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BUTLER SNOW

BUTLER, SNOW, O'MARA, STEVENS & CANNADA, PLIC

The Gulf Opportunity Zone
Act of 2005: Benefits

Available to Businesses

® Bonus Depreciation

This pamphlet prepared by Butler, Snow, O'Mara, Stevens & Cannada, PLIC is intended for general informational
purposes only and is not intended to be comprehsnsive with respect to the subject matter. It is not intended to
create an atterney-client relationship with any user, nor is it designed to provide legal or other professional advice,
4% any such advice requires the eonsideration of the facts of the specific situation. ‘

* The selected state law benefits discussed are independent of, and in addition o, benefits available
under the Gulf Opportunity Zone Act af 2005,
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Executive Summary:

The Gulf Opportunity Zone Act of 2005, signed into law by President Bush og December 21, 2005 .
contains significant econormic incentives to rebuild the Gulf Coast, as well as to attract new Investments

. to the affected areas. Modeled after the Liberty Zone incentives created after the 9-11 disaster, these
incentives are intended to stimulate private investment within the Gulf Opportunity Zone (GO Zone)
within the window of time provided,

These economic Incentives are so significant that any business considering an investment in any
new, replacement or expanded operations, buildings or equipment within the GO Zope should
consider how to employ these incentives to the fullest extent possible.

The most significant incentives in the GO Zone Act include:
B 50% Bomus Depreciation
N 5-Year NOI. Carryback
B Tax-exempt Financing
® 100% First-Year Equipment Expense Deduction for Smal] Businesses
® Special Incentives for Employers

‘™ Expensing of Demolition and Cleanup Charges

1. <what is available from all sources (federal, state and local);
2. the existing status of the taxpayer and the nature of the potential project; and
3. the short-term apd long-term business objectives of the taxpayer.

Because of the time-sensitive nature of the major federa] incentives, it is critica) that taxpayers
begin the planning process ag 800N, as possihle,
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The Guif Opportunity Zone
(or GO Zone)

The legislation created the Guit Opportunity Zone in
the following counties of Mississippi and Alabama
and in the following parishes of Louisiana (indicated
by the shaded areas:

Mississippi: Adams, Amite, Attala, Claiborne,
Choctaw, Clarke, Copiah, Covington, Forrest, Franklin,
George, Greene, Hancock, Harrison, Hinds, Holmes,
Humphreys, J ackson, Jasper, J efferson, Jefferson Davis,
Jones, Kemper, Lamar, Lauderdale, Lawrence, Leake,
Lincoln, Lowndes, Madison, Marion, Neshoba, Newton,
Noxubee, Oktibbeha, Pearl River, Perry, Pike, Rankin,
Scott, Simpson, Smith, Stone, Walthall, Warren, Wayne,
Wilkinson, Winston, and Yazoo Counties.

Alabama: Baldwin, Choctaw, Clarke, Greene, Hale,
Marengo, Mobile, Pickens, Sumter, Tuscaloosa, and
Washington Counties,

Louisiana: Acadia, Ascension, Assumption, Calcasien,
Cameron, Fast Baton Rouge, East Feliciana, Iberia,
Iberville, I efferson, Jefferson Davis, Lafayette,
Lafourche, Livingston, Orleans, Plagquemines, Pointe
Coupee, St. Bernard, St. Charles, St. Helena, St. J ames, -
St. John the Baptist, St. Martin, St. Mary, St. Tammany,
Tangipahoa, Terrebonne, Vermilion, Washington, West
Baton Rouge, and West Feliciana Parishes.
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50% Bonus Depreciation

The GO Zone Act allows for a Significant acceleration of the normal depreciation deduction by allowing
a bonus depreciation deduction in the first year Qualified GO Zone Property is placed in service

B Available to businesses of all sizes, .

W Applicable to investments ig equipment, non-residential real property or residential
rental property substantially all of which is used both in the active conduct of trade or

business and in the GO Zone,

= Original nse of the property in the GO Zone must commence with the business on or affer
Avgust 28, 2005 (the day bhefore Hurricane Katrina made landfall), :

W Available for both costs incurred 0n nevw projects and rehabilitation cogts.

= Costs incurred for replacement, renovation or rehabilitation of existing property are
treated ag separate property for purposes of the GO Zone Act,

B Placed in service requirements;
> Personal property — on or before December 31, 2007.
> Real property — on or before December 31, 2008.

®  Opt-outs of bonus depreciation allowance are permitted by asset class.

= If any portion of property is financed with tax-exempt bonds, that entire property is
ineligible for bonus depreciation.

Gaming property is excluded, but ancillary facilities and related equipment may quélify.
Also excluded jg property nsed in connection with any private or commercial golf course,
country club, or liquor store.

® CAUTION:

> The business is subject to recapture provisions if the property ceases to be Qualified
GO Zone Property,

> Use of the deductions afforded by bonus depreciation remains subject to the normal
lirnitations found in the “at-rigk” and “passive activity” rules.
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5-Year NOL Carryback

Recognizing that the deductions generated by the 50% bonus depraciaﬁon may exceed current year
Income, Congress expanded the opportunity for businesses in the GO Zone to carty back their net

operating losses.
" Time period for NOL carryback extended from 2 years to 5 years.
® Buosinesses may carry forward NOLs for up to 15 years. .

‘W Qualifying losses may be used to offset up to 100% of income subject to the
Alternative Minimum Tax,

B Qualifying losses include:
> Depreciation deductions with Tespect to qualified Zone property.
> Iu-Zone casualty losses.
> Moving expenses.
> Temporary housing eXpenses.
> Repair expenses resulting from Katrina,

B The NOL provisions may enable a client to convert operating losses into
refunds for tases previously paid.
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Bonus Depreciation Examples:

A. Non-residential Real Property (Recovery Period: 39 Years)
Hotels, Office Buildings, Stores, Warehouses, Manufacturing Plant Buildings

Assumptions: Basis of $10,000,000; Placed in service in June 2006

Allowance + Allowance

With Bonus Withont Bonus

Depreciation Depreciation
Year #1, $ 5,069,550 $ 139,100
Year #2 $ 128,200 $ 256,400

Assumptions: Bagis of $10,000,000; Placed in service in June 2006; and segregation stndy results
in 30% of basis qualifying for treatment as other than real property at an average depreciation
allowance equal to an 8-year straight-line caleulation'

Allowance Allowance
With Bonus Without Bonus
Depreciation Depreciation
Year #1.
Real Estate $ 3,548,680 $ 97.370
Other $ 1,593.750 $ 187,500
Total $ 5,142,430 $ 284,870
Year #2
Real Estate $ 89,740 $ 179,480
Other 3 187,500 $ 375,000
Total $ 277,240 $ 554,480

! The 8-year estimate is used to Simplify the illustration. It reflects an assumead average of the annual deductions
allowed undéy S-year MACRS property, 7-year MACRS property and 15-year MACRS property, ete. The actual mix
of property in'a project could differ substantially from this Tlustegtion.
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B.  Residential Rental Property (Recovery Period: 27 .5 Years)
Apartment Complexes

Assumptions: Basis of $2,500,000; Placed in service in June 2006

NO. 0078 7T

Allowance Allowance
With Bonns Without Bonus
Depreciation Depreciation .
Year #1 $ 1,274,625 $ 49,250
' Year #2 $ 45,450 $ 90,900

C. 15-Year MACRS Property (150% Double Declining Balance Method)
Restaurants, Parking Lots, Sidewalks, Fences, Roads and Bridges, Pipelines

» Assumptions: Basis of $1,000,000; Placed in service in June 2006

Allowance Allowance

With Bonus Without Bonus

Depreciation Depreciation
Year #1 $ 525,500 $ 50,000 E
Year #2 $ 43,750 $ 95,000

D. 7-Year MACRS Property (150 % Double Declining Balance Method)
Manufacturing Equipment, Office Furniture and Fixtures, Agricultural Equipment,

Oil & Gas Drilling and Production Equipment

Assumptions: Basis of $1,000,000; Placed in service in June 2006

Allowance Allowance
. With Bonus Without Bonus
Depreciation Depreciation
Year #41, $ 553,550 $ 107,100
Year #2 $ 95,650 $ 191,300
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E. 5-Year MACRS Property (150% DDB Method)
Automobiles, Trailers, Construction Equipment, Restaurant Fixtures

Assumptions: Basis of $100,000; Placed in Service in Tune 2006

NC. 0076 P 8

Allowance Allowance

With Bonusg Without Bonus

Depreciation Depreciation -
Year #1. $ 57,500 $ 15,000
Year #2 $ 12750 $ 25,500
Year #3 $ 8,923 $ 17,850

F.  3-Year Straight Line Property
Computer Software

Assnraptions: Basis of $100,000; Placed in Service in Taly 2006

Allowance Allowance

With Bonus Without Bonis

Depreciation Depreciation
Year #1 $ 58,333 $ 16,667
Year #2 $ 16,667 $ 33,333
Year #3 $ 16,667 $ 33,333
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Use of 50% Bonus Depreciation and State-Law
Incentives Related to Taxable State Bond Financing

Under the GO Zone Act, if any portion of property is financed with tax-exempt bonds, that entire prop-
erty is ineligible for bonus depreciation.

A business which elects to take advantage of the 50% bonus depreciation offered by the GO Zone Act,
however, may be able to achieve significant additional state-law ncentives that are available to those
nsing taxable state bond financing via Industrial Revenue Bonds (IRBs) issued through the Mississippi
Business Finance Corporation (MBFC), '

Utilizing this taxable bond financin g offers a business the following benefits:

® Projects are able to utilize both the 50% bonus depreciation and other
savings set forth below,

W If properly structured, projects financed with taxable IRBs can be exeﬁ:pt
from the sales and vse tax (gemerally 7%) and, with proper planning, a portion
of the contractor’s tax (3%% on component materials and on design services).

W Companies utilizing taxable IRBs may also be eligible for RED Program
state income tax credits,

m Projects financed through taxable IR Bs also may be eligible to obtain
ad valorem tax exemptions, subject to the discretion of the local governing
body where the project is located.
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Examples of Savings on Sales and Use and Contractor’s Tax:

Hotel
+ Assumptions:
m Total Construction Cost — $12 Miltion

M Allocation of total construction Costs:

33.3% ($4,000,000)—I1abor
33.3% ($4,000,000)— component materials
33.3% ($4,000,000)— furniture, fixtures and equipment

Projected savings on each component;
™ Labor: (0% x $4,000,000) — $0
B Component Materials: (34% x $4,000,000) — $116,667
® FFE: (7% x $4,000,000) — $233,333

Total Savings on Hotel Project: $350,000

Office Building
Assymptions: : -
B Total Construetion Cost — $10 Million

B Allocation of tota] construction costs:

40% ($4,000,000)—1labor
40% ($4,000,000)— component materials
20% ($2,000,000)— furniture, fixtures and equipment

Projected savings on each component:
M Labor: (0% x $4,000,000) — $0
R Component Materials: (34% x $4,000,000) — $140,000
= FFE: (7% x $2,000,000) — $140,000 |
Total Savings on Office Building Project: $280,000

D



JUN 142007 3: 45PN ALFONSO REALTY 0. 6.

NC. 0076 P 1

Warehouse

Assumptions:

B Total Construction Cost — $10 Million

¥ Allocation of total construction costs:

45% (3$4,500,000)-—labor _ -
45% ($4,500,000)— component materials ' |
10% ($1,000,000)— furnitere, fixtures and equipment

Projected savings on each component;

B Labor: (0% x $4,500,000) — $0

W Component Materjals: (3%% x $4,500,000) — $157,500

R FFE: (7% x $1,000,000) — $70,000

Total Savings on Warehouse Project; $227 ,500

Industrial Development Bond Program —~ Taxable Bonds

MBFC may issue a taxable IRB for commercial businesses approved by MBEC for a tern, not to
exceed 30 years. As security for the IRB, MBFC may require a letter of credit from a qualifying
bank or other collateral,

MBFC is anthorized to issue taxable industrial development revenne
bonds and loan the proceeds thereof to eligible companies,

Any eligible commercial business approved by MBFC is an eligible business.

Bond proceeds may be used for land, buildings, machinery and equipment,
and other expenses necessary for or incidental to the project.

. Interest on a taxable TRB may be priced at a variable interest rate or fixed interest rate,

Bonds are backed by an irrevocable, direct-pay letter of credit issued by an
approved bank or other credit enhancement or collateral acceptable to MBFC.

$3 million is generally the minimum project size to Jjustify the increased costs
of an IRB (typical costs of issnance are 2-3% of the amount of the bond issue;
additional annnal fees are approximately 1.5% for bank letter of

credit fees, trustee fees, etc.)

There is no maximum statutory amount for a taxable IRE,




JUN 142007 3. 46PN ALFONSO REALTY C. 6. NO. 0078 P 12

Tax-Exempt, Private-Activity “GO Bonds”

Tax-exempt, private-activity bonds have now been authorized to finance development of a wide
array of commercial projects in the Zone on or after Angust 28, 2005. Mississippi may issue in excess
of $4.8 Billion in tax-exempt “GO Bonds,” while Louisiana may issue nearly $7.9 Billion, and

- Alabama may issue in excess of $2.1 Billion.

® Bonds are available to most business sectors (gaming and certain other
activities are excluded).

® Bond proceeds may be used to fund construction and renovation of
nonresidential real property and certain residential reptal property (moveable
fixtures and equipment are excluded).

N For new acquisitions of existing property to qualify, improvements must
be made to the property in an amount not less than 50 % of the purchase price.

® A project must choose between bonus depreciation and tax-exempt bonds
on project costs that otherwise would qualify for both incentives,

m Bonds must be issued on or hefore December 31, 2010.

W Under current federal tax law, borrowers may uvse bond proceeds to reimburse
for costs previously incurred by the borrower for only 60 days prior to initial
approval by the governmental authority issuing the bonds, :

It is eritical that the borrower request this initial approval from the governmental authority and that the
project be induced as soon as Ppossible, especially since the approving agency meets only every four weeks.
To facilitate the project, we will handle the inducement of the project at no cost to the borrower.
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Considerations For Tax-Exempt GO Bond Financing:

Estimated savings of 150200 basis points in lower cost of funds per annum.
Tax-exempt bonds are typically amortized over 10-20 years,
Interest on tax-exempt private activity bonds is priced at a weekly floating rate,

The tax-exempt bonds are backed by a letter of credit issued hy a “rated”
financial institution.

$3 Million is generally the minimmu project size to justify the increased
costs of stand-alone, tax-exempt financing.

Use of Tax-Exempt, Private Activity GO Bonds Permits Use
of Additional State-Law Incentives::

If properly strnctured, projects financed with tax-exempt GO Bonds can be exenipt
from the sales and use tax (zenerally 7%) and, with proper planning, a portion

of the contractor’s tax (3% % on component materials and on design services)

can be avoided,

Projects financed with GO Bonds are also eligible to obtain ad valorem tax exemptions,
subject to the discretion of the local governing body where the project is located,

Companies utilizing tax-exempt GO Bonds may also be eligible for RED Program
state income tax credits.
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Tax-Exempt “GO Bonds” Savings IMustrations
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Project 1; Assumptions:

$10 Million financed
20-year term -
200 basis points savings

5% rate for tax-exempt and 7% taxable rate

Total Savings: $2,768,237

Project 2: Assumptions;

$10 Million financed
20-year term
175 basis points savings

5.25% rate for tax-exempt and 7% taxable rate

Total Savings: $2,434,913

Project 3: Assumptions:

$10 Million financed

B 20-year term

® 150 basis points savings

m  5.5% rate for tax-exempt and 7% taxable rate

Total Savings: $2,097,878
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Other Benefits Offered by the GO Zone Act

100% Deduction for Qﬁalifying Tangible Personal Property for Small Businesses

Under current law, small businesses are permitied to expense, rather than depreciate, up to $100,000 of
investments in equipment and computer software. The GO Zone Act increages to $200,000 the amount
that eligible small businesses can expense for under Section 179 for qualifying tangible personal
property and computer software placed in service in the Zone. The deduction is phased out to the
extent the amount of qualifying property placed in service in a year exceeds the applicable threshold.
The placement in service dates are the same as those that apply to botius depreciation.

Demolition and Cleanup Expenses May Be Expensed

Under existing law, the cost of demolition generally is added to the business owner’s basis in the
underlying land and cannot be recovered until the property is sold. The GO Zone Act allows buginesses
to expense 50% of their demolition and cleanup expenses incurred through 2007.

Special Tncentives for Employers

Employee Retention Tax Credit. The Employee Retention Tax Credit was expanded to
apply to all employers in the Zone, regardless of the number of employees. The credit is equal
10 40% of qualifying wages up to a maximum of $6,000 (for a maximum credit of $2.400 per
qualifying employee) and applies to qualifying amounts expended prior to December 31, 2005.

Qualified employees may exclude from gross income up to $600 per month for employer-

- provided lodging located in the Zone. In addition, employers receive a credit for 30% of the
tax-free lodging benefit, This provision applies to lodging benefits provided during the
G-month period from and after enactment.

WOTC. Employers may claim the Work Opportunity Tax Credit (WOTC) if they hire a
“Hurricane Katrina employee.” This is an individual who, on Angust 28, 2005, had a principal
place of abode in the “core disaster area” and (1) who is hired after Angust 27, 2005, and before
August 28, 2007, for a Jjob located in the core disaster area; or (2) who wag displaced by
Hurricane Katrina and is hired after August 27, 2005, and on or before December 3 1, 2005

for a job located outside the core disagter area.

For employers ontside the GO Zone, the employee must have been hired after Augnst 27, 2005 ,
and before January 1, 2006. For employers within the GO Zone, the WOTC ig extended for
employees hired through August 27, 2007,

Eligible employers are allowed a credit of 40% of the first $6,000 of qualified first-year
.Wages paid to each eligible employee.
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Other Important Provisions of the GO Zone Act

The GO Zone Act contains a number of additional incentives and relief provisions that are Important
to-businesses considering an investment in the GO Zone, including:

Increase in Qualified Rehabilitation Credit: The credit for qualified expenditores for a
historic structure was raised to 26% and for other qualified structures to 13%.

New Market Tax Credit Authority Increased: The allowable credit is equal to 39% of
qualifying investments in low-income communities. To qualify, the investment must be
made by an authorized community development entity (CDE). An additional $1 Billion in
authority was granted for the years 2005-2007.

Reforestation Incentives for Small Timber Owners: The cap on the deductibility of
reforestation costs was doubled to $20,000 per year through 2008, and a special 5-year
NOL carryback for small timber operations was anthorized. To qualify, the timber owner
must own less than 500 acres of timber.

Low-Income Housing: The Act authorizes almost $40 Million in additional low-income tax
credits for Mississippi. Additional provisions will increase the credits available to investors
for new construction and rehabilitation expenditures.

Expensing of Qualified Environmental Cleanup Costs: The deductibility of envizonmenta]
cleanup costs incurred on qualifying sites was extended for 2 years and applies to the clean-
up of petroleum products. To qualify, costs must be incumed from August 27, 2005 through
December 31, 2007. :
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throughout the state — not Just rural areas, although it is not available to all enterprises that qualify for
bond financing. Projects must be approved by MBFC for participation in the RED Program.

The annwal RED Credit is the amoynt of the debt service payments (principal and interest) mads for
that year under the bonds for the project. It is available for both new facilities and expansions. Unused
RED Credits can be carried over for 3 years; are avajlable for the term of the bonds (but not to exceed
25 years for a total of 28 years with carryover); are limited annually to 80% of Mississippi income tax
from the profect; and can be combined with other credits.

Income Tax Jobs Credits

categories or tiers based on eConomic criteria. The minimum number of net new full-time Jjobs required
in a single year in order to qualify for new job credits varies by category. Qualification of sach project
must be pre-certified ag “qualified” by the State Tax Commission.

Onee the minimum number of new jobsg is created, the enterprise will be eligible for an ammmal pew
Jobs credit for each net new foll-time employee of 2.5 %, 5% or 10% of the Payroll for the net new jobs
depending on the county. The credit can offset 50% of the business’ annual Staie tax liability, and
unused credits may be carred forward for 5 years.
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Other Jobs Incentives

The “Mississippi Advantage Jobs Act” provides quarterly incentive payments from the State to a quali-
fied business or industry for a period generally not to exceed 10 years, The amount of the incentive is
directly related to jobs created as a resylt of an establishment locating in the State, :

Exemptions from Property Taxes

All real and personal property purchased with bond proceeds (whether taxable or tax-exempt) is also
exempt from property taxes. However, there are no property tax advantages over the new
enterprise/additions exemptions. As a general rule, even if bonds are issued, new enterprise/additions
exemption should still be obtained,

There is also a free port exemption which is applicable to the portion of finished goods shipped out of
Mississippi. Unlike any other type of property tax exemptions, the free port exemption can be granted
to include an exemption from schoo] taxes and for longer than a 10-year terrm. :

A finished goods exemption is also available for all finished goods, whether shipped out of Mississippi
or not, but school taxes are not subject to exemption, and the exemption cannot exceed a maximmum of
10 years and is non-renewable. The free port and finished goods exemptions can be combined.
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For more information on the Gulf opportunity'Zone Act of 2005, please contact:

Jackson Office:

Steve Rosenblatt

601-985-4504 _
steve.rogenblatt@butlersnow.com

Y

Barry Cannada

j 601-985-4535
barry.carmada@butlersnow.com
Paul Varner

601-985-4552
paul.vamer@butlersnow.com

John England
601-985-4563
John england@butlersnow.com

Thad Vamer
601-985-4518
thad . vamer@butlersnow.com

Sai Ireland
601-985-4566
., sai.ireland @butlersnow.com

Coast Office; Memphis Office:

Joey Dudek
901-680-7329
joey.dudek@butlersnow.com

John Harral
228-575-3038
john harral @butlersnow.com

JACKSON GULF COAST MeMPHIS
AmSouth Plaza, 17th Floor Whitney National Bank Bujlding Crescent Center

210 East Capitol Street 1300 Twenty-fifth Avenue . Suite 204 6075 Poplar Avenne, Suite 500
Jaekson, MS Gulfport, M# Memphis, TN

Phone 601-248-5711 Fhone 228-864-1170 Fhone 901-680-7200

Fax 601-985-4500 Fax 228-868-1531  Pax 901-680-7201




