M NUTES
SENATE FI NANCE COWM TTEE
May 8, 2007
9:12 a.m

CALL TO ORDER

Co-Chair Bert Stednman convened the neeting at approximately
9:12: 26 AM

PRESENT

Senat or Lyman Hof f man, Co- Chair
Senator Bert Stedman, Co-Chair
Senator Charlie Huggins, Vice Chair
Senator Kim Elton

Senat or Joe Thonmas

Senat or Fred Dyson

Senat or Donny d son

Al so Attending: SENATOR TOM WAGONER, MARY JACKSQN, Staff to
Senat or Wagoner; KEVIN BANKS, Acting Director, Division of Gl
and Gas, Departnent of Natural Resources; TOM OBERMEYER, Staff
to Senator Davis; JANET CLARKE, Assistant Conm ssioner, Finance
and Managenent Services, Department of Health and Soci al
Services; JESSE KIEHL, Staff to Senator Elton;

Attending via Teleconference: JOHN | VERSEN, Director, Tax
Di vi sion, Departnment of Revenue.

SUMVARY | NFORMVATI ON

9:12:32 AM

SB 80-O L & GAS PRODUCTI ON TAX: EXPENDI TURES

The Committee heard from the sponsor, the Departnent of Natural
Resources, and the Departnent of Revenue. One anendnent was
adopted and the bill was reported from Comrttee.

SB 27- MEDI CAL ASSI STANCE ELI G BI LI TY

The Commttee heard formthe sponsor. A committee substitute was
adopted and the bill was reported from Commttee.
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SB 116- UNI FORM MONEY SERVI CES ACT

The Committee heard formthe sponsor. A committee substitute was
adopted and the bill was reported from Commttee.

#sb80
9:13: 07 AM

CS FOR SENATE BILL NO. 80(RES)

"An Act relating to allowable |ease expenditures for the
pur pose of determ ning the production tax value of oil and
gas for the purposes of the oil and gas production tax; and
providing for an effective date."

This was the second hearing for this bill in the Senate Finance
Conmi ttee.

9:13: 27 AM

Senat or Thomas asked for an explanation of changes in the Senate
Resources Conmittee substitute from the original version of the
bill. He observed that subsection (C) of subparagraph (19) added
to AS 43.55.165(e) by Section 1 of the bill did not appear in
the current version, and asked if that was an anendnent
recommended by the sponsor.

9:15: 08 AM

MARY JACKSON, Staff to Senator Tom Wgoner, informed that
Senat or Wagoner had opposed the mgjority of the anendnents nmade

to this bill, including the deletion of the fornmer subsection
(19) (B)
9:16: 04 AM

Senat or Thomas asked why Senator Wagoner had objected to the
revisions.

Ms. Jackson qualified that subsections (19)(A), (B) and (C were
all anended by the Senate Resources Conmittee. She could not
speak to the reasoning behind those nodifications, but
mai nt ai ned Senat or WAgoner's obj ecti on.
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9:16:41 AM

Senat or Huggi ns shared that he had proposed the anmendnent based
on testinony formthe Alaska G| and Gas Conservation Conmm ssion
(ACGCC) that the shut down of operations of a pipeline was a
policy call. He referenced an analogy to airplane naintenance,
in that cost-benefit and risk analysis would be assessed to
determ ne whether to ground a plane to perform mai ntenance, thus
|l osing revenues but increasing safety. Prohibiting a conpany
from witing off costs associated with a shutdown to conduct
mai ntenance would <create a disincentive to perform that
mai nt enance.

9:17:49 AM

Ms. Jackson affirnmed the AOGCC s statenment, adding that when the
anmendnent was presented in the Senate Resources Comrittee the
Department of Natural Resources and Departnent of Revenue were
not consulted as to the Palin Admnistration's position on the
anmendnent. Representatives from those departnents were avail abl e
to speak to the issue.

9:18:42 AM

KEVIN BANKS, Acting Director, Division of QI and Gas,
Department of Natural Resources characterized the airplane
analogy as "apt". He opined that in the case of an energency, a
producer would first address the safety concern w thout regard
to the tax ram fications. Speaking as an econoni st, he allowed
that the inpact tax incentives could have on behavior was
difficult to detect. He reiterated his expectation that oil and
gas producers would react swiftly to abate any problens that
arose, and "worry about" the tax consequences | ater.

9:21:14 AM

Senat or Thonmas understood the intent of the anendnent to all ow
tax deductions for corrosion control activities or corrosion-
rel ated shut-downs, expenses that were not deductible under the
original version of the bill.

9:22:04 AM
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M . Banks understood that the current version of the bill would
di sal | ow deductions both for costs to bring a facility "back
online" if it was shut down for nmaintenance reasons, and for
costs related to dimnished production of a field due to
mai nt enance or repair issues.

9:23:10 AM

Senator Elton asked if M. Banks would agree wth the analysis
provi ded by John Nornman, conmm ssioner and chairman of the AOGCC.

9:23:36 AM

M. Banks had not read the opinion submtted by M. Norman, but
understood M. Norman to inply that the renoval of subsection
(B) created an incentive keep a facility operational in the
event that a shut-down was necessary to repair a fault. M.
Banks di sagreed with that prem se.

9:24: 02 AM

Senat or Huggins surm sed that subsection (19)(A) of Section 1 of
the bill would prohibit a conpany from taking a tax deduction
for any expenses related to repairing inproperly maintained
equi pnent, regardless of whether the expense could be construed
as an operating cost. He relayed that M. Norman warned agai nst
any provision that my act to discourage a conpany from
perform ng mai ntenance, and that this provision appeared to have
that effect.

9:25:11 AM

Senator Thomas assunmed that subsection (19)(A) would prohibit
the award of a tax credit for expenses related to corrosion
control. If that wunderstanding was shared by the entire
Conmittee, he would be satisfied with the | anguage of the bill.
9:26: 00 AM

Senat or Dyson asked that M. Iverson be allowed to testify.

9:26:12 AM

JOHN | VERSEN, Director, Tax Division, Departnent of Revenue,
testified that M. Norman had stated in his letter: "denial of
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oper at i onal capability maintenance costs could discourage
operators from shutting down when in fact a conplete shut-down
is the nost prudent course of action." M. Ilverson aligned
himself with M. Banks' position, and questioned whether the tax
effect would inpact an operator's decision to shut down. The
imrediate inpacts in terns of safety concerns and equipnent
damage would be nore inportant factors in the determnation to
shut a facility down than would the tax inplications.

9:27:37 AM

Senat or Dyson asked the practical inpact of the amendnent that
was made to the bill in the Senate Resources Committee.

9:28: 01 AM

M. Ilversen replied that subsection (19)(A was "very broad",

while the fornmer subsection (B) referred to the costs of
"keeping a facility warn while the facility was shut down due
to inproper nmaintenance. Under the original bill subsection (B)
woul d have excluded those specific costs. This policy decision
was left to the legislature to determne if the specific
| anguage was required, or if those costs would be included under
subsection (A).

9:29: 38 AM

M . Banks hypothesized a power failure due to inproper
mai nt enance. Under subsection (A), the costs of replacing the
el ectrical equipnment would not be deductible if the failure was
determned to have been caused by inproper nmaintenance. Under
subsection (B), the cost of a generator that was procured to
enable continued operations of the facility during the
el ectrical repairs wuld Ilikewwse be ineligible for tax
deducti ons.

9: 30: 33 AM

Senator Elton asked why the generator costs would not be
addr essed by subsection (A).

9:31:17 AM

M. Banks responded that the difference was due to the
"proximty" of the expense to the issue.
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9:31: 38 AM

Senat or Dyson shared that he had perfornmed equi pnent mai nt enance
for BP in Prudhoe Bay for ten years, during which tinme it was
his job to ensure that operations did not cease due to
mechani cal mal functions. During that time in the 1970s and early
1980s, trenendous profits were made by producers and it was
"unt hi nkabl e" that operations would be interrupted due to
equi pnent failure. He reconmended rescinding the action taken by
the Senate Resources Commttee with regard to subsection (19) of
the bill.

9: 33: 56 AM
Co- Chair Stedman suggested Senator Dyson offer an anendnent.
9:34: 06 AM

Senat or Dyson and Co-Chair Stednman discussed the content of the
anendnent .

9:35: 55 AM

Ms. Jackson informed that the sponsor supported all of the
changes nade by the Senate Resources Conmittee wth the
exception of the deletion of subsection (B). She suggested the
reinsertion of that subsection.

9:36: 37 AM

Amendnent #1: This conceptual amendnent inserts the |anguage of
AS 43.55.165(e)(19)(B) anended by Section 1 of SB 80 on page 3
lines 25 through 27 to the I|anguage of AS 43.55.165(e)(19)
anended by Section 1 of CS SB 80(RES) on page 3 following line
26. The inserted | anguage reads as foll ows.

(B) incurred to maintain the operational
capability of facilities or equipnment shut down
because of inproper rmaintenance of property or
equi pnent; or

Senat or Dyson noved for adopti on.

9:37:19 AM
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Senat or Huggi ns objected, explaining that he had supported the
amendnent offered in the Senate Resources Conmttee, but now
supported rescinding that action. He renoved his objection.

9:38: 18 AM

Senator O son asked if a representative from the oil and gas
i ndustry was avail able for coment.

Co-Chair Stedman objected for the purpose of a coment by the
i ndustry.

Senator O son stated that the oil and gas industry would be the
affected party, and thus should be allowed to speak to the
amendnent .
9:38: 49 AM

Ms. Jackson corrected that Senator Dyson read the anmendnment as
"capacity" rather than "capability" as contained in SB 80.

Senat or Dyson affirnmed that the correct | anguage  was
“capability".

9:39: 32 AM

Co-Chair Stednman renoved his objection, as no comrent was

forthcom ng fromthe industry.
Wt hout further objection the amendnent was ADOPTED
9:39: 50 AM

Co-Chair Stednan conmented that the legislature was concerned
with the nethodol ogy used to evaluate inproper nmaintenance and
problenms due to old infrastructure. He sought to ensure that
producers would not enploy "creative accounting” to abuse tax
credits offered by the State. He asked that the Departnent of
Nat ural Resources and the Departnent of Revenue review the oil
basin infrastructure and report back to the Conmittee the
followng legislative session to determine if the 30 cent per
barrel deduction was appropriate, or if adjustnents were
necessary.
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9:42:17 AM

Co-Chair Hoffman offered a notion to report CS SB 80 (RES), as
anended, from Conmttee with individual recommendations and new
and acconpanyi ng fiscal notes.

There was no objection, and CS SB 80 (FIN was MOED from
Conmittee with previous zero fiscal note #1 from the Depart nment
of Admnistration, zero fiscal note #2 from the Departnent of
Environnental Conservation, fiscal note #3 in the anmount of
$124,900 from the Tax Division of the Departnent of Revenue, and
new zero fiscal note fromthe G| Gas Division of the Departnent
of Natural Resources dated 5/08/07.

#sb27
9:43: 02 AM

CS FOR SENATE BILL NO. 27(HES)

"An Act relating to eligibility requirenments for nedical
assistance for certain children, pregnant wonen, disabled
persons, and persons in nedical or internediate care
facilities; and providing for an effective date."

This was the second hearing for this bill in the Senate Finance
Conmittee.

9:43: 17 AM

Co-Chair Hoffman noved to adopt CSSB 27 25-LS0211\E, as a
wor ki ng docunent .

There was no objection, and Version "E' was ADOPTED as a wor ki ng
docunent .

TOM OBERMEYER, Staff to Senator Bettye Davis, informed that this
version of the bill would change incone eligibility requirenents
for individuals nineteen years of age and younger from 200
percent of the federal poverty level to 175 percent of that
level. It would also revert the inconme eligibility requirenents
for the elderly to an incone level not to exceed $1,656 per
nmonth, rather than 300 percent of the supplenmental security
income benefit as called for in the original version of the
bill. The fiscal inpact of these changes was explained in the
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new fiscal notes and summary acconpanying the conmittee
substitute. These changes in the bill resulted in the Denali Kid
Care program being the only program listed as an inpact in the
bill summary, at a cost of $2,691,500. He assuned that the
federal contribution of $1,907,400 represented a 70 percent
share. The changes were designed to retain Denali Kid Care
coverage for children who would otherwi se not qualify for this
program

9:46: 46 AM

JANET CLARKE, Assistant Conm ssioner, Finance and Managenent
Services, Departnent of Health and Social Services infornmed that
the three fiscal notes related to the bill were acconpanied by a
summary. The changes made in the current version of the bill
caused a significant reduction in <cost. The general fund
expenditures in the original bill totaled $4.6 million, and the
current version had reduced that nunber to |less than $800, 000.
The total estimated cost of the legislation was $2,691,500 with
general fund expenditures of $783,500. Two of the fiscal notes
related to the Medicaid program and a third was an
adm ni strative fiscal note.

9:48: 23 AM

Senator Thomas observed that the fiscal note indicated that
approximately one half of the nunber of children would receive
services under this version of the bill as conpared to the
original version

Ms. Carke affirmed, explaining that the current eligibility
| evel was approximately 154 percent of the federal poverty
| evel, and the current version of the bill would increase that
to 175 percent, adding an additional 1277 children to the
program |If the eligibility was increased to 200 percent, as was
originally proposed, the increase in children served would be
doubl e the current increase.

9:49: 16 AM
Co-Chair Hoffman noved to report CS SB 27, 25-LS0211\E, from
Commttee wth i ndi vi dual recommendat i ons and new and

acconpanyi ng fiscal notes.

Co-Chair Stedman objected for the purpose of discussion.
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Senator Dyson thanked the Conmttee for assisting in the
drafting of a bill he would support.

Co-Chair Stedman renmpved his objection.

There was no further objection and CS SB 27 (FIN) was MOVED from
Conmittee with previous fiscal note #4 from the Department of
Health and Social Services Senior and Disabilities Medicaid
Services for $5,130,100 and previous zero fiscal note #5 from
the Departnent of Corrections Ofice of the Conm ssioner, as
well as new fiscal notes from the Departnment of Health and
Soci al Services for Medicaid Services in the amount of
$2, 195,400 dated 5/08/ 07, Behavioral Health Medicaid Services
for $455,900 dated 5/08/ 07 and Public Assistance Field Services
in the amount of $40, 200 dated 5/08/07.

#sb116
AT EASE 9:50:55 AM 9:51: 09 AM

CS FOR SENATE BILL NO 116(L&C)

"An Act relating to the Uniform Mpney Services Act, to
noney transm ssion services, and to currency exchange
services; and providing for an effective date."”

This was the second hearing for this bill in the Senate Finance
Conmi ttee.
9:52:19 AM

Senator Elton noved to adopt CS SB 27, 25-LSO508\N, as a working
docunent .

There was no objection and Version "N' was ADOPTED

Senator Elton informed that the new version of the bill
cont ai ned m nor definitional changes.

9:53: 03 AM
JESSE KIEHL, Staff to Senator Kim Elton, testified that Section

06.55.103 added by Section 1 of the commttee substitute
clarified that an individual who received a nobney services
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license and was licensed in another state with simlar laws to
Al aska had the right to appeal if the application in Al aska was
denied. The second change appeared under Definitions Section
06.55.990 added by Section 1 of the commttee substitute and
would add a provision to the definition of "bank". Banks woul d
be exenpt from the requirenments of this bill, as they were
regul ated elsewhere in statute. This nodification would bring
the State into conpliance with the recent U S. Suprenme Court
decision in Watters v. Wachovi a.

9:54: 33 AM

Co-Chair Hoffman noved to report CS SB 116, 25-LS0508\N, from
Commttee wth individual recommendations and acconpanying
fiscal note.

There was no objection and CS SB 116 (FIN was MOED from
Conmittee wth previous $80,000 fiscal note #1 from the
Department of Conmmerce, Conmmunity and Econom c Devel opnent
Banki ng and Securities D vision.

#
ADJ OURNIVENT

Co-Chair Bert Stednman adjourned the neeting at 9:58:56 AM
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