Caps on Incentive Programs

This IPRO report examines the caps placed on incentive programs in lowa and surrounding
states. Tax credits are the primary focus of the report, although other incentive programs are also
discussed. Three areas receiving incentives are reviewed: biofuel production, historical
preservation, and research activities.

Definitions

In this report, an incentive program is defined as a state program that offers taxpayers a monetary
benefit for a preferred action. A tax credit is a specific type of monetary incentive in which a
state decreases the amount of taxes owed by a taxpayer in exchange for performing a desired
activity, such as renovating a historically notable building. Officials sometimes place monetary
limits, or caps, on incentive programs. These caps are varied, ranging from limits on the overall
program to the amount of money a taxpayer can receive.

There are two types of tax credits: refundable and non-refundable. A refundable tax credit is one
in which a beneficiaries’ taxes can be reduced below the amount they owe in taxes. In contrast,
non-refundable tax credits cannot lower a taxpayer’s liability below zero. This report focuses
exclusively on refundable tax credits, due to the more pronounced impact they can have on a
state’s revenue stream.?

Overview of Incentives

While states provide a myriad of programs that taxpayers can qualify for, the scope of this report
is limited to those specifically designed to promote biofuel production, historical preservation,
and research activities.

Biofuel production incentive programs provide incentives for producing ethanol or biodiesel
blends of gasoline. The federal government offers the Volumetric Ethanol Excise Tax Credit
(VEETC) which awards qualified producers a tax credit of $.45 per gallon of ethanol. VEETC is
set to expire December 31, 2010.° Half of the states in the U.S. have a publicly funded program
to support biofuel producers. Of those 25 states, 17 have tax-credit programs.* lowa does not
offer such a tax credit or incentive program for producers.

Historical preservation incentive programs encourage private-sector restoration of historic sites.
Twenty-nine states, including lowa, currently have this tax credit.®> The federal government
offers a historical preservation tax credit, which awards taxpayers a credit of 20 percent of the
costs for rehabilitating a certified historic structure. In addition, the program grants taxpayers a
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creditGequaI to 10 percent of the amount spent on refurbishing a non-historic building built before
1936.

Research incentive programs support individuals conducting qualified research. Thirty-eight
states, including lowa, have a research tax credit, as do four of the six states surrounding lowa.
At least 31 states allow beneficiaries to carry the credit forward for various time frames. This
means a taxpayer can receive an extension, precluding the tax credit’s expiration until its
monetary value has been exhausted.’

State Actions
Below is a more in-depth elucidation of the different caps states place on the three tax credit and
incentive programs discussed.

lowa
Biofuel production: lowa does not have a tax credit specifically for biofuel producers, but the
state offers several tax incentive programs that such producers often use.

Historic preservation: lowa’s Historic Preservation and Cultural and Entertainment District
(HPCED) Tax Credit offers taxpayers a tax credit equal to 25 percent of the rehabilitation
project’s costs, and the program covers both commercial and residential properties. The HPECD
Tax Credit receives an annual $20 million in funding from the state, an amount intended to
remain static for the foreseeable future. The current funding figure is double what it was two
years ago. The state caps the credits for eligible projects at $100,000 per residential unit. There is
no limit placed on commercial projects. Additional restrictions are placed on the program. For
example, 10 percent of the tax credits awarded in a fiscal year must be given to projects with a
price tag of less than $500,000.°

Research activities: lowa was one of the first states to enact a tax credit for research, doing so in
1985. Qualifying taxpayers in lowa receive a tax credit equal to 6.5 percent of research expenses
during the tax year. In addition, qualifying firms can receive the Supplemental Research
Activities Credit from the state Department of Economic Development, which can as much as
double the tax credit received. The state places no monetary cap on either tax credit. lowa has a
more generous research credit than many other states. It is one of just five states whose research
tax credit is refundable, according to a 2008 lowa Department of Revenue study. In 2006, lowa’s
researcg credit claims per capita were double that of Minnesota and Wisconsin’s nonrefundable
credits.
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llinois
Biofuel production: Illinois offers both tax credits and a tax incentive program, all aimed at
small producers of ethanol and biodiesel.™

e Small Ethanol Producer Tax Credit: Offers small production facilities a tax credit of $.10
per gallon for up to 15 million gallons annually. There are no caps.

e Biodiesel Tax Incentive: Offers $.01 per percentage point of biodiesel blended with
petroleum diesel. There are no caps.

e Small Biodiesel Producer Tax Credit: Offers small agri-biodiesel producers $.10 per
gallon for up to 15 million gallons. The credit is capped at $1.5 million per year per
producer and at 60 million gallons annually.

Historic preservation: Illinois offers a tax incentive program to owners of certified historic
residences who refurbish their homes. The program, called the Property Tax Assessment Freeze
Program, freezes the assessed value of the property for eight years (beginning at the time of
restoration) and gradually returns it to market price four years after the initial eight-year period.
There are no caps on the program.!

Research activities: Illinois offers a 6.5 percent credit and allows a five-year carry-forward
period. The credit is not capped.*?

Minnesota
Biofuel production: Minnesota offers a tax incentive program to producers of ethanol at the rate
of $.20 per gallon. It is capped at $3 million per producer and at $34 million state-wide.*?

Historic preservation: Minnesota currently has no historic preservation tax credit or incentive
program.*

Research activities: Minnesota offers a non-refundable, 5 percent credit on the first $2 million
of qualified research and 2.5 percent above that amount. There is also a 15 year carry-forward
period. The credit is not capped.*®

Missouri
Biofuel production: Missouri has incentive programs for both ethanol and biodiesel producers.
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The ethanol program pays qualified producers $.20 per gallon for the first 12.5 million gallons
and $.05 for the second 12.5 million gallons by a single producer. Its biodiesel production
incentive program pays $.30 per gallon for the first 15 million gallons produced and $.10 per
gallon for the next 15 million gallons produced.® Qualified producers are eligible under both
incentive programs for five years, unless insufficient program funds prevent beneficiaries from
receiving payments. Under such circumstances, they are eligible for an additional two years, or
until they have received the full amount from the original five-year period.*’

Historic preservation: Missouri state provides an investment tax credit equal to 25 percent of
rehabilitation costs.*® The credit has a 10-year carry-forward period.*® Credits may be transferred
or sold to other taxpayers. Effective Jan. 1, 2010 the credit is subject to the following caps:*

e After Jan.1, 2010, single-family residential projects will be capped at $25,000.
e Between Jan.1 and June 30, 2010, the program will be capped at $70 million.
e After July 1, 2010, program will be capped annually at $140 million.

Research activities: Missouri offered a research tax credit, but ended the program in 2004 after
the state auditor questioned the efficacy of the program.?* Currently there are no tax credits or
incentive programs.

Nebraska

Biofuel production: The Biodiesel Production Investment Tax Credit offers a credit to Nebraska
facilities that produce B100. The rate is 30 percent of the investment and is capped at $250,000
per facility.?

Historic preservation: Nebraska offers the Valuation Incentive Program, which places a
temporary hold on property taxes of qualified historic buildings in the process of rehabilitation
for eight years. The assessed property value then gradually increases to the actual level over the
next four years.?* There is no cap on the program.*
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Research activities: The Nebraska Research and Development Advantage offers qualified
projects undertaken by a “business entity” a tax credit equal to 15 percent of the federal research
credit.?> The program is not capped.

South Dakota

Biofuel production: South Dakota offers a $.20 per gallon production incentive to ethanol
producers for ethanol-blended gasoline that is fully distilled and produced in the state. Incentive
payments for any facility are capped at $1 million each year, and cumulative annual incentives
may not exceed $7 million.?®

Historic preservation: South Dakota offers the State Historic Preservation Property Tax
Moratorium, which provides an eight-year hold on property taxes for qualified buildings.?” The
state does not cap the number of properties under the program in a given year or the number of
rehabilitation projects that can be undertaken by an individual or group.”® The state also offers
incentives through the Deadwood Fund program, which awards grants typically ranging from
$1,000 to $25,000 for “projects that retain, restore, or rehabilitate historic buildings, structures,
and archaeological sites in South Dakota for residential, commercial, or public purposes.”?® The
total program is capped at $100,000 annually.*

Research activities: South Dakota does not currently have a research activities tax credit or
incentive program. ™

Wisconsin

Biofuel production: Beginning in the 2012 tax year, claimants who produce more than 2.5
million gallons of biodiesel in the state will be eligible for a $.10 per gallon tax credit. The
beneficiary’s total credit will be capped at $1 million.*

Historic preservation: Wisconsin offers the Supplemental Historic Preservation Credit, which
provides an additional 5 percent of the cost of rehabilitation on top of the federal credit. It is not
capped. Additionally, Wisconsin has the State Historic Rehabilitation Credit, which offers
owners of historic properties a 25 percent tax credit for rehabilitation expenditures. Taxpayers’
expenditures must exceed $10,000 to receive the credit. This program also places a $10,000
credit Iigr;it for individual taxpayers and a $5,000 cap on married persons who file separate tax
returns.

Research activities: Wisconsin offers a 5 percent credit, with a 15-year carry-forward period.
Beginning in 2011, corporations will be able to collect a credit for increasing research
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expenditures. Called the Super Research Development Credit, it will be able to be carried
forward for five years.>* Neither credit has a cap placed on it.*®

Table 1 presents information regarding tax credits and incentive programs in lowa and
surrounding states. The table also includes a selection of caps that states place on the tax credits
and incentive programs previously outlined.

Table 1- Midwestern States’ Actions

State Biofuel producers Historic Research activities
tax credit or preservation tax tax credit or
incentive program credit or incentive incentive program
program
lowa No tax credit or Tax credit; capped at Tax credit; no cap
incentive program $100,000 per
residential unit and no
cap for commercial
units
Illinois Tax credit and Incentive program; no Tax credit; no cap
incentive programs; cap
capped at $1.5 million
per producer
Minnesota Incentive program; No tax credit or Tax credit; no cap
capped at $3 million incentive program
per producer and $34
million state-wide
Missouri Incentive; five-year Tax credit; capped at No tax credit or
cap per producer $140 million state- incentive program
wide
Nebraska Tax credit; capped at | Incentive program; no Tax credit; no cap
$250,000 per cap

production facility

South Dakota

Incentive program;
capped at $1 million
per facility and $7
million state-wide

No tax credit or
incentive program

No tax credit or
incentive program

Wisconsin Tax credit; capped at | Tax credit; capped at Tax credit; no cap
$1 million per $10,000 per project
producer
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