1: 35: 50 PM

CALL TO ORDER

Co- Chair

HOUSE FI NANCE COW TTEE
March 6, 2014
1:35 p.m

Stoltze called the House Finance Conmittee neeting

to order at 1:35 p.m
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David Guttenberg
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Cat hy Munoz
Tamm e W1 son

Al an Aust ernman, Co-Chair
Ma Costello
Bryce Edgnon

St eve Thonpson

Staff, Representati ve Bill Stoltze;

Lance Pruitt, Sponsor; Brodie Anderson,
Representative Steve Thonpson; Mke Satre, Hecla
M ne, Juneau; Deantha Crockett, Executive

Al aska M ners Associ ati on.

PRESENT VI A TELECONFERENCE

Stacy Schubert, Al aska  Housi ng Fi nance  Corporation,
Anchor age; Nannette Pierson, Self, Fairbanks.

SUMVARY
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CSHB 297(FIN) was REPORTED out of conmittee with
a "do pass" reconmendation and with one new zero
fiscal note fromthe Departnment of Revenue.

HB 306 EVAL. | NDI RECT EXPENDI TURES; TAX CREDI TS

HB 306 was HEARD and HELD in committee for
further consideration.

#hb297
HOUSE BILL NO. 297

"An Act recognizing the Alaska Housing Finance
Corporation as the authorizing agency to approve hone
energy rating systens for the state; and providing for
an effective date."

1:36: 09 PM

Vice-Chair Neuman MOVED to ADOPT the proposed committee
substitute for HB 297, Wrk Draft 28-LS1307\N (Nauman,
3/ 5/ 14).

Co-Chair Stoltze OBJECTED for discussion.

DANI EL  GEORCE, STAFF, REPRESENTATI VE  BI LL STOLTZE,
explained the <changes in the CS. The CS renoved the
findings section in the original bill. He read the findings
that had appeared in the original bill:

"The | egi sl ature finds t hat recogni zi ng t he
corporation as the state's home energy rating system
authorizing energy services, a public purpose in
benefitting the people of the state. The corporations
shall act as the authorizing agency for purposes of
approving honme energy rating systens used in the
state."”

M. GCeorge shared that the second sentence was the only one
that carried over into the latest version of the bill;
additionally the CS placed the sentence wunder a new
section, Article 6 of AS 18.56, entitled Hone Energy Rating
Syst ens.

REPRESENTATI VE  LANCE PRU TT, SPONSOR, understood that

Al aska Housing Finance Corporation (AHFC) was agreeable to
the changes in the CS
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Co-Chair Stoltze WTHDREW his OBJECTION. There being NO
OBJECTION, it was so ordered.

1: 38: 53 PM

Representative Pruitt explained that the bill would nake
AHFC the authorizing agency for approving hone energy
rating systens. He addressed a prior question related to
authorizing raters. He said that the system that the state
had i nvested in would be available for individuals to use.

STACY  SCHUBERT, ALASKA  HOUSI NG FINANCE  CORPORATI ON,
ANCHORAGE (via teleconference), thought that the changes
brought greater clarity to the bill.

Co-Chair Stoltze pointed to the new zero fiscal note from
t he Departnent of Revenue (DCR).

Representative Gara MOVED to REPORT CSHB 297(FIN) out of
committee W th i ndi vi dual recommendat i ons and t he
acconpanyi ng fiscal note.

There being NO OBJECTION, CSHB 297(FIN) was REPORTED out of
committee with a "do pass" recomendation and with one new
zero fiscal note fromthe Departnent of Revenue.

1: 41: 47 PM
AT EASE

1:43: 00 PM
RECONVENED

#hb306
HOUSE BI LL NO. 306

"An Act relating to tax credits and adm nistration of
tax credit prograns; requiring the Departnent of
Revenue to report indirect expenditures; relating to
t he duties of state agenci es; requiring t he
legislative finance division to analyze «certain
indirect expenditures; relating to |apse dates for
appropriations for capital projects; repealing certain
stat utes aut hori zi ng i ndi rect expendi t ur es; and
providing for an effective date."

1: 43: 06 PM
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Co-Chair Stoltze relayed his decision to close public
testimony with the intention of reopening it at a later
dat e.

BRODI E  ANDERSQON, STAFF, REPRESENTATI VE STEVE THOVPSCON,
i ntroduced the bill.

Co-Chair Stoltze comented that tax credits were really
general fund expenditures. He believed that they were a
|arge part of the annual budget and that any anount was
rel evant to conmttee discussion.

M. Anderson addressed the definition of an indirect
expenditure. He shared that the expenditures had no review
after being created; the credit could run in perpetuity
without requiring future legislative review He relayed
that the Indirect Expenditures Report (copy on file) had

di scovered over $400 million in indirect expenditures. The
bill addressed how to set up a mechanism to require that
i ndirect expenditures cone back before the l|egislature for
review. The bill would inplenment sunset dates for the

majority of tax credits found in Title 43.

1:48: 26 PM

M. Anderson continued to discuss indirect expenditures in
vari ous departnents. He relayed that the bill set up a
definition for the term "indirect expendi ture". He

presented the sectional analysis:

Section 1 nakes an anmendnent conforming to the repea
of AS 21.96.075 (insurance tax credit for gifts to the
Al aska Fire Standards Council).

Section 2 requires the Legislative Finance Division to
prepare and deliver to the legislature an indirect
expenditure report.

Section 3 sets out a schedule of the departnents to be
reviewed and the contents of the indirect expenditure
report prepared by the Legislative Finance Division.

Section 4 |apses an appropriation or allocation to a
named recipient for a project it five years after
appropriation or allocation, the project has not
begun.
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1: 51:

Section 5 |apses an appropriation or allocation to an
uni ncorporated comunity for a project ii five years
after appropriation or allocation, the project has not
begun.

Section 6 amends AS 37.25.020 to state that an
appropriation made for a capital project is valid for
the life of the project unless work on the project has
not begun within five years after the effective date
of the appropriation.

Section 7 nakes an anendnent conformng to the repea
of AS 27.30 (administration of the exploration
incentive credit).

Section 8 nmakes an anendnent conformng to the repea
of AS 27.30 (admnistration of the exploration
incentive credit).

Section 9 requires the Departnent of Revenue to
prepare and deliver to the legislature a report of
indirect expenditures. The section sets out the
contents of the report and directs all departnents,
agencies, and public corporations to provide the
conm ssioner of the Departnment of Revenue wth any
information necessary to conplete the indirect
expendi tures report. The section al so defi nes
“indirect expenditures.”

Section 10 makes an anmendnent conformng to the repeal
of AS 27.30 (admnistration of the exploration
incentive credit).

Section 11 nmakes an anendnent conformng to the repeal
of AS 43.77.040 (credit tbr the fishery resource
harvest ed under the community devel opnment quota).

39 PM

M

Anderson spoke to Section 9, which required the

Depart ment of Revenue (DOR) to prepare and deliver a report

t hat

woul d:

Nane the indirect expenditure,
G ve a brief description

Provi de statutory authority
Provi de a sunset date
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* Have the legislative intent

e Have the public purpose stated

e List the estimate annual effect for the past 5 years
e List the cost to admi nister the indirect expenditure
e List the nunber of beneficiaries

* Be prepared by Novenber 1st before the 1st regul ar
session of each new | egislature

M. Anderson said that there was al so enabling |anguage for
DOR to be able to work wth agencies, departnents, and
public corporations in an effort to prepare the report. He
related that the section officially gave the departnent the
power to create the report. He explained that under
Sections 2 and 3 the Legislative Finance Division (LFD)
woul d use the report to estinmate the |loss of revenue from
the indirect expenditure, estimate the nonetary benefit of
the indirect expenditure to the recipients, make a
determ nation as to whether the legislative intent was net,
offer a recomendation whether the expenditure should
continue, and give an explanation of the nethodology and
assunptions used in creating the report. He relayed that a
schedul e cycle had been created for LFD to follow, in 2015
LFD would evaluate the indirect expenditures for the
Departnments of Fish and Gane (DF&S, Health and Soci al
Services (DHSS), Labor (DOL), and Revenue (DOR). In 2017
LFD would evaluate the Court System Departnment  of
Adm nistration (DOA), Departnent of Education and Early
Chi | dhood Devel opnent (DEED), Departnment of Environnental
Conservation (DEC), Departnment of Natural Resources (DNR)
Departnent of Transportation and Public Wrks (DOT&PW; in
2019 all other renmaining agencies would be reviewed. He
expl ained that after the initial evaluation the cycle would
occur every 6 years. He stated that the report would be due
on the first day of the first regular session because if it
took the legislature up to 2 years to pass a bill, and
extension bills were being considered, it would be helpfu
to provide the legislature with the mterials that they
woul d need before the first day of session.

M. Anderson spoke to Sections 4, 5 and 6, which pertained
to unspent capital appropriations and |apsing grants. He
said that currently in statue the only entity required to
"use or lose" in 5 years a capital appropriation before it
was taken back were nmunicipalities and boroughs. He
furthered t hat uni ncor por at ed comunities, nanmed
reci pients, and departnents did not have statutory use or
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| ose requirenments. The sections created the sane |anguage
for municipalities and boroughs as for the unincorporated
communities, named recipients and departnents.

M. Anderson spoke to Section 7, which was conformng
| anguage for renoving the Mneral Exploration Tax Credit
fromthe coal section of the Alaska Land Act. Section 8 was
conform ng | anguage for the Mneral Exploration Tax Credit
fromthe production royalty section.

1:55: 21 PM

M. Anderson noted that the definition of "indirect
expenditure" <could be found in Section 9; an indirect
expenditure is a credit, exenption, deduction, deferral,
di scount, excl usi on, or other differential al | owances
designed to encourage an activity or a benefit to the
public or at tax payer. He revealed that the definition was
devel oped after reviewing the brief and finding out what
was offered by the state in indirect expenditures, as well
as looking at other states that were attenpting to rein in
simlar types of |ost revenues.

Co-Chair Stoltze hoped that the repealers in Section 12
could be enunerated to enhance public awareness and
understanding. He felt that repealers were often the nost
important part of a bill and requested that they be posted
to BASIS as soon as possible. M. Anderson agreed to
provi de the information.

Co-Chair Stoltze handed the gavel to Vice-Chair Neuman.

1: 56: 36 PM
AT EASE

1: 57: 02 PM
RECONVENED

M. Anderson continued with the sectional analysis. He
stated that Sections 10 and 11 were conform ng |anguages;
one applied to the Mneral Exploration Tax Credit, the
other for the CDQ Credit in the Fisheries Resource Landing
Tax. He continued to Section 12:

Section 12 repeals, on the day after the |ast day of
the second regular session of the twenty-ninth
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| egi sl ature, the following <credits and statutes
related to the administration of credits:

— AS 21.66.110(b) (related to the adm nistration of
t he i nsurance tax education credit;

—AS 2

1.96.070 (insurance tax education credit);

— AS 21.96.075(c)(2) (admnistration of the education
tax credits and the cap on the insurance tax credit
for gifts to the Alaska Fire Standards Council);

— AS 24.20.271(12) (administration of the film
production tax credit);

—AS 27.30.0 10 -

27.30.099 (admnistration of the exploration incentive
credit);

—AS 43.20.0 14 (incone tax education credit);

—AS 43 .20.044 (exploration incentive credit);

—AS 43 .20.048 (veteran enploynent tax credit);

— AS 43.55.0 19 (oil or gas producer education
credit);

—AS 43.56.018 (property tax education credit);

—AS 43. 65.018 (m ning business education credit);

—AS 43.75.0 18 (fisheries business education credit);
-AS 43.75.032 (fisheries business tax «credit for
schol arshi p contri butions);

-AS 43.75.03 5 (fisheries business salnon product
devel opnent tax credit);

— AS 43.75.036 (fisheries business salnon utilization
tax credit);

— AS 43.75.130(b) (admnistration of the fisheries
busi ness tax credit for scholarship contributions);

— AS 43.75,130(t (admnistration of the fisheries
busi ness sal non  product devel opnent tax credit,
fisheries business salnon utilization tax credit, and
the film production tax credit);

— AS 43.75.130(g) (admnistration of the fisheries
busi ness sal non  product devel opnent tax credit,
fisheries business salnmon utilization tax credit, and
the film production tax credit);

— AS 43.77.035 (fisheries resource landing tax credit
for schol arship contributions);

— AS 43.77.040 (fisheries resource landing tax credit
for the fishery resource harvested under the comrunity
devel opnent quota);

— AS 43.77.045 (fisheries resource |anding tax
education credit);
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— AS 43.77.060(e) (admnistration of the fisheries
resource | andi ng t ax credit for schol arship
contri butions, fisheries resource | andi ng t ax
education credit, and the film production tax credit)
—AS 43.98.030 (filmproduction tax credit);

AS 44.25.100 - 44.25.190 (admnistration of the film
production tax credit).

M. Anderson stated that Section 13 stated that if credits
had already been issued and for sone reason the sunsets
canme and there was no extension, the credits that had been
issued to that point wuld still be viable. Finally,
Section 14 was the actual date of when the repealer went
into effect; the day after the last day of the regular
session of the 29th Legislature 2016.

1: 59: 16 PM

Representative WIson asked for verification that all tax
credits on the books were listed in the bill. M. Anderson
replied that the credits included everything listed in DOR
non-oil and gas.

Representative WIson wondered why oil and gas credits were
not included. M. Anderson replied that many of the oil and
gas credits had sunset dates. He elaborated that over the
past few years there had been extensive debate on the
subject of oil and gas credits; the credits in the bill
were credits that had not garnered much debate but could
run into perpetuity.

Representative WIson requested a list of oil and gas
credits wthout a sunset date. M. Anderson agreed to
follow up with the list. He noted that the credits w thout
sunset dates were exploration credits. Sunsets were not put
on exploration credits because decisions to invest were
made vyears in advance and the long-term inpact of a
sunsetting exploration credit could have an inpact on
investnments made far into the future.

2:01: 37 PM

Representative Holnmes asked about the interplay between
Sections 3, 12, and 14. She asked whether all of the
credits listed in Section 12 were under the departnents
that would be in the first 2015 round of analysis. She
wondered whether a repealer would need to be added to the
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bill for the credits that would be reviewed in 2017 and
2019.

M. Anderson responded that all of the sunsetting tax
credits were a part of the FY 15 review under DOR He said
that the crafters of the bill had attenpted to set the

mechanism in place wthout binding the hands of future
| egi slatures. He explained that by setting up the review
cycle, in 2015 legislators would need to cone forth to
offer an extension bill for the sunsetting credits, future
| egislators could also |ook through the report for things
they may want to repeal.

2:04: 22 PM

Representative Holnmes asserted that the cycle created
confusion by setting up a three-step review process wth
the people in the first batch having a repealer.

M. Anderson shared that the credits in DOR had been chosen
specifically because of t he exhaustive anount of
information that was there currently without a report. He
felt it was premature to identify and sunset «credits
without all of the available information; the idea was to
set up the nmechanism first and then let the next set of
bills reflect the repeal ers, extensions, and sunsets.

Representative Holnmes surmsed that the repealers in
Section 12 were a subset of other itens. She believed there
woul d be further discussion |ater.

Representative Minoz asked whether the bill included any
credits that had statutory sunset dates. M. Anderson
replied that he would get a list. He offered that the
Sal non Production Credit had a sunset in 2015, and the Film
Production Credit would sunset in 2023.

2:07:51 PM

NANNETTE PIERSON, SELF, FAIRBANKS (via teleconference),
spoke in support of the Film Tax Incentive Credit. She did
not believe people would conme to Alaska to nmake novies
without the incentive. She asserted that wthout the
incentive the sane novies could be nade in Canada for half
the cost. She did not believe her famly would remain in
Alaska if the credits were repealed. She stated that the
credits produced a substantial anount of noney. She
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di scussed that it was difficult to keep hotel roons and

restaurants full in the winter in Fairbanks. She said that
there had been a film nade in Fairbanks that had generated
a half mllion dollars, in January.

Representative WIlson clarified that there were two bills
on the issue. Ms. Pierson understood.

Representative Gara revealed that when he initially read

the bill he wunderstood that it was a nechanism for
reviewing many tax credits; however, he now understood that
the bill could renove many credits.

2:11: 47 PM

M KE SATRE, HECLA GREENS CREEK M NE, JUNEAU, agreed wth
the intent of the bill; however, he expressed concern
related to Section 12. He shared that the m ne had used the
Education Tax Credit to establish the Pathway to M ning
Careers Program at the University of Al aska Southeast. He
shared that the program had been extrenely successful in
taki ng high school students and teaching them about m ning
opportunities. He reconmended that the repeal er section be
removed and that the report be utilized to exam ne indirect
expenditures in the future. He believed many of the tax
credits were very useful to many industries.

Representative Quttenberg spoke to one of the mneral
exploration repealers. He felt that the credit was doing
what it had been intended to do.

M. Satre replied that this was a classic exanple of a
credit that was working. He provided sone background on the
credit.

Representative Gara directed the commttee's attention to
Page 5, section 10, which he interpreted would do away with
AS 27.30 Exploration Incentive Credits. He wondered what
effect ending that «credit would have on the mning
i ndustry.

2:16: 48 PM

M. Satre replied that the industry took into account
whether it would be able to take advantage of credits. He
believed that renoval of the credit would be danmaging to
investnment in the state.
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Representative Gara believed it was inportant to |ook
closely at all of the credits prior to making a deci sion.

Representative Minoz appreciated the discussion on the
education credit.

2:18: 54 PM

DEANTHA  CROCKETT, EXECUTI VE DI RECTOR, ALASKA M NERS
ASSCCI ATI ON, spoke in opposition to Section 12 of the bill.
She testified that the association used the mnerals and
mning credits. She relayed that the association hoped the
credits woul d renmai n unt ouched.

Vi ce-Chair Neunman CLOSED public testinobny with the intent
to reopen it at a later tine.

2:20:34 PM

Representative Gara reveal ed his expandi ng understandi ng of
the legislation. He expressed concern with the nunber of
tax credits that could be repealed under the bill. He
t hought that further review and analysis should be done
before any of the credits were repeal ed.

M. Ander son replied t hat he would di scuss t he
recommendation with the bill sponsor. He acknow edged that
the state was experiencing difficult financial tinmes. He
t hought that sunsetting could be an option for cutting
expenses.

Representative WIson wondered about sunsetting all the
credits at once rather than staggering the repeals over the
years.

M. Anderson replied that a considerable anpbunt of research
had gone into crafting the bill. He said the question as to
what specific legislatures could demand of future
| egislatures had been considered while drafting the
| egislation. He explained that the credits in the bill had
been chosen because of the sponsor's famliarity with them
and the research avail abl e.

2:24: 45 PM
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Representative WIson restated her question. She stated
that she was trying to understand the difference between
repealing and sunsetting the credits.

M. Anderson responded that the bill would sunset credits
with the expectation that sunset dates could be extended
into the future. He relayed that as long as future
| egislators took action to extend the sunset dates for
credits they would not be repealed. He |ikened the process
to boards and comm ssions sunset bills. He stated that the
expectation was that the credits that legislators wanted to
extend sunset dated for would do so in the future

Representati ve W son di scussed t he scenario
hypot hetically. She asked what happened when a credit nmade
it through the first round.

M. Anderson answered that the future Ilegislation that
woul d reflect the extension date would have a date witten
into it and it would be up to the purview of the |egislator
that introduces the legislation. He noted that the 6 year
rotation was only for the review cycle.

2.:27:36 PM
Vi ce-Chair Neunman | ooked at page 2, line 9 related to LFD
duties under the bill. He asked what would happen if the

governor did not give permssion to LFD to serve ex officio
on the governor's budget review conmttee.

M. Anderson replied that the provision was currently in
statute. He detailed that the only changes Page 2 were the
del etion of word "and" on Line 10, the addition of the word
"and" on Line 13, and the addition of Subsection 8.

Vi ce-Chair Neuman |ooked at the new subsection. He noted
that LFD nade many determ nations and recommendations. He
spoke to Line 17, section 5 and inquired whether the
sponsor had contenplated the nethodologies that would be
used and the assunptions that would be made to give
direction to LFD when they exam ned the credits.

M. Anderson responded that that the |anguage and been
added because when reviewing the reports created by LFD
nost of the reports included and explanation of how the
recomrendati ons were determ ned.
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Vi ce-Chair Neuman surmsed that a new nethodol ogy had not
been created. M. Anderson replied no.

Vice-Chair Neuman turned to Sections 4 and 5. He asked if
funds were granted toward a capital project and the project
had fund sequestered for design and engineering would that
qgqual i fy as noney being encunbered for the project.

M. Anderson replied that the Departnment of Conmmerce,
Community and Econom ¢ Devel opnent had a system set up to
review |apsing grants. He deferred the question to the
department. He said he would follow up on the question with
t he departnent.

2:31:34 PM

Representative Gara stated that the tax credits included in
the bill had been subject to extensive debate in the past.
He hypothesized if a legislator wanted to reintroduce a
sunsetted M neral Exploration Credit they would need to go
before 2 or 3 conmittees on each side, hire experts and
bring in testifiers. He asserted that the credits in the
bill would be substantially nmore difficult to reauthorize
than a board or a conmi ssion.

M. Anderson replied in the affirmative. He agreed that the
boards and conm ssions sunset analogy may have been an
i nadequat e exanpl e.

Representative Cuttenberg discussed sonme of the credits
that had been left out of the bill. He requested further
di scussion on how the credits in the bill were sel ected.

M. Anderson replied that the brief provided contained all
of the oil and gas, and marine highway credits, the only
departnent that was not Ilisted was the University of
Alaska. He said that the sponsor had requested al
departnments and agencies under DOR, but had difficulty
receiving information from the University. He stated that
the expenditure report contained all of the «credits
identified by the Division of Legislative Research; the
bill excluded oil and gas. He stressed that the credits in
the bill were the majorly, statutorily assigned tax credits
found in Title 43.

Representative GQuttenberg he clarified that he was speaking
to whatever it took for industry to plan ahead in respect
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to future spending; all of those things were in the DOR
report except for oil and gas. M. Anderson specified for
DCOR only.

Representative GQuttenberg asked whether there had been
di scussi on about l|leaving the Mneral Tax Credit out of the
bill.

2:36: 28 PM

M. Anderson replied that there had been significant
di scussion on how to set up the mechanism for the sunset
date in Section 12. He there had been discussion about
assigning it to title 38, which was Al aska Public Lands,
and excluding credits that could inpact that. He believed
that the sponsor would be willing to further discuss how a
mechani sm coul d be set up

Representative Quttenberg expressed concern that credits
woul d sunset before the |egislature had a chance to exam ne
them He thought that conpanies would stop relying on a
m neral exploration tax credit because at a certain point
it would not be avail abl e.

HB 306 was HEARD and HELD in commttee for further
consi derati on.

Vi ce- Chair Neuman di scussed housekeepi ng.

#
ADJ QURNVENT

2:38: 57 PM

The neeting was adjourned at 2:38 p. m
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