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Transferable

Credits

By James H. Renzas

Tax

Providing Assistance Where Assistance is Needed

The Credit Crunch of 2008 has hit the world of economic
development hard. Companies that were considering expansion of
existing facilities or new facilities have rushed to the sidelines due to
uncertainty in the capital markets, general economic malaise and

investor concern.

A recent study conducted by DCI on
behalf of the Greater Houston Partner-
ship shows that 38 percent of site consul-
tants expect to see a decrease in the
demand for their services as a result of
recent changes in the world-wide eco-
nomic climate. Over two-thirds of all site
consultants have seen projects either ter-
minated or placed on hold in the last six
months.

Yet, studies show that there continues
to be strong demand for new locations in
the energy, medical, biotechnology and
services sectors. Recent estimates of en-
ergy-related projects indicate that over
$15 billion per year is expected to be
spent each year over the next decade on
alternative energy projects in the United
States alone. In addition, an aging popu-
lation and changing financial conditions
bodes well for the med-tech and services
sectors of the economy.

The Drive for Growth Industries

Many states have shifted their eco-
nomic development attraction programs
towards these industries. Massachusetts,
for example has recently launched ag-
gressive attraction programs in both the
life sciences as well as the alternative en-
ergy industries. Grants, tax credits, tax
abatements, R&D credits and other pro-
grams are typically targeted towards

these emerging industry companies as a
method to attract high-paying technology
jobs in critical industry segments.

California, for example, offers a gen-
erous Research and Development tax
credit which provides companies 15 per-
cent of the excess of current year research
expenditures for qualified research con-
ducted in the state of California. The
State has rightly promoted itself as the
center for biotechnology and has touted
the industry’s impact on the State and its
research institutions. Yet, few life sci-
ences companies show a profit in the 15-
year life-cycle typically required for the
creation of a new biotechnology product.
Most companies in this segment are re-
search intensive organizations that aim to
get the product through a rigorous FDA
approval process and then capitalize upon
the value- added research by selling or li-
censing the technology to a much larger
organization.

As generous as it is, California’s Re-
search and Development tax credit does
not provide the needed stimulant to the
biotech industry because these credits
cannot be monetized. This is because the
California Research and Development
credits are non-transferable.

Other states have recognized this prob-
lem and have implemented tax credits
which can be monetized through the sale

of the credits to companies with current
tax liability in the state.

In 1999, a New Jersey state law went
into effect allowing emerging technology
and biotechnology companies to transfer,
“sell, their unused New Jersey Net Op-
erating Loss carry forwards (NOL’s) and
New Jersey Research and Development
Tax Credits (R&D Credits) for cash.
Profitable companies, paying New Jersey
corporate tax, can “buy” these credits at a
discount thereby reducing their state tax
obligation. Administered by the State
Economic Development Authority and
passed by the Senate and General As-
sembly of the state of New Jersey ( P. L.
1997, c334, Senate No. 1709-Final Ver-
sion Chapter 140), the intent of this law is
not only to stimulate economic growth
within the state, but also to aggressively
expand the State’s emerging technology
and biotechnology industries.

The response to the program has been
quite favorable. According to an Ernst and
Young study conducted on behalf of
BioNJ, the number of life sciences com-
panies located in New Jersey has increased
for the third year in a row to 238, with over
6,155 employees. R&D expenditures at
public life sciences companies have in-
creased to $1.2 billion in 2007 versus just
$737 million in 2005. The aggregate mar-
ket cap of publicly traded life sciences
companies in the state had increased to
$29.7 billion versus $16.9 billion in 2005.

In response to questions that look at
why companies locate and remain in
New Jersey, 61 percent of the 2008 re-
spondents indicated that the New Jersey
state government provides and supports
the industry, a  (Continued on page 58)

54 |

TrADE & INDUSTRY DEVELOPMENT * MARCH/ APRIL 2009




104r

Labe

IJ:

2

Grants, tax credits,

tax abatements,

R&D credits
and other programs are a x

typically targeted towards

merging industry companies
as a method to attract high- a n

paying technology jobs in

critical industry segments. C r e d | | s

P
e

Deduction
(] A

-~

——————————————
www.tradeandindustrydev.com



CIRCLE 59 ON READER SERVICE CARD

Progressive on Purpose.




SPECIAL REPORT | Tax Credits & Incentives (coninued from page 55

statistic that has increased every year
since 2003. A key component of this sup-
port is the Tax Credit Transfer program
that allows companies that are not mak-
ing a profit to sell Net Operating Losses
(NOL’s) and Research and Development
Tax Credits.

What are Transferable
Tax Credits?

Transferable tax credits allow the
company which generates the state tax
credits to sell these credits on the mar-
ket to companies that have state tax lia-
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bility. Transferability allows an entity
that has more tax credits than tax liabil-
ity to sell what it cannot use. Transfer-
ability also allows entities that receive
multiyear credits for capital projects to
sell the credits and obtain the financing
they need.

Transferable tax credits differ from re-
fundable tax credits in that the state will
not provide a cash refund of unused tax
credits where the company has insuffi-
cient tax liability to take advantage of the
program. Many states have enacted both
transferable and refundable tax credits as
a way of providing stimulus to industries
where job creation and investment are
important to the state’s economic devel-
opment program.

Transferable Tax Credits Drive
Oregon Renewable Industry

The State of Oregon offers the Busi-
ness Energy Tax Credit to those who in-
vest in energy conservation, recycling,
renewable energy resources and less-pol-
luting transportation fuels. A transferable
tax credit of 50 percent is available for
companies in the following industries:

* High Efficiency Combined Heat
and Power

* Renewable Energy Resource
Generation

* Renewable Energy Resource
Equipment Manufacturing Facilities

Through 2007, there were more than
14,000 Energy Tax Credits issued in
Oregon.

Trade, business or rental property
owners who pay taxes for a business site
in Oregon are eligible for the tax credit.
The business, its partners or its share-
holders may use the credit. The applicant
must own or be the contract buyer of the
project (the project owner). The business
must use the equipment for the project or
lease it for use at another site in Oregon.
A project owner also can be an Oregon
non-profit organization, tribe or public
entity that partners with an Oregon busi-
ness or resident who has an Oregon tax
liability. This can be done using the Pass-
through Option.

The Pass-through Option allows a pro-
ject owner to transfer their Business En-
ergy Tax Credit project eligibility to a

58 |

TrADE & INDUSTRY DEVELOPMENT * MARCH/ APRIL 20090



pass-through partner for a lump-sum cash
payment. A project owner may be a pub-
lic entity or non-profit organization with
no tax liability or a business with tax lia-
bility that chooses to use the Pass-
through Option.

According to an Economic Impact
Study prepared by ECONorthwest in
May 2007, the annual benefits of the
Business and Residential Energy Tax
Credit programs in Oregon far exceeded
the costs of administering the program.
Of the $73.8 million committed in 2006,
for example, the net impact on the Ore-
gon economy included:

* Increased output in Oregon’s economy
of $142.7 million

* 1,240 new jobs in Oregon

¢ $18.6 million in new Oregon wages

* An increase of $10 million in state and
local government tax revenues

* A decrease in commercial and residen-
tial energy costs of $48 million.

Solar manufacturers are increasingly
considering Oregon as a location for
manufacturing and production as a result
of these programs. Solaicx, a manufac-
turer of mono-crystalline silicon ingots
and wafers used in the solar industry, an-
nounced in June 2008 that it will estab-
lish its first high-volume manufacturing
facility in Portland, Oregon. In March,
2008, SolarWorld Group, based in Ger-
many, said it will convert an existing
semiconductor plant in Hillsboro, Ore-
gon to a solar-wafer and cell manufac-
turing facility. When fully operational, it
will be the nation’s largest solar produc-
tion facility.

SpectraWatt, an Intel spin-off, will
make solar cells in Hillsboro, with an ini-
tial employment of 135, with potential
for expansion. XsunX is completing its
factory in Wood Village, Oregon. The
company has plans to expand up to 100
MW in solar panel production capacity.

Refundable
tax credits differ

Jfrom transferable tax credits,

in that refundable, or non-
wastable tax credits can be
applied to state taxes to reduce
the tax owed to below zero,
resulting in a moderate

negative income tax.

Average wages in the solar manufactur-
ing industry in Oregon is in the $60,000
per year range. (Continued on page 60)

Harrison County

T)"t

ITY
.
Economic Development Corporation
www.hcedcindiana.com

§12-738-2137 310 N. Elm St., Corydon, IN 47112
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Northwest Indiana —
Fostering a Better Business Climate

Northwest Indiana is fostering a better business climate ideal for 0On the technology front, Northwest Indiana is pursuing legisla-
technology-based businesses like data centers to TDL and ware-  tion to further compete with surrounding states. If passed, the law
housing facilities to advanced manufacturing operations. will provide that the enterprise information technology equipment

I's as easy as one-two-three: 1 percent property tax on residen-  owned by an eligible business is exempt from personal property tax-
tial properties creating an even more affordable quality of life; 2 per-  ation for 25 years following the date on which the equipment is
cent property tax for multi-tenant units; and 3 percent property tax for  placed in service.
business and industry. Indiana state legislators are addressing this “Transformation Leg-

These property caps were the result of the Indiana General As- islation” in the current session. This is yet one more step in stabiliz-
sembly’s House Enrolled Act 1001 effective June 30, 2008 and will  ing the Indiana tax climate.
phase in over the next two years. The 1-2-3 percent caps are based With defined technology districts and associated legislation, tech-

on real and personal property value. nology-related businesses will find Northwest Indiana on the shores
This law provides for a stable tax environment allowing organi-  of Lake Michigan an ideal location for operations.
zations to accurately assess their tax liability — a key to making in- For regional information, site selection assistance and workforce
formed, educated business decisions. data, please visit www.nwiforum.org.
Refundable Tax Credits transferable tax credits, in that refund- erate negative income tax. Because

. able, or non-wastable tax credits can be transferable tax credits can only be sold
Becoming More Popular applied to state taxes to reduce the tax where there is a buyer who needs tax
Refundable tax credits differ from owed to below zero, resulting in a mod- credits, situations (Continued on page 62)

NN GRS (Gl-1ll  For Sale or Lease - Will Subdivide iy cusHMAN &
Mayfield, Kentucky +300-Acre, Rail-Served, Manufacturing/Warehouse Facility ‘W WAKEFIELD.

Please see brochure for further details
Sale and/or Lease Info http://www.cushwake.com/flyers/igeneral.pdf
= Sale price: call broker :
* As-is Lease Rate: $2.25/sq.
ft./year NNN
(Tl Allowance negotiable)

Property Specs
* +22°- 23145 clear
40" X 40" & 44" X 44" col-
umn spacing
Rail served - 3 spurs
Close proximity to skilled

labor

Mostly sprinklered
One 60-ton, one 10-ton, one
3-ton overhead cranes on
40" X 240" trolley w/ 32~
eave
+160 additional rail-served | ; - e ; : :
acres available - 4 2 7 " - ’ | Warehouse Building Summary
' ; i South of Key Creek 642,000 sq. ft.
Relative Location = : - N - . Buildi 10, 11A, 13 & 14 419,830 sq. ft.
) - % Buildings 3,4, 5,6, 7, &9 713,820 sq. ft.
* Paducah, KY: 25 miles e ; Building 1 (office) 21,830 sq. ft.
* Nashville, TN: 145 miles 5 R = AT ™ . Total 1,797,580 sq. ft.
Memphis, TN: 185 miles = Sou -

Louille, Bugen e Cushman & Wakefield of Texas, Inc. Sirk & Company
Chicago, IL.‘ 393 ml.leﬁ John E Littman, sior, mai or B. Kelley Parker, lll, sior George G. Sirk, Jr., ma,,ccm or Ben Sirk
Atlanta, GA: 391 mlles john.littman@cushwake.com = (713) 963-2862 270-442-7810

. note: Excludes miscellaneous out-bulldings
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Right location.
Right price for electric power.
Right now in southwest Louisiana.

Smart move

Acadiana’s doors are wide open for new industry,
with sites in five industrial parks available right now in south-

west Louisiana. All with low SLEMCO electric rates and easy 2

access to Interstates 10 and 49. All near Lafayette in the heart

of Acadiana, with its business-oriented infrastructure, highly 49)
motivated workforce, a major university and the attractive life- *
style of Cajun country, all of which have made us one of the =~

fastest growing areas in Louisiana. -

All these industrial parks are served by SLEMCO, offering the unbeatable advantage
of low cost electric power. And your electricity costs will remain low, thanks to an
advantageous long-term contract we have with our power supplier.

For more details on available sites, visit the Economic Development page of
our Web site at http://www.slemco.com/economic.html, or contact SLEMCO's
George Fawcett (337-896-2512, george.fawcett@slemco.com) or Ken Bordelon
(337-896-2507, ken.bordelon@slemco.com).
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Houston’s Greenspoint: Using Incentives with Impact

An economic development tool used by the City of Houston,
Tax Increment Reinvestment Zones (TIRZs), are not only sparking
development, but literally changing the landscape of local com-
munities. Houston’s Greenspoint area has become a model for
tax increment financing, delivering projects that attract developers
and businesses.

“The TIRZ is bringing enhanced streetscape, which includes
wider sidewalks, landscaping, trees, public art and benches,”
said Sally Bradford, executive director of the Greater Greenspoint
Redevelopment Authority (GGRA), which oversees Greenspoint’s
3,500-acre TIRZ. The TIRZ reimburses developers for including
public amenities in projects. For a TIRZ to operate, the area’s tax-
ing jurisdictions must agree to return their annual incremental in-
crease in tax revenue over an established base amount to the
zone for projects.

Myers, Crow & Saviers, Ltd., a real estate and investment firm,
has attracted tenants such as Continental Airlines, FMC Tech-
nologies, ExpressJet’s corporate headquarters and the United
States Postal Service to its five Greenspoint office projects. The
firm has worked with Greenspoint’s TIRZ to enhance its develop-
ments and meet a key need of providing multiple access points for
its high density users.

“Only two curb cuts are allowed on the frontage road by the
Texas Department of Transportation for this parcel, which limits
access,” said Greg Mondshine, the firm’s managing director,
speaking of a 50-acre parcel it’s developing. “In order to create
better access, a new street must be built. The TIRZ has approved
this project, helping us meet the needs of tenants,” he added.
For more information on the GGRA, please log on to
Www.greenspoint.org.

can arise where there is insufficient tax
liability to fully utilize available trans-
ferable tax credits. Refundable tax cred-
its, however, avoid this problem because

they allow the recipient of the tax cred-
its to actually receive a cash rebate of
unutilized tax credits, once all tax lia-
bility has been fully utilized. Companies

in fast growing industries and those in
emerging fields with heavy development
spending can more easily utilize refund-
able tax credits (Continued on page 64)

Pro-business climate

Entrepreneur friendly

To see how easy it is to launch a business in Aspermont, call us today
at 940-989-3197 or visit our website at www.aspermonttexas.com.

G R O Wi

One Businesy, One Family at a Time: 5
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Affordable land and buildings

Easy drive to Abilene, Lubbock, Dallas,
Wichita Falls, Oklahoma and New Mexico

Major highways 83 & 380

Excellent quality of life
Established agriculture & oil industries

PO Box 556, Aspermont, TX 79592
940-989-3197
www.aspermonttexas.com
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The Sky’S the limit for your
profitability in the Antelope Valley,

the heart of California’s innovation corridor

* Property tax rates 250-350%
less than Arizona and Nevada

* Commercial sites priced 50%
less than comparable Southern
California locations

* “Cost of Doing Business” lower
than these cities: Chandler &
Phoenix, AZ or Los Angeles &
San Bernardino, CA*

*Kosmont Report, 2006

Enterprize Zone offers

Millions of Dollars in employer
tax savings; Foreign-Trade Zone
benefits available

Available land or Build-to-Suit
and Move-in-Ready sites

Housing priced 30-50% less
than the LA Basin to enhance
your quality of life

The Antelope Valley

is the right place for your expanding company.

Come see for yourself!

ibavea

GREATER ANTELOPE VALLEY
ECONOMIC ALLIANCE
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MELVIN LAYNE, President
info@aveconomy.org
WWW.aveconomy.org

1028 WEST AVENUE L-12, #101  LANCASTER, CA 93534
800/595-7052

“Most Business-
Friendly City”
Winner: Lancaster
Finalist: Palmdale

Awarded in by: Los Angeles County
Economic Development Corporation
One of the Lowest

“Cost of Doing Business”
Cities in Southern California

Kosmont Report, 2006

60 miles from L.A.

and light-years
ahead in industry



SPECIAL REPORT | Tax Credits & Incentives (continued from page 62)

because it does not require a willing
buyer to take advantage of the credits.
In addition, the tax credits are available
at a 1:1 basis with cash versus 70 to 85
percent for transferable tax credits.

Among the states offering refundable
tax credits are Michigan with its MEGA
tax credit program; Indiana with its EDGE
program and numerous state film produc-
tion tax credits; Ohio’s Job Creation Tax
Credit; Nebraska’s Advantage Program;
New York’s Economic Development
Zone; Utah’s Economic Development
Zone tax credit; Maryland’s One Maryland
Tax Credit, and many other programs.

These programs are among the most
desirable as companies never have to
worry about whether or not these credits
can be monetized.

Tracking and Compliance is Key

The common thread between both trans-
ferable and refundable tax credits is the

need for rigorous compliance to ensure that
the programs are being used as specified
by the tax code. In addition, many compa-
nies do not correctly calculate the value of
these credits or provide timely reports as
required by law. Recently, for example, we
had a client who had successfully applied
and pre-certified for a New York Empire
Zone project which entitled the company
to up to $3,000 per new hire in refundable
tax credits. Due to management changes,
however, the company failed to provide
compliance reports to the state as required
by law, and the Empire Zone project was
de-certified. The dollar loss associated with
the failure to file timely reports has been
estimated to be in the millions of dollars.
In addition, many companies do not ef-
fectively communicate with state and lo-
cal officials regarding the status of their
projects. Many programs require verifica-
tion of job creation or investment. In an
uncertain market, companies may not al-

ways be successful in creating the number
of jobs that they have projected during the
incentives negotiation process. Regular
communications between state and local
officials can help stem the loss of all or a
portion of investment or job creation tax
credits. Alternatively, if the company cre-
ates far more jobs or investment than was
originally contemplated, this regular com-
munication program can help you qualify
for more credits.

Whenever you or your company are
considering establishing new or expanded
facilities, a survey of all available tax
credits should be conducted as a normal
part of doing business. Companies like
Bedford can handle this on a contract ba-
sis or this can be done by internal staff re-
sources. Once your company has
successfully applied for tax credits, it is
important that you have a system in place
to monitor and maintain these tax credits
to ensure full utilization. T&D

T

LAWRENCE COUNTY
ECONOMIC GROWTH COUNCIL

Promoting cood Will
In The Business community

For more Infi

Gene McCracken

www.lawrencecountygrowth.com
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- Highway, Freeway, Rail,

- Shovel-ready sites available
Willing labor pool, great work ethic,
competitive wages

* Business-friendly climate, Life-friendly

» Renewablé Energy Zone designated

Michael Canon, Director
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The RIGHI; @M)Ld for
0

your busines

Rankin County could best be described as the Crossroads
of the South with an excellent location and interstate access
to every major industrial center in the South, Midwest, and
Southwest. Rankin County is a thriving location and as part
of metropolitan Jackson, Rankin County is one of the fastest
growing counties in Mississippi and will continue to offer all

the best in community life, education, employment, housing,

and quality of life.

Location & Transportation

The very geography of Metro Jackson helps put businesses
located in the area in an excellent logistical position. Metro

Jackson is strategically located in the center of the southeast

United States and within 500 miles of approximately 76
major metropolitan areas which comprise over one-third
of the nation's population. Jackson, the state capital and
central city of the metropolitan area, is the intersection for
Interstates 55 and 20, and all incorporated communities
in the metro area are within 35 miles of Jackson and are

traversed by major highways.

Metro Jackson draws many businesses because of its
location as a transportation corridor. By road, rail, air, and
water, the area offers many ways for quick and easy access
to major cities throughout the world. This ability to access
both foreign and domestic markets puts the world at the
doorsteps of businesses located in Metro Jackson.

e U.S. Customs Port of Entry
e Foreign Trade Zone

e Right to work state

e Property tax exemptions

e Favorable state financing, sales tax
exemptions & discounts

e Jobs tax credits
e Child care tax credits
e Basic skills training

e Favorable unemployment insurance rates, workers’

compensation rates, & tax rates ...and more!

601/825.2268

fax 601/825.1977

101 Service Drive « PO Box 129
Brandon, MS 39043
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