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KONRAD JACKSQN, St aff

Representative Kurt O son
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Juneau, Al aska

PCSI TI ON STATEMENT:  Presented anendnments and answered questions
during the discussion of SB 23.

ACTI ON NARRATI VE

3:23:23 PM

CHAIR KURT OLSON called the House Labor and Commerce Standing
Commttee neeting to order at 3:23 p.m Representatives d son,
Johnson, Saddler, Thonpson, Holnes, and MIler were present at

the call to order. Representatives Chenault arrived as the
nmeeti ng was in progress.
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SB 23- FI LM PRODUCTI ON TAX CREDI T/ AUDI TS

3:23:34 PM

CHAI R OLSON announced that the only order of business would be
CS FOR SENATE BILL NO. 23(FIN), "An Act relating to transferable
film production tax credits and film production tax credit
certificates; requiring the legislative audit division to audit
the Al aska film production incentive progranm and providing for
an effective date by anending the effective dates of secs. 3 and
4, ch. 63, SLA 2008." [Before the commttee was Version G ]

3:24: 09 PM

KONRAD JACKSON, Staff, Representative Kurt O son, Alaska State
Legi sl ature, on behalf of the House Labor and Comrerce Standing
Commttee offered to explain the draft anmendnents to SB 23 in
menbers' packets.

3:24: 27 PM

REPRESENTATI VE THOVWSON nmade a notion to adopt Amendnent 1,
| abel ed 27-LS0252\ G 1, Bullock, 4/12/11, which read, as foll ows:

Page 6, line 10, follow ng "accountant":
Insert ", licensed in the state and"
Page 6, line 11, following "office":
| nsert ","

CHAI R OLSON obj ected for the purpose of discussion.

MR. JACKSON expl ai ned Amrendnent 1 was recommended by a commttee
menber who wanted to ensure that any certified public
accountants (CPAs) conducting the audits on the film production
tax credits are licensed by the State of Al aska (SOA).

3:25: 03 PM
REPRESENTATI VE SADDLER acknowl edged Amendnment 1 would require
CPAs conducting audits to be licensed to practice in the state.

He asked whet her the business nust also be domciled in Al aska

MR. JACKSON answered that the specific requirenment for being

domciled in Alaska is not specified in the |anguage. He
offered his belief that a person would not need to be domciled
in Alaska to obtain a business |icense. He also offered to

confirmthis with the departnent.
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REPRESENTATI VE THOVWPSON assuned |icensure in Al aska neant that
the CPA's credentials would be approved by the Al aska Board of
Publ i ¢ Account ancy.

MR. JACKSON referred to page 6, line 7, of Version G and
related the proposed section addresses the verification by
i ndependent certified public accountants.

REPRESENTATI VE HOLMES clarified that the question the committee
is considering is whether the CPA conducting the audit on the
film production tax credits nmust have a CPA license or only a
busi ness |icense fromthe SCA

MR. JACKSON remarked he did not delve into that detail during
the discussion on |licensure. He offered his belief that
"licensed" in the SOA referred to the business |icense, not
necessarily to the CPA s |icense. He offered to obtain further
clarification from the Departnent of Comerce, Comunity &
Econom ¢ Devel opnent (DCCED) or the legal drafter. He said he
was unsure if this provision covered both |icenses.

REPRESENTATI VE JOHNSON stated the | anguage of Amendnent 1 reads,
as follows: "independent certified public accountant |icensed
in the state and..."

REPRESENTATI VE THOMPSON recalled previous wording related to
i censure. He suggested that |anguage read: certified public
accountant firm doing business in and licensed in the State of
Al aska."

MR. JACKSON referred to the regulations in 3 AAC, which listed
the requirenent that the CPA nust hold a current |icense issued
under AS 08.04 by the Board of Public Accountancy. Thus, the
CPAs woul d be required to hold the CPA |icense by regulation.

CHAIR COLSON renoved his objection. There being no further
obj ection, Anendnent 1 was adopt ed.

3:28:26 PM

REPRESENTATI VE JOHNSON nade a notion to adopt Anmendnent 2,
| abel ed 27-LS0252\ G 2, Bull ock, 4/12/11, which read:

Page 7, line 11, followng "(10)":
Insert "subject to the limtation in (c) of this
section,"”
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Page 7, following line 27:

Insert a new bill section to read:

"* Sec. 19. AS 44.33.236 is anended by adding new
subsections to read:

(c) The qualified expenditures described in
(a)(10) of this section may not exceed

(1) 15 percent of the total production
budget after June 30, 2013, and before July 1, 2016;

(2) 12 percent of the total production
budget after June 30, 2016, and before July 1, 2018;
and

(3) 10 percent of the total production
budget after June 30, 2018.

(d) For the purposes of (c) of this section,
"total production budget” neans the sum of the tota
qualified expenditures and the total expenditures that
are not qualified expenditures that are incurred by
the producer in connection with a film production
approved by the filmoffice."

Renunber the follow ng bill sections accordingly.
CHAI R OLSON obj ected for the purpose of discussion.
3:28:40 PM

MR. JACKSON expl ai ned Amendnent 2 would help [imt sonme of the
"above the line" expenditures that would qualify for film
production tax credits. The intention of Anmendnent 2 would be
to limt sonme "above the |line" costs to nmake nore of the film
production tax credits available for the "below the line" costs
related to film production.

REPRESENTATI VE SADDLER asked whether "above the line" refers to
costs including actors, producers, and directors. He related
hi s understanding that Amendrment 2 would limt the percentage of
the entire project's cost for productions that conpanies could
receive related to the filmproduction tax credits.

MR. JACKSON answered yes. He el aborated that "above the I|ine"
is a termof art in the film industry which refers to actors,
witers, and producers, or the higher paid individuals, as
opposed to the "below the line" which he characterized as the
"wor ker bees."
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REPRESENTATI VE SADDLER asked how the 15 percent credit and the
"stair step" down percentages were determ ned as the percentage
amounts of the tax credit.

MR. JACKSON answered that the "stair step” would range from 15
percent to 12 percent and then to 10 percent of the total

production budget. He related "stair step"” approach is an
attenpt to avoid a "major hit" to the entire film production tax
credit program in the early years. The goal of the credit

program is to build up the film industry in Alaska and the
attractiveness of Alaska to the industry. Anmendnent 2 addresses
a concern that Al aska does not have a full |abor pool to perform
the production work. The intention would be to gradually reduce
the tax credits to allow Al aska's | abor pool to increase.

REPRESENTATI VE SADDLER related his wunderstanding the film
production tax credits wuld be wder initially and then
decrease as the industry becones nore established in Al aska. He
asked how the specific percentages were detern ned.

MR. JACKSON explained that the film industry would be directly
affected by this so obtaining industry input on the cap was
important so as to not damage the program The goal has been to
provide incentives to hire Al askans. "W did not want to kil

t he gol den goose so to speak,” he said.

CHAIR OLSON related his assessnent of the bill's chances for
support al so determ ned the percentage of the tax credit.

3:31:36 PM

REPRESENTATI VE SADDLER offered this provision would relate to
people that would not |ikely be Al askan residents, for exanple
actors. He asked whether Anendnent 2 would limt the type of
producti on. He further asked whether this would nmean only big
budget productions or snmall television productions would be
i nt erested.

MR. JACKSON rel ated he heard anecdotally the effect of Anendnent

2 could limt big star productions. He pointed out that it
really is a policy call for the conmittee and the |l egislature as
to whether the limts are appropriate. He acknow edged the

cormittee has not had sufficient time to vet the percentages
used, but offered that Amendnent 2 would offer sone steps to
encourage | ocal hire on productions in Al aska.

3:32: 46 PM
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REPRESENTATI VE SADDLER related everyone has heard about
Everybody Loves Whal es. He asked for the percentage of tax
credit the filmproduction filmreceived.

MR. JACKSON answered he did not have the figures. He offered
his belief that the final expenditures have not yet been filed.
He suggested the film office my be able to address any cost
claims on the film

CHAIR COLSON renoved his objection to Amendnent 2. Ther e being
no further objection, Amendnent 2 was adopt ed.

3:33: 24 PM

REPRESENTATI VE JOHNSON nade a notion to adopt Anmendnent 3,
| abel ed 27-LS0252\ G 3, Bullock, 4/12/11, which read:

Page 8, line 30:
Del ete "2024"
| nsert "2029"

Page 8, line 31:
Del ete "one year"
Insert "six years [ONE YEAR]"

CHAI R OLSON obj ected for purpose of discussion.
MR. JACKSON referred to page 7, lines 28-30 of proposed Section

19 of Version G which changed the "look back"” period for the
state to recover film production tax credits after an audit is

conduct ed. Amendnent 3 corrects a correspondi ng change at the
tail end of bill that would go six years beyond the date the tax
credit was awarded. Thus, the date of 2029 represents the

correspondi ng change, and changi ng one year to six years.

CHAIR COLSON renoved his objection. There being no further
obj ection, Anendnent 3 was adopt ed.

3:35: 03 PM

REPRESENTATI VE JOHNSON nmde a notion to adopt Anmendnent 4,
| abel ed 27-LS0252\ G 4, Bull ock, 4/12/11, which read:

Page 3, line 9:
Delete "this title"
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| nsert "AS 21.09. 210, AS 21.66.110, AS 43. 20,
AS 43.55, AS 43.56, AS 43.65, AS 43.75, and AS 43.77"

CHAI R OLSON obj ected for the purpose of discussion.

MR. JACKSON referred to Amendnent 4. Initially, the intention
was to make tax credits available to other corporate tax payers,
including prograns in all of Title 43. It was decided to narrow
the tax credit to eight prograns. He previously outlined the

progranms affected when he introduced Amendnent 4, but it was
subsequent|ly discovered the Fisheries Business Tax and Fishery
Resource Landing Tax are taxes tied to nmunicipal revenue

shari ng. The concern was that sonme communities my |ose
f undi ng. He asked the comrittee to consider a conceptual
amendnent to delete line 4, which read: "AS 43.75, and AS

43. 77" which would elimnate the two fisheries taxes which may
adversely affect revenue sharing to sone communiti es.

REPRESENTATI VE JOHNSON namde a notion to adopt a Conceptual
Anrendment 1 to Anendnent 4 to delete line 4, which read as
foll ows:

AS 43.75, and AS 43.77"

There being no objection, Conceptual Amendnent 1 to Anendnent 4
was adopt ed.

CHAIR COLSON renoved his objection. There being no further
obj ection, Anendnent 4, as conceptually anended, was adopt ed.

3:37:34 PM
REPRESENTATIVE JOHNSON nmade a notion to adopt Conceptua
Amendnent 5, |abeled, By Representative O son, (Oson #1), which
read, as follows [original punctuation provided]:

Page 7, line 11:

Del et e

"payrol "

| nsert

"expendi tures”
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CHAI R OLSON obj ected for the purpose of discussion.

3:38: 01 PM

MR. JACKSON referred to page 7, line 11, and explained that
Conceptual Anendnent 5 would help to ensure expenses are
covered. It was discovered that sone actors, the "above the
[ine" nenbers, are sonetines paid via I|limted liability

corporations (LLCs) and are not included as part of the direct
payrol | .

CHAIR COLSON renoved his objection. There being no further
obj ection, Conceptual Anendnent 5 was adopt ed.

3:38: 44 PM

REPRESENTATIVE JOHNSON nmade a notion to adopt Conceptua
Amendrent 6, |abeled, By Representative Saddler, (Saddler #1),
whi ch read [original punctuation provided]:

Page 5, line 7

After (2), insert "both the immediate and | ong-
term prospects for"

Page 5, line 9

After (3), insert "both the immediate and | ong-
term prospects for"

CHAI R OLSON obj ected for the purpose of discussion.

REPRESENTATI VE SADDLER expl ained that Conceptual Amendnent 6
attenpts to extend |anguage on page 5, line 5 and apply it to
the other two paragraphs in proposed Section 11. Since the
proposed section would consider the imediate and |ong-term
prospects for the film industry it nade sense to extend the
short and long-term effects of the production to the enploynent
of Al aska residents and the econonmy of the state.

CHAIR OLSON remarked that Conceptual Amendment 6 would provide
nore tools.

REPRESENTATI VE SADDLER pointed out that sonme cases nmay exist in
whi ch the short-term benefits nmay exceed the | ong-term benefits.
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CHAIR COLSON renoved his objection. There being no further
obj ection, Conceptual Anendnent 6 was adopt ed.

3:40: 35 PM

REPRESENTATIVE JOHNSON nmade a notion to adopt Conceptua
Amendnent 7, |abeled By Representative Saddler, (Saddler #2),
whi ch read [original punctuation provided]:

Page 4, lines 16 — 20:
Delete all material.

| nsert

“(5) the total anobunt of qualified expenditures
that were paid by productions
qualifying for the film production tax credit to
Al aska busi nesses; and

(6) the total amount of qualified expenditures
that were paid by productions
qualifying for the film production tax credit to
Al aska residents as wages.”

CHAI R OLSON obj ected for the purpose of discussion.

3:40: 55 PM

REPRESENTATI VE SADDLER explained the purpose of Conceptual
Amendrment 7 is to breakout nore information with respect to how
much was spent on wages to Alaska residents and how nmuch was
spent with Al aska businesses. This could help provide a tool to
assess the benefits of the film production tax credit program on
Al aska' s businesses and its residents.

CHAIR COLSON renobved his objection. There being no further
obj ection, Conceptual Anendnent 7 was adopt ed.

3:41: 31 PM

REPRESENTATIVE JOHNSON nmade a notion to adopt Conceptua
Amendnent 8, |abeled: By Representative Saddler, (Saddler #3),
whi ch read [original punctuation provided]:

Page 5, line 11

After (4) insert “the public perception of”
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CHAI R OLSON obj ected for the purpose of discussion.
3:41: 46 PM

REPRESENTATI VE SADDLER expl ained the inportance of considering
the productions subsidized by the film production tax credit
programto ensure the tax credits don't harm Al aska's interests.
A large part of the interest in Alaska is the public perception
of how well state governnent safeguards and provides stewardship
of its natural resources and our wildlife. Conceptual Amendnent
8 would seek to include consideration of the public perception
of the state's policy on utilization and devel opnent of the
state's natural resources.

3:42: 11 PM
REPRESENTATI VE M LLER asked for further clarification.

REPRESENTATI VE SADDLER referred to page 5, lines 1-12, of
Version G as nodified by Conceptual Anmendnent 8, which read:

(b) I'n determning under (a) of this section whether a
production is not contrary to the best interests of
the state, the filmoffice may consider

[(1)] the effect of the production on

(1) both the inmmediate and |ong-term prospects
for the filmindustry in Al aska;

(2) [THE EFFECT OF THE PRODUCTION ON] the
enpl oynment of
Al aska residents; [AND]

(3) [THE EFFECT OF THE PRODUCTI ON ON] the econony
of the

state; and

(4) the public perception of state policy on the
utilization and devel opnment of the natural resource of
the state.

CHAIR COLSON renoved his objection. There being no further
obj ecti on, Conceptual Anendnent 8 was adopt ed.

3:43: 04 PM

REPRESENTATI VE JOHNSON nade a notion to adopt Amendnent 9,
| abel ed, 27-LS0252\ G 11, Bullock, 4/12/11, which read:

Page 1, line 6, through page 2, line 29:
Delete all material.
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Page 2, line 30:
Del ete "Sec. 2"
| nsert "Section 1"

Renunber the followi ng bill sections accordingly.
Page 8, line 12:

Delete "July 1, 2023 [JULY 1, 2013]"
Insert "July 1, 2012 [2013]"

Page 8, followi ng |ine 20:
Insert a new bill section to read:

"* Sec. 22. The wuncodified law of the State of
Al aska i s anended by adding a new section to read:

AUDIT OF PROGRAM The legislative audit division

shall conduct an audit of the Alaska film production
incentive program (AS 44.33.231 - 44.33.239) and nake
the audit available on the first day of the Second
Regul ar Session of the Twenty-Seventh Alaska State
Legislature in 2012. The audit nust include an
item zed accounting of all approved and disapproved
expenditures that were submitted for the film
production incentive tax credit."

Page 8, line 24:
Del ete "2023"
| nsert "2012"

Page 8, line 30:
Del ete "2024"
| nsert "2018"

CHAI R OLSON obj ected for the purpose of discussion.

REPRESENTATI VE JOHNSON expl ai ned that Anmendnent 9 would create a
one year sunset of the Alaska film production incentive program
until the legislative audit program is conducted. He expressed
concern over extending the Alaska film production incentive
program for an additional ten years since this program has not
yet been audited. He further expressed concern about the state
"witing checks" to conpanies that are not licensed to do
business in the SOA, which has happened. He said, "If we are
not watching it any closer than that, it raises great concerns.”
He reiterated his concern over extending this program for ten
years, W thout an audit or an accelerated audit of the program
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He would like to see an audit prior to the program being
extended for ten years, he said.

3:44: 09 PM

REPRESENTATI VE M LLER asked whether the D vision of Legislative
Budget and Audit has the capability to conduct an audit that
qui ckly.

CHAIR OLSON recalled discussing this with Pat Davidson, the
Legi slative Auditor. He pointed out that any nenber of the
| egislature can request the Legislative Budget and Audit
Comm ttee (LB&A) conduct an audit. He offered his belief if an
audit was requested and the division could not conduct the audit
that it could be contracted out and conpleted wthin a
reasonable tinme frame.

3:44: 46 PM

REPRESENTATI VE JOHNSON expressed his concern, with any neasure
that is rushed through the process, noting these bills require
additional scrutiny. He related that the Al aska film production
incentive program would benefit from substantial funds. He
recal l ed that New Mexico has experienced returns of $.12 on the
dol | ar. He referred to a study he obtained that questions the
validity of the film production tax credit progranms, noting nany
states are revisiting their prograns. He further noted that
cases involving fraud in lowa have involved prosecutions. He
mai ntai ned his concern to have this bill nove so quickly through
the process. He related that Anendnent 9 would allow the
| egislature to revisit the film production tax credits next
year. He said he thought it was prudent to review the program
prior to spending $100 nillion. He pointed out that the state
has not yet expended the initial $100 nmillion. He renmarked that
SB 23 would double the state's appropriation for this program
This bill would also extend the program prior to the first
audi t . He related that it is harder to "put the genie back in
the bottle than it is tolet it out in the first place.”

3:46: 25 PM

REPRESENTATI VE HOLMES asked for clarification on Amendnent 9.
She offered her belief that Anendment 9 would delete the current
audit requirenents and replaces it with an inmediate audit to be
conpl eted by January 2012. It would al so sunset the programin
one year.
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CHAIR OLSON rel ated that it would effectively "gut the bill."

REPRESENTATI VE JOHNSON argued that it would not take away
everything in the bill, only the ability to provide tax credits
wi thout an audit. He stressed his seriousness to scrutinize the
Al aska film production incentive program He highlighted his
substantial concern that the SOA would pay over $1 million to a
conpany not |icensed to do business in the state. He said:

Red flags, red lights go off. It causes ne a great
amount of concern. This is sonething I wll watch
very, very closely. Il will request an audit. | t
happened very quickly. | do recognize that it does do
serious damage to the bill. Having said that and
expressed nmy concerns and put it on the record, | wll

wi t hdraw Amendnent 9.
REPRESENTATI VE JOHNSON wi t hdr ew Amendnent 9.
CHAIR OLSON pointed out a letter in nmenbers' packets from the

Pat Davi dson, Legislative Auditor which outlines those issues
He reiterated that Anendnent 9 has been w t hdrawn.

3:48: 26 PM
REPRESENTATI VE HOLMES nobved to report Version G HCS CSSB
23(L&C), | abeled 27-LS0252\ G Bull ock, 4/10/11, as anended, out

of committee W th i ndi vi dual recommendat i ons and t he
acconpanyi ng fiscal notes.

3:49: 25 PM

REPRESENTATI VE CHENAULT obj ect ed. He spoke to his objection
He recalled previous concern about the length of tinme that the

film production tax credits would apply. He also expressed
concern about the way the credits are applied and who receives
the tax credits. He highlighted that he likes the film
i ndustry, noting his son graduated froma film school. However

he expressed concern about the tax credits and the ten year tine
frame, yet the legislature does not know what the |evel of
revenues will be in ten years. He maintained his concern on the
anount of the film production tax credits and the way in which
the Alaska film production incentive program is adm nistered.
He concluded that he would not object to noving the bill out of
commttee, but he hoped the legislature would review all issues,
including that the revenue stream in the state is derived from
the finite resources of the state. He pointed out the state's
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primary resource is on the decline, yet the |legislature spends
hours in commttee to consider ways to "give our noney away."
He <contended that the legislature has not had neaningful
conversations in terns of the health of the industry that
provides the noney to give away these film production tax
credits. As the legislature continues to provide nore and nore
noney to agencies and opportunities, it is inportant to realize
the source of the state's revenue. He concluded by not ensuring
the healthy resource developnent in the state, that "we are
setting ourselves up for a fall." He renoved his objection to
noving the bill out of commttee. He added his belief conmttee
menbers and all Al askans need to understand the state has a
revenue stream that is continuing to decline. The only thing
maski ng the problem that the SOA does not have conpared to other
states in the U S is the high price of oil. He reiterated that
he renmoved his objection.

3:52: 04 PM

CHAIR OLSON recapped the work the commttee has taken on SB 23.
He explained that when SB 23 first cane before the conmttee it
was |acking any audit trigger or a sunset date. Now the bil
contains three LB&A audit provisions. He offered his belief
that the bill has been significantly tightened up.

3:52:39 PM

There being no further objection, the HCS CSSB 23(L&C) was
reported fromthe House Labor and Commrerce Standi ng Comrittee.

3:52:51 PM
ADJ QURNVENT
There being no further business before the commttee, the House

Labor and Commerce Standing Commttee neeting was adjourned at
3:52 p.m
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