Tax credits allow companies to compete
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When software firm Carrol]-
ton Technology Partners in New
Orleans approached QSmH.mw
Telecom Management about.
designing a system to help.the
Hattiesburg, Miss,, company
analyze long and complicated
phone bills, Carrollton had a
unique bargaining chip many
technology firms cutside Loui-.
siana do not have access tp.

'Carrollton Technology could
tap-inte digital media tax cred-
its —a special form of state sub-
sidy. That allowed Carrollton .
to make Cynergy.a better.deal -
than it-was likely to:get from:
another ﬂangowomw firm with-
out access to Enmncﬁw E.omzna
like tax credits,

14 m_umowcﬁm? :&uma us- get
the job,” said Chris: Reade,'a
Eu.m__mn in Carrollton Hmo:ba.“
ogYy.

The Cynergy job aomﬁ &BE
$117,000, according records
with the H.oEEmEm Economic
Development Office of Enter-
tainment H:azmn.w Umﬁmcw,
ment. The agency Is ﬂ.o%cnﬂ.
ble for managing various state
incentive programs for digital:
media, film, sound recording
and live Emmﬁn projects,

Carroliton was able to reduce
its cost by 35 percent because of
the state incentive it would earn,
a $41,002 savings.

“So when we got $41,000 of tax
credits from the state, we were
then able to split that savings
with Cynergy, which was a big
part of the sales process that
gotus the job in the first place,”
Reade explained.

To the average person — and
even a few techie and film types
working in the industries eligi-
ble for these state-provided in-
centives -— the language of tax
credits can sound intimidating.
In short, tax credits become
cash in a developer’s pocket,
The money is uitimately paid

How tax credits work

Here’s a step-by- &%.No.ow at
how Louisiana’s tax credits
mm:mw&@ work,

aom_m,. for-dollar mmm_nmﬁ s state
tax liabllity, or sell it to the'state
at a discount for $85, or it can
turn to a broker. : that happens:
-2.-A project manager-then sells -
the tax credits to a broker at.
~an mm.‘mma uponrate, Ammzm?
-ally ja the’ m%m ow an mm percent:
retarny :
-3. The broker E:»mm an$85.:

uanmmm_nm and o»:mn fee may
. @pply) .
:4. For his $85, the. uaxmw. nowr:
owns $100 worth of state’ of
Louisiana tax credits, which can
“he soldto anyone 55 a &Rm
tax liability, -,
5. A stafe taxpayer wzﬁ Em
$100.worth of tax cradits :‘03
the broker at a discount, pos-
stbly about 90 percent. This re-
-duces the taxpayer's tax liability
by.about 10 percent.
6. The taxpayer writes a-$90
check o the broker to get the
$100 in tax credits,
7. The taxpayer files the tax
credits with his state tax income
tax return to reduce his taxes.

mnoncmzn Umq&o@_ﬂmzﬁ stating
how much a movie preduction
company or other gualifying
firm spent in the state and what
it was spent o,

The review process takes
about 60 days, said Chris Stelly,
director of Louisiana Fconomic
Development’s Office of En-
tertainment Industry Develop-
ment, otherwise known as Loui-
siana Entertainment.

Once this review process is
complete, Louisiana Entertain-

what is known as a “refundable
credit.” In this case, the state
keeps 15 percent and issues
Disney a check for the other
85 percent. Or, Disney can sell

its.credits to wnowod like FBT..

Orleans, wnaaz mm:wﬁ&% ccw .
i-tax credits:at nearly the- same’
“rate as the state, Most film proj-

ects go the route of the state re-
fund because it’s a graranteed
rate, said Lepnard Alsfeld, a
br owﬂ. with FBT Film and mz-
tertainment.

With the guaranteed 85 per-
cent return, studios “will actu-
ally bank that because of the
state's guarantee and then bor-
row against it from their lend-
ing source,” Alsfeld explained.

“It's created a really fluid
market for films coming here,
because now, instead of waiting

until the end of the cycle, which

could be six-months after they
finish principle photography,
well now they get the ability
to borrow against their bank
source at just a slight discount
of thestate’s 85 percent because
92\ know the state’s going to
pay it. So it creates great liquid-
ity,” Alsfeld explained.

The state refund process is
fairly easy and nEow say state
officials,

“If a taxpayer decides to sell
the credits back to the state,
LED will certify the amount
of credit to be refunded to the
taxpayer. Once the proper doc-
umentation is received, we will
issue the refund. Our objective
is to issue the refund within 30
days of receipt if al] of the prop-
er documentation is provided,”
Byren Henderson, a spokesman
for the Louisiana Department of
Revenue, said in an email.

In the case of digital media
projects, tax credits issned to g
{irm like Carrollton Technology
must be sold to a broker like Als-
feld, a process that many find
daunting said Reade,

“Once I finally got hooked up

A tax credit just.sitting on
someone'’s desk is sort of like a
form of delayed payment, say
digital media developers. And
it's a delay Emwd rather not
have, - - -
+Foy. Emnmﬁoumzw —the way

I see everything, s&anwﬂ. it's
_Sw money.or a custgmer’'s — if

s sitting there idle; it's worth-
Hmmm " said Czarina S&wma CEQ
of F?Fmgmm Software in Prai-
rieville. “Once yon have been
through the entire process and
successfully acquired tax cred-
its from the state, if the sale of
these eredits to another Louisi-
ana taxpayer is delayed for an
unspecified amount of time, it's
a waste of m<m_.§:m 's time m:m
effort,.

“In 2011 we were ”EE_%E to
be put in contact with a Lou-
isiana-based brokerage firm
who purchases all of our digital
media tax credits immediately
within a few days of when we re-
ceive the completed paperwork
from the state,” Walker said.
“Previously, without a broker-
age firm, we found the sale of
tax credits to bé very lengthy
to complete and difficult to pre-
dict the turnaround, Having a
quality brokerage firm that we
could work with was really key
to us cmEm able to Hm,.,ﬁ.mmm the
state's digital media incentives
because businesses need some
degree of certainty to invest
their resources into any pro-
cess,” she said.

H.wm life of a tax credit contin-
ues on in the hands of a broker,
who then sells the credits to
anyone with a state tax liabil-
ity. That taxpayer then uses the
credit as a form of coupon to
reduce his tax bill, Alsfeld satd,

“This is simple. You write a
check to a broker. And you get
a state-issued, guaranteed certi-
fied credit §E a 10-yeay life,”
Alsfeld explained.

“Anyone who owes the state
money — above a certain
threshold —has the opportunity
toreduce their taxes by 10 or 12

by the state. ment issues the project a tax
For movie projects alone, Lou-  credit certification report out-
isiana patd $180,7 million in tax lining how much the project has

credits from July 2010 to June
2011, said Greg Albrecht, chief
economist with the Louisiana
Legislative Fiscal Office. This
surpasses $156,2 million paid
for projects the previous year,

Film projects, with their siz-
able in-state spending budgets,
account for the lion’s share of
the incentive program’s cost.

However, before any of this
mongy is paid out, project man-
agers or producers must round
anumber of bases.

For one, tax credits are issued
after a project files an indepen-
dent audit report with Louisiana

earned in tax credits.

Depending on the project,
there are several options for
what comes next. If it’s a film
project, the production com-
pany can turn over its tax cred-
its to the state’s Department
of Revenue for an 85 percent
return.

For example, the 2010 Dis-
ney movie “Secretariat” spent
slightly more than $1 million in
Louisiana, making it eligible, at
35 percent, for $326,879 in tax
credits, according to state re-
cords. Disney can request this
money directly from the state in

with a broker who actually lmew
what he was doing ... two am%m
later T have an EFT (electronic
funds transfer) for the money,”
Readerecalled, noting Alsfeld is
the broker he ultimately used.
“As soon as I got hooked up with
a broker; it literally was cash in
our pockets two days later™

Alsfeld gave Carrollton an 88
percent rate of return for the
credits he sold to FBT Film and
Entertainmnent,

“It was great. I loved work-
ing with him,” Reade said. “But
I got introductions to two other
brokers who never even called
me back, and so it (tax credits)
sat around for a few weeks.”

ar even 14 percent.

“The beauty of that is they are
engaged in participating or ben-
efiting from an activity that oth-
erwise would have been some-
what exclusive to those that are
working on a set,” he added,

Buying tax credits froma bro-
ker is generally done by upper-
income earners with a tax bill
‘of at least $5,000, say tax pre-
parers, adding anyone wanting
to explore this option further
should consult his own tax con-
sultant,

State law changes on Jan. 1,

»See DIGITAL, page 3F




U—Q—.—.P_l .. amount,” Walker said, adding

Continued from page IF -~ - InfiniEdge uses the credits to
: — be competitive. “They won'tbe
RS sold for lower than that, which
mzosz_m digital Em%m ooEmm, is fantastic.
nies to refund their tax credits
sﬁr the state at th mm u@.ooa i
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Film projects, theater pro-

- ductions, software develop-

ment and album recordings

all gualify for some sort

of Louisiana tax incentive

through a somewhat gener-

ous tax credit program with-

in the Louisiana Department

of Feonomic Development.

Tax credits operate as a
form of state subsidy for the
industries, offering the sort
of leverage state officials
have said is needed to lure
these types of projects from
more established markets
like Los Angeles, Austin or
New York City.

The details depend on the
type of media:

MOVIE PROJECTS: They can
earn tax credits amount-
ing to up to 35 percent of
the movie’s budget spent in
the state, assuming at least
$300,000 is spent in Louisi-
ana.

There is no cap on what
amount the state will fund.

The tax credits can be used
by the production company
to offset its own tax Hability
to the state at a simple 1:1
ratio.

Or, the production com-
pany can refund the credits
back to the Louisiana Enter-
tainment office, a division of
the Louisiana Department of
Economic Development, for
an 85 percent return — the
most common option, say of-

firiale

“And we turn them (tax
credits) over to (the Loui-
siana Department of) rev-
ente, saying, ‘Yeah, they've
transferred them back to the
state of Louisiana, Go ahead
and issue them a check,”
explained Chris Stelly, ex-
ecutive director of Louisiana
Entertainment.

Or, the production compa-
ny can sell its tax credits to
a broker on the open market,

DIGITAL MEDIA PROJECTS: This
includes software develop-
ment, video games and other
technology projects, which
have fewer options — for the
time being.

These firms can sell their
credits only to a brokerage
firm, which generally offers
agsistance with the some-
times complicated paper-
work process. .

“In many cases, we've be-
come the advocate to help
them learn,” said Leonard
Alsfeld, a broker with FBT
Film and Entertainment.
“They (digital media firms)
need great counseling
throughout the whole pro-
cess.”

However, after the new
year, digital media projects
will be eligible for the same
85 percent direct refund
from the state that film proj-
ects are eligible for, due to
changes in state law,

LIVE PERFORMANCE TAX CREDIT:
This is the newest entertain-
ment industry incentive pro-
gram and the only one like it
in the countyy. _

It allows for tax credits of
up 35 percent of a project’s
in-state budget. At least
$100,000 must be spent in
Louisiana to qualify.

Also, theater renovation
projects qualify for the tax
credit program, though
these credits arve capped at
$10 million per project with
a $60 million annual state
cap.

This means the most any
one theater renovation or
infrastructure-type project
can earn is $10 million in tax
credits.

And state law does not al-
low Louisiana to pay out
more than $60 million per
year in tax credits to live
performance theater infra-

e

structure projects,
Like the pther tax. credit

incentive programs, credits.
associated with the live-per

formance projects can be re-
funded at the 85 percent state
rate or transferred to a broker
at whatever the market rate
proves to be,

‘SOUND RECORDING PROJECTS:

. They qualify for a 100 percent

production rebate on 25 per-
cent of the production costs oc-
curring in the state; The proj:
ect must spend at least $25,000.

“T's a direct refund — dol-.

lar-for-dollar,” Stelly said of
program. - - .3 T

“All of this is within LED,”
Stelly said, explaining the pro-
cess, “We review the submis-
sions. We issue the tax credits.
And then basically, (the De-
partment of) Revenue's role is
to accept the credits.”

 the sound-recording incentive '




