taken under this section. Requires pub-
lic colleges and universities to indicate iIn their annual
operating budget requests the contributions that were
received and how they were used.

Section 5. Sec. 43.56.018(a) allows a credit against tax
liability under AS 43.56 (oil and gas exploration, produc-
tion and pipeline transportation property tax) for certain
cash contributions to certain colleges and universities.
States that the credit can only be applied against the tax
liability that accrues during the month the contribution is
made. Puts a ceiling on the credit. Prohibits claiming a
credit under another provision of AS 43 with the same con-
tribution used to obtain the credit under this section.

Sec. 43.56.018(b) states that contributions accepted for
endowment purposes are not eligible for the credit.

Sec. 43.56.018(c) requires the Department of Revenue to
report to the Legislative Budget and Audit committee each
year on the credits taken under this section. Requires pub-
lic colleges and universities to indicate iIn their annual
operating budget requests the contributions that were
received and how they were used.

Section 6. Sec. 43.65.018(a) allows a credit against tax
liability under AS 43.65 (mining license tax) for certain



Representative Gruenberg
February 9, 1987
Page 3

cash contributions to certain colleges and universities.
Puts a ceiling on the credit. Prohibits claiming a credit
under another provision of AS 43 with the same contribution
used to obtain the credit under this section.

Sec. 43.65.018(b) states that contributions accepted for
endowment purposes are not eligible for the credit.

Sec. 73.65.018(c) requires the Department of Revenue to
report to the Legislative Budget and Audit committee each
year on the credits taken under this section. Requires pub-
lic colleges and universities to iIndicate in their annual
operating budget requests the contributions that were
received and how they were used.

Section 7. Sec. 43.75.018(a) allows a credit against tax
liability under AS 43.75 (fisheries business tax) for cer-
tain cash contributions to certain colleges and univer-
sities. Puts a ceiling on the credit. Prohibits claiming a
credit under another provision of AS 43 with the same con-
tribution used to obtain the credit under this section.

Sec. 43.75.018(b) states that contributions accepted for
endowment purposes are not eligible for the credit.

Sec. 43.75.018(c) requires the Department of Revenue to
report to the Legislative Budget and Audit committee each
year on the credits taken under this section. Requires pub-
lic colleges and universities to iIndicate in their annual
operating budget requests the contributions that were
received and how they were used.

Section 8 states that the term "tax revenue collected" under
AS 43.75.130 (refunds to local governments) includes the
amount credited under AS 43.75.018.

Section 9 states to what contributions the provisions of
this Act apply.



February 10, 1987
Testimony of
EXXON COMPANY, U.S.A.
House Bill 6

”An Act allowing tax credits for contributions to
certain educational indsitutions; and restricting
state tax deductions under 26.U.S.C. 170.”

I am Dan Smith, Senior Public Affairs Representative with Exxon
Company, U.S.A., and appear before you today to express our support

for HB-6.

Exxon has a clear and consistent policy of supporting higher
education in Alaska and nationwide. The Exxon Education Foundation is
a non-profit corporation formed as a vehicle to provide educational
aid and includes such programs as employee gift matching and annual as
well as continuing grants. Our support for House Bill 6 stems from

this iInterest iIn education support.

We believe this bill would effectively help promote private
funding for higher education in Alaska. Such action is important
given the sharp revenue declines that are affecting the state’s

ability to provide such funding.

Accordingly, we believe passage of House Bill 6 would be in

Alaska’s best iInterest.

2/9/87
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HOUSE COMMITTEE REPORT

ggte referred:1/19/87 FURTHER REFERRALS: Finance

DATE: e/
Health, Education and /iys7

The Social Services Committee has considered 6

"An Act allowing tax credits for contributions to certain education
institutions; and restricting state tax deductions under 26 U.S.C. 170."

RECOMMENDS : -
[ 1 replace with [ 1 the same title
[ ] attached amendment(s) [ 1 a new title

[X] do pass

[ 1 do not pass

[ ] no recommendation

[ 1 individual recommendations

[ 1 additional referral to the Committee

ADOPTS: letter of intent

(|
e

S|
attaches NEW FISCAL NOTE(S):

[ ] fiscal impact [ 1 same as previous fiscal note
[ 1 =zero fiscal note published

zero with analysis [ 1 same as previous zero fiscal





