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LOUISIANA TAX REFORM UPDATE: DEALS CUT AND LINES DRAWN

Since our last update, two major industry groupsin Louisiana have publicly taken positions on the Jindal administration's
tax reform proposal. In addition, more details have been released on L ouisiana Economic Development ("LED") incentive
programs, the family assistance, retiree, and military rebate programs, and the change in burden on individuals.

TheLouisiana Oil and Gas Association

First, the Louisiana Oil and Gas Association ("LOGA") announced an agreement with the Jindal administration on the
elimination of tax exemptions for the oil and gasindustry. As part of the larger tax reform package, exemptions on oil and
gas extraction would be cut by half, or about $289 million. Even so, significant tax breaksin the form of severance tax
exemptions will remain. However, under the deal between LOGA and the administration, oil field services would not be
subject to the new state sales tax on services, the aspect of the tax reform proposal causing the most controversy. Don
Briggs, President of LOGA, stated that the association "believe[ ] the proposal we have discussed with the administration
will create more jobsin the oil and gasindustry for Louisianans.”

In addition to removing ail field services from the sales tax base, the primary changes under the agreement between
LOGA and the administration include grandfathering existing wells under the current sales tax law. Therefore, any
changes only apply to future wells and does not affect existing production. Further, for natural gas, exemptions that will
be repealed include: natural gas injection, consumed in the production of natural resourcesin Louisiana, and use in the
manufacture of carbon black. With respect to current natural gas suspensions, severance tax rates will be reduced between
40 and 50 percent based on annual rates determined between 5 and 10 years of production by the L ouisiana Department of
Revenue (the "Department™). However, for ultra-deep gas, there is no severance tax for two years and no payout.
Additionally, the oil deduction for trucking, barging, and pipeline will be capped at $75. Qil suspensions will see
severance tax rates between 0 and 7.5 percent for the first 2 to 10 years of production. Finally, the legislation will remove
the horizontal mining and drilling projects exemption. A copy of the LOGA announcement can be read here.

The Louisiana Association of Business and Industry

On the other hand, the Louisiana Association of Business and Industry ("LABI™) came out strongly against the proposed
legidation. In the President's column, LABI President Dan Juneau warned that "[i]f the tax swap proposal isintroduced as
anet increase in business taxes or is amended during the legislative process to take that form, LABI will opposeit.”

In particular, LABI is most concerned with the potential for a $500 million or more shift in tax burden to Louisiana
businesses. LABI isalso wary of affectsto local governments, who in an effort to lower the total sales tax rate, may push
property taxes to raise revenues, atax that businesses pay over 70 percent of the total collections.

Although willing to work with the Jindal administration on tax reform, asit has with other major reforms including
workforce development, education, and employee retirement, LABI will only support the proposal if the new tax system
does not increase the tax burden on Louisiana businesses. In fact, LABI applauded Jindal's separate proposal for a state
and local government commission for consolidated sales tax collections that will be introduced during the 2013 legidative
session, areform that LABI finds "long past due." A copy of the LABI release can be read here.
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http://loga.la/oil-and-gas-association-announces-agreement-on-cuts-to-severance-tax-exemptions/
http://www.labi.org/quorum/presidents-view/presidents-view-higher-business-taxes-are-not-the-answer
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LED Incentive Program

As part of the overarching goal to simplify the Louisianatax system and provide incentives for businesses to relocate to
the state, the Jindal administration intends to retain a number of popular incentive programs. Most importantly, the
Motion Picture Investor Tax Credit will be reformed as a rebate. However, because the credit is viewed as providing for
substantial incentives with limited economic impact, qualifying "above the line" expenditures will be limited to
approximately $1 million per person or entity per film production project. In addition, some expenditures will be fully
excluded from the credit, such as airfare, finance fees, bond fees, insurance premiums, and loan interest. Nonetheless, the
credits will remain transferable through aregistry operated by the Department.

Another major credit program undergoing changes is the Enterprise Zone ("EZ"). The administration believes the program
is no longer aligned with the original intent to target incentivesin distressed areas. Therefore, under the reform proposal,
only full-time jobs will count towards eligibility and incentives. In addition, the hiring threshold for targeted groups will
increase to 50 percent of new jobs from 35 percent under the current law. Retail businesses with 100+ employees
nationally will no longer be qualified, except for grocery stores and pharmacies located in an EZ. Finally, the investment
tax credit will increase to 2.5 percent from 1.5 percent to account for sales tax changes while capital expenditure
incentives will be maxed at $100,000 per new full-time job.

Similarly, the Louisiana Quality Jobs Program (the "QJ") and the Competitive Projects Payroll Incentive (the "CPPI") will
be decoupled from EZ; that is, the QJ and the CPPI will fully integrate capital expenditure incentives. Further, health care
reguirements for the QJ and the CPPI will be tied to the federal standards for larger businesses, but will provide
appropriate options for smaller businesses. With respect to the QJ, the investment tax credit will increase to 2.5 percent
from 1.5 percent to account for sales tax changes.

The Research and Development Tax Credit ("R&D") will be restructured to piggy-back on the federal R& D tax credit.
This new approach hopes to discourage ineligible businesses from backl ogging the administration of the credit. In
addition, LED will receive pre-certification and post-certification audit authority for all applicants, regardless of size.

The Sound Recording Investor Tax Credit sunset will be extended by four years from January 1, 2015, to January 1, 2019.

Finally, the remaining incentive programs managed by LED will mostly be retooled as a rebate on state sales tax. A copy
of the overview of LED incentive programs under the tax reform proposal can be read here.

Additional Reading

In addition to the information above, details on the Louisiana Family Assistance Rebate Program and the Assistance for
Retiree and Military Rebate Program can be read here. The individual impact charts distributed this week to the Louisiana
House Ways and Means Committee can be read here.

— Justin B. Stone


http://www.joneswalker.com/assets/attachments/1696.pdf
http://www.joneswalker.com/assets/attachments/1695.pdf
http://www.joneswalker.com/assets/attachments/1694.pdf
http://www.joneswalker.com/professionals-560.html
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Remember that these legal principles may change and vary widely in their application to specific factual circumstances. You
should consult with counsel about your individual circumstances. For further information regarding these issues, contact:

Jesse R. Adams, |11

William M. Backstrom, Jr.

Jason W. Bailey
Brandon Kelly Black
John C. Blackman, 1V
Robert E. Box, Jr.
Timothy P. Brechtel
Andre B. Burvant
MelissaA. Campbell
Ricardo X. Carlo
Robert R. Casey
Susan K. Chambers
Megan M. Curran

March 2013 Vol. 59

William M. Backstrom, Jr.

Jones Walker LLP

201 St. Charles Avenue
New Orleans, LA 70170-5100

504.582.8228 tel
504.589.8228 fax

bbackstrom@)joneswalker.com

Tax & Estates Attorneys

William E. Dossett
David F. Edwards
Janice Martin Foster
Kathryn Scioneaux Friel
John W. Gant, Jr.
Leon Gary, Jr.
Genevieve M. Hartel
Miriam Wogan Henry
Frederick T. Hoff, Jr.
Margarett A. Johnson
Jonathan R. Katz
Linda Bounds Keng
Brooke L. Longon

Follow the State and L ocal Tax Team on Twitter:

y@JONESWALKERSALT

tax@joneswalker.com

Matthew A. Mantle

B. Michael Mauldin
Louis S. Nunes, 11
Pamela Prather

Rudolph R. Ramelli
Coleman Douglas Ridley, Jr.
Kimberly Lewis Robinson
Kelly C. Simoneaux

Hope M. Spencer

Justin B. Stone

Alex P. Trostorff

Edward Dirk Wegmann
B. Trevor Wilson

This message and any attachment hereto is subject to the privilege afforded Attorney Work Products and Attorney-Client

communications.

IRS Circular 230 Disclaimer: Under applicable Treasury regulations, any tax advice provided in this message (or any

attachment hereto) is not intended or written to be used, and cannot be used, for the purpose of avoiding any penalties that may
be imposed by the Internal Revenue Service. If you would like an opinion upon which you can rely to avoid penalties, please
contact the sender to discuss.

This newsletter should not be construed as legal advice or alegal opinion on any specific facts or circumstances. The contents
are intended for general informational purposes only, and you are urged to consult your own attorney concerning your own

situation and any specific legal questions you may have.

To subscribe to other E*Bulletins, visit http://www.joneswal ker.com/ecommunications.html.
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