SENATE FI NANCE COWM TTEE
April 19, 2014
4:03 p. m

4:03: 03 PM

CALL TO ORDER

Co-Chair Meyer called the Senate Finance Commttee neeting
to order at 4:03 p.m

VEMBERS PRESENT

Senator Pete Kelly, Co-Chair

Senat or Kevin Meyer, Co-Chair

Senat or Anna Faircl ough, Vice-Chair
Senator dick Bishop

Senat or M ke Dunl eavy

Senat or Lyman Hof f man

Senat or Donny d son

VEMBERS ABSENT

None

ALSO PRESENT

Edra Morledge, Staff, Senator Kevin Myer; Robert Wi cker,
Director, Consortium for Digital Learning, Association of

Al aska  School Boar ds; M chael Hanl ey, Conmi ssi oner,
Department of Education and Early Devel opnent; Kel l'y
Cunni ngham Fiscal Analyst, Legislative Finance Division;
Davi d Teal , D rector, Legi sl ative Fi nance Di vi si on;
Representative Steve Thonpson; Brodi e Anderson, Staff
Representative Steve Thonpson; Patricia Hull, Menber ,

Alaska Film Goup, Juneau; Joe MWMthis, Vice President,
External Affairs, Nana Devel opment Corporation; Joe Bal ash,

Comm ssi oner, Depart ment of Nat ur al Resour ces; Doug
Chapados, President and Chief Executive Oficer, Petro Star
Inc., Juneau; WMatt G 1I, Senior Mnager, External Affairs,

Tesoro, Juneau; Rebecca Rooney, Staff, Representative Peggy
W/ son; Tom Brice, Al aska Laborers Union, Juneau.

PRESENT VI A TELECONFERENCE

Stacey Bol es, Program Director, Alaska New Medi a,
Anchorage; Audra Henderson, Self, University of Al aska



Anchorage, Anchorage; Lawence David Fol des, Menber, Awards
Executive Committee, Acadeny Mdtion Picture Arts & Sciences
in Los  Angel es, Anchor age; Deborah  Schil dt, Sel f,
Anchor age; Bob Crocket, GCeneral Manager , Pi ksik LLC,
Anchorage; Natalia Lanont, Self, Anchorage; Ron Hol nsteron,
Sag- Aftra, Anchorage; Sarah Saarl oos, Self, G rdwood; Kent
Schel er, Mountain Safety Logistics, Anchor age; Cedar
Cussins, Gecko Services LLC, Anchorage; Richard Ceiger,
Self, Anchorage; Tess Waver, Self, Anchorage; Kat hy
Robi nson, Weel Good Food, Anchorage; Lauren Trawyer, Self,
Anchor age; DK Johnston, Tri Seven Pictures, Anchorage; Beth
Skabar, Self, Anchorage.

SUMVARY
HIR 10 CONST. AM  TRANSPCORTATI ON FUND

HIR 10 was HEARD and HELD in comrittee for
further consideration.

CSHB 140(FIN) am
REGULATI ONS: NOTI CE, REVI EW COWVENT

SCSCSHB 140(JUD) was REPORTED out of conmttee
with "individual recommendations” and wth a
previously published fiscal inpact note: FM
(DNR), a new fiscal inpact note from the Senate
Fi nance Comm ttee for t he Depart nent of
Environnental Conservation, a new zero fiscal
note from the Senate Finance Commttee for the
O fice of the Governor, a new fiscal inpact note
from the Senate Finance Conmittee for the
Departnment of Commerce, Community and Econom c
Devel opnent .

CSHB 278(FI N) am
EDUCATI ON

SCSCSHB 278(FIN) was REPORTED out of conmmttee
with a "do pass" recommendation and with a new
fiscal impact note from the Department of
Education and Early Developnent, a new fiscal
i mpact note from the Departnent of Education and
Early Devel opnent, a new zero fiscal note from
Department of Education and Early Devel opnent, a
new fiscal inpact note from the Senate Finance
Commttee for the Legislature, a new fiscal
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i mpact note from the University of Alaska, a new
indeterminate fiscal note the Departnment of
Revenue, a new fiscal inpact note fromthe Senate
Finance Committee for the Departnment of Labor and
Wor kf orce Devel opment, a new fiscal inpact note
from the Departnment of Education and Early
Devel opnent, a new fiscal inpact note from the
Department of Education and Early Devel opnent, a
new zero fiscal note from the Departnment of
Education and Early Devel opnent, and a new zero
fiscal note from the Departnent of Education and
Early Devel opnent .

CSHB 287(RLS) am
O L ROYALTIES; TAX CREDI T

CSHB 287(RLS) am was HEARD and HELD in conmmttee
for further consideration.

CSHB 306( FI N)
EVAL. | NDI RECT EXPENDI TURES; TAX CREDI TS

CSHB 306(FIN) was HEARD and HELD in commttee for
further consideration.

HB 384 am
ALASKA M NI MUM WAGE

HB 384 am was SCHEDULED but not HEARD

#hb278
CS FOR HOUSE BI LL NO. 278(FIN) am

"An Act increasing the base student allocation used in
the formula for state funding of public education;
relating to the exenmption from jury service for
certain teachers; relating to the powers of the
Depar t ment of Education and Early Devel opnent;
relating to high school course credit earned through
assessnment; relating to school performance reports;
relating to assessnents; establishing a public school
and school district grading system relating to
charter schools and student transportation; relating
to residential school applications; relating to tenure
of public school teachers; relating to unenploynent
contributions for the Alaska technical and vocationa
education program relating to earning high school
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credit for conpletion of vocational education courses
offered by institutions receiving technical and
vocational education program funding; relating to
schools operated by a federal agency; relating to a
grant for school districts; relating to education tax

credits; establishing an optional muni ci pal t ax
exenption for privately owned real property rented or
| eased for wuse as a charter school; requiring the

Department of Admnistration to provide a proposal for
a salary and benefits schedule for school districts;
maki ng conform ng anendnents; and providing for an
effective date.”

4:04: 00 PM

Vi ce-Chair Fairclough MOVED to ADOPT the proposed conmittee
substitute for HB 278, Wrk Draft 28-GH2716\V (M schel,
4/ 19/ 14). There being NO OBJECTIQN, it was so ordered.

Vi ce-Chair Fairclough wondered if the conmttee should take
a brief AT EASE to distribute the CS. Co-Chair Meyer
replied that there were very few changes in the CS

EDRA MORLEDGE, STAFF, SENATOR KEVIN MEYER, related that
there were 5 changes in the CS. She |ooked at Section 7,
which involved the ©procurenment for the Personalized
Learning Opportunity Gants. The inserted |anguage ensured
that school districts would use conpetitive procedures,
i ncluding seeking bulk purchase discounts for equipnent,
support, and training. The section also clarified that the
procurenent process would provide vendors wth reasonable
and equitable opportunities to participate in the program
The section required the Association of Alaska School
Boards to evaluate the effectiveness of a sub grant under
the program The section also required an independent third
party evaluation of the effectiveness of the entire grant
program and to provide a report to the |egislature.

Co-Chair Meyer noted that there was discussion the previous
day regarding the various types of electronic devices
avai l able, and the intent of the change to allow for equa
opportunities for every conpany.

Vi ce-Chair Fairclough hoped that the Association of Al aska
School Boards would testify before the conmttee, in order
to ensure understanding of the new |anguage and the
| egislature's intent. Co-Chair Myer replied that they
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would testify following the presentation of the bill
changes.

Ms. Morledge |ooked at Section 20, which related to the
bond debt reinbursement program through Department of
Education and Early Devel opnent (DEED). The previous bill
version's effective date was July 1, 2014, but there was
some concern that it did not include the nmunicipalities
with fall elections. The effective date was changed to
January 1, 2015. She explained that Section 24 outlined a
change to the required local contribution of a city and
borough to the school district, changing the m| tax |evy
from2.65 to 2.80 m!l| rate

Co-Chair Meyer recalled that the local contribution was
changed two years prior. The m| rate was changed from 2.9
to 2.65, which took the education funding from the
municipalities to the state. He stated that the change
shifted the ml| rate back to the nunicipality, so they
could greater contribute to education.

4:09:16 PM

MVs. Morl edge explained that the two teacher tenure
provi sions were renoved fromthe bill.

Co- Chair Meyer surmsed that the tenure status had returned
to its original termof three years. M. Mrl edge responded
in the affirmative.

Ms. Morledge stated that the |last page of the bill had a
change, which required the Department of Admnistration
(DOA) to present a proposal for a statewi de salaries and
benefits schedule for school districts. The current version
removed DOA from that obligation, and noved it into the
LB&A conmittee to present a study on the salaries and
benefits schedul es statew de.

Vi ce-Chair Fairclough asked if there was an anal ysis on how
the mi| rate affected the local conmmunities. Co-Chair Meyer
replied in the affirmative, and wondered if there was a
specific comunity that should be addressed.

Vi ce-Chair Fairclough queried the ml rate for the Aleutian

Borough. Co-Chair Meyer replied that the Aleutian East
Bor ough woul d be required to contribute $34, 831.
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Vice-Chair Fairclough wondered if the $34,831 was in
addition to the current contribution. Co-Chair Meyer
replied in the affirmative.

Vi ce-Chair Fairclough explained that there was a ml rate
cap that was instituted a few years prior. She surm sed
that the bill's intent was to encourage communities to
partici pate above the m | rate cap. Co-Chair Meyer replied
that the state took $9.2 nmillion by noving the nml| rate to
2.65. The legislation would change the ml| rate to 2.8, so
Anchorage would contribute an additional $5.5 mllion to
educati on.

Vice-Chair Fairclough asked if Anchorage could use its $7
mllion to help the school district. She did not believe
that the action could occur retroactively, so she wondered
if there could be an effective date. Co-Chair Meyer replied
that the communities would be equally affected.

Vi ce-Chair Fairclough requested that the docunent be posted
in the backup docunments attached to the bill. M. Morledge
agreed to provide that information.

Vi ce-Chair Fairclough asked that M. Whicker address the
procurenent issues of the bill.

4:14:11 PM
AT EASE

4:18: 00 PM
RECONVENED

Vice-Chair Fairclough remarked that the Association of
Al aska  School Boards ( AASB) managed the One-on-one
Education Learning opportunity. There was a concern
regarding the type of technology that each school district
woul d utilize, and the state nmanagenent of technology. She
wanted the |owest possible unit cost price to school
districts to allow them to utilize their preferred
pl atform

ROBERT WHI CKER, DI RECTOR, CONSORTI UM FOR DI A TAL LEARN NG
ASSCCI ATI ON OF ALASKA SCHOCOL BOARDS, JUNEAU, announced that
AASB would be soliciting vendors to seek the one-to-one
solution set, and wirk wth school districts on that
pl atform
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Vice-Chair Fairclough |ooked at page 7, item C, and
announced that, if passed, the | aw woul d read:

"Before nmaking a sub grant to a school district, the
Association of Alaska School Boards shall use a
conpetitive process to solicit prices from vendors,
i ncluding, where possible, seeking bulk purchase
di scounts for the technol ogy, equipnent, support, and
training to be purchased with the funds from the grant
program "

M CHAEL HANLEY, COW SSI ONER, DEPARTMENT OF EDUCATI ON AND
EARLY DEVELOPMENT, felt that Ms. Morl edge accurately
addressed the bill changes. He renmarked that the changes
were small, but significant, and would continue to have a
positive inpact on education.

Co- Chair Meyer renmarked that the funding of the |egislation
had al so changed from the original version. He stated that
the fiscal notes would be discussed, and hoped that the

conversation would bring clarity to the bill's funding.
There had been sonme discussion about the funding for the
upcomng three years. The $25 nmllion a year funding

equated to a $100 base student allocation (BSA). He
stressed that the funding was outside of the current
funding formula. He renmarked that there were sone other
additions to the funding: broadband, standardi zed testing,
m ddl e school pilot program for Al aska Native Science and
Engi neering Program (ANSEP), the charter school startup,
and the correspondence schools. He reiterated that the
anal ysis of additional funding depending on the financial
mani pul ation. He felt that there were substantial changes
and additions to the education funding.

4:25:32 PM

KELLY CUNNI NGHAM  FI SCAL ANALYST, LEGQ SLATIVE FI NANCE
DVISION, wondered if there would be a page by page
di scussion of the fiscal note packet. Co-Chair Meyer
replied in the affirmative.

Co-Chair Meyer asked if there would be one fiscal note
substitution. Ms. Cunninghamreplied in the affirmative.

Ms. Cunni ngham announced that the fiscal note from the
Department of Labor and Workforce Devel opnent (DLWD), and
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was an agency w de allocated appropriation. The fiscal note
was only for TVEP, and was applied to eight entities.

Senat or Dunleavy inquired the nunber of the fiscal note.
Ms. Cunni ngham responded that the fiscal notes had not been
nunber ed.

Co- Chair Meyer announced that the fiscal note was | abel ed,
"Departnment of Labor and Workforce Devel opnent."

Ms. Cunningham restated that the fiscal note was agency
wi de and allocated, and related to eight entities.

Ms. Cunningham related that the next fiscal note was for
DOA. She stated that the funding was originally intended
for a study that the new CS directed LB&A as the overseer
The note shoul d now be di sregarded.

Senat or Hof fman wondered if the funding would be applied to
LB&A. Co-Chair Meyer responded that LB&A already had the
funding to conduct the study.

Vi ce- Chair Fairclough announced that LB&A would attenpt to
use its existing funds to conduct the study.

Ms. Cunni ngham stated that there was a fiscal note fromthe
Tax Division of the Departnent of Revenue (DOR), and was a
zero fiscal note.

Ms. Cunni ngham explained the fiscal note for the DEED
Boarding Hone Grants for $2.249 mllion. It increased the
stipend ratio to the boarding schools. There was a partial
increase the year prior, and the funding provided a slight
increase to the grant.

Ms. Cunni ngham announced that the fiscal note for K-12
Support Foundation was zero, because the actual dollars
were reflected in the public education fund note.

Ms. Cunni ngham explained that the fiscal note for the
Al aska Library and Miseuns was $7.3 nmillion for internet
support. She believed the funding would provide for a
district at which one or nore schools qualify for a
di scounted rate for internet services would be eligible to
receive an amount to bring their download speed up to ten
nmegabits per second.
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Vice-Chair Fairclough asked if the fiscal note related to
the "e rate", and whether it including nmatching noney. M.
Cunni ngham replied that the fiscal note was associated with
Senator dson's broadband Ilegislation. The e-rate was
nmenti oned, but she could not speak further on that topic.

4:30: 08 PM

Senator O son understood that the fiscal note related
directly to matching e-rate funds. He stated that it also
included the federal portion that would apply directly to
t he school districts.

Vice-Chair Fairclough did not see information regarding
mat chi ng noney in the backup for the note.

Senator O son observed that one of the reasons that it was
not in the note was because the nobney went directly to the
school district, but was delivered at a four-to-one ratio.

Ms. Cunni ngham spoke to a zero fiscal note for debt service
and school debt reinbursenent. She stated that there was
some reduced cost, so that was the reason for the zero
note. The replacenment note was for the DEED Student and
School Achi evenent . The note added $3 nmillion for
personal i zed | earni ng grants.

Co-Chair Meyer wondered if the revised fiscal note also
included a three-year pi | ot program for STEM MVs.
Cunni nghamreplied in the affirmative.

Senat or Dunl eavy asked if the $750,000 in Innovative Gants
was contained in the revised fiscal note. M. Cunningham
replied in the affirmative.

Senat or Dunl eavy announced that the funding was included in
the DEED submitted budget. M. Cunningham responded that
the funding would not be accepted at the Conference
Comm ttee.

Co-Chair Kelly announced that the adjustnent would be
addressed at the Conference Commttee.

Ms. Cunni ngham

Vice-Chair Fairclough wondered if the fiscal note for
$1.794 mllion should be disregarded, and be replaced with
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$7.550 mllion should replace that note. M. Cunningham
replied in the affirmative, and explained that the backup
for the new fiscal note would be revised to reflect the
changes.

Ms. Cunni ngham spoke to another fiscal note for the
University of Alaska (UA), which included technical funding
for the TVEP program

Senator Bishop conmented that the increase was a decrenent
of $204,000 to UA, so it was less than what would appear
under the percentage decrenent.

Vice-Chair Fairclough wondered if the funding related to
t he penny increase. Senator Bishop replied that it was 0.16
of 1 percent increase.

Vice-Chair Fairclough asked if the funding was new noney
for UA, and if it was an addition of the expanded prograns.
Ms. Cunni ngham deferred to M. Teal

4:37:48 PM

DAVI D TEAL, DI RECTOR, LEGQ SLATIVE FINANCE DI VI SION, stated
that the change was negative, but there was an increase in
total TVEP funding. He explained that UA had 50 percent of
the funding, but 5 percent of the funding for UAS was
removed, so UA received 45 percent of a larger portion, but
was ultimately | ess noney.

Ms. Cunni ngham expl ained that the public education fisca
note correlated with the K-12 foundation program It
i ncluded the correspondence nultiplier change from 0.8 to
0.9, and anends the charter school funding by providing
hi gher funding starting at the 75 ADM

M. Teal pointed out that there was still a mssing fisca
not e from DEED.

Senat or Dunl eavy wondered if the change in the nml rate
guaranteed that the schools within the nunicipality would
receive that funding. M. Teal replied that the change did
not guarantee funding for the runicipality.

Senator Dunl eavy queried the inpact of the change in the

ml|l rate. M. Teal responded that conmunities had to
contri bute another $132 million to school districts.
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Senator Dunleavy wondered if "conmmunities" referred to
recogni zed nunicipalities. M . Teal responded in the
affirmative

Vice-Chair Fairclough stated that there was an additiona
fiscal note from LB&A Committee for FY 15 only for $650, 000
to inplement a school district cost factor study; a schoo
size factor study; and a study of the salaries and benefits
that were paid through the State of Al aska.

Senat or Dunl eavy asked what the total package would be for
each year of +the proposed Ilegislation. M. Cunningham
replied that there was $22.695 nmillion in FY 15.

Senator Dunleavy asked that she be nore specific by
announci ng specific dollars.

4:42: 33 PM
AT EASE

4:45: 48 PM
RECONVENED

4:45:53 PM

Ms. Cunni ngham stated that part 1 of the total package cost
was $100 million in FY 15, and the fiscal notes were an
additional $23 mllion, with a $12 mllion savings fromthe
change in the ml| rate. The total extra cost in FY 15 was
approximately $11 mllion in addition to the $100 mllion.

Senator Dunl eavy surm sed that the total cost for FY 15 was
$111 million. M. Cunni ngham agreed. She furthered that the
cost would continue into FY 16 and FY 17, except for the
$650, 000 the LB&A st udi es.

Co- Chair Meyer thought that the figure was pretty close to
his own estimate. He felt that it was alnost a $500 BSA. He
stated that a large portion of the funding was for
br oadband.

Senat or Dunl eavy announced that it $111 mllion per year
for the following three years and $2 billion was
appropriated for the Public Enployees' Retirenment System
(PERS). He felt that the proposed |egislation would stop
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the argunent that the state was not funding public
educati on.

Co-Chair Meyer wondered if the legislation funding was in
addition to the overall spending for $1.2 billion to $1.3
billion. M. Teal replied in the affirmative

Co-Chair Meyer asked if it was $1.2 billion or $1.3
billion. M. Teal replied that it was alnost $1.3 billion.

Vi ce-Chair Fairclough noted that there were a |ot of public
i nterest based on an expectation of an increase to the BSA
She commented that she was willing to participate with the
organi zations for three years to solve the schools issues
in urban and rural Al aska.

4:51:32 PM

Co-Chair Kelly MOVED to REPORT SCSCSHB 278(FIN) as anmended
out of commttee with individual recommendations and the
acconpanying and forthcomng fiscal notes. There being NO
OBJECTION, it was so ordered.

SCSCSHB 278(FIN) was REPORTED out of commttee with a "do
pass" recommendation and with a new fiscal inpact note from
the Departnment of Education and Early Devel opnent, a new

fiscal inpact note from the Departnment of Education and
Early Devel opnent, a new zero fiscal note from Departnent
of Education and Early Developnent, a new fiscal inpact

note fromthe Senate Finance Commttee for the Legislature,
a new fiscal inpact note from the University of Al aska, a
new i ndeterm nate fiscal note the Departnent of Revenue, a
new fiscal inpact note from the Senate Finance Conmttee
for the Departnent of Labor and Wrkforce Devel opnent, a
new fiscal inpact note fromthe Departnment of Education and
Early Devel opnent, a new fiscal inpact note from the
Department of Education and Early Devel opnent, a new zero
fiscal note from the Departnent of Education and Early
Devel opnent, and a new zero fiscal note from the Departnent
of Education and Early Devel oprent.

4:51:55 PM
AT EASE

5:19:41 PM
RECONVNED
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Co-Chair Meyer handed the gavel over to Vice-Chair
Fai r cl ough

#hb306
CS FOR HOUSE BILL NO. 306(FIN)

"An Act relating to the review 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 the
i nsurance tax education credit, the inconme tax
education credit, the veteran enploynent tax credit,
the oil or gas producer education credit, the property
tax education credit, the mning business education
credit, the fisheries business education credit, the
fisheries busi ness t ax credit for schol arship
contributions, the fisheries business salnmon product
devel opment tax credit, the fisheries business sal non
utilization tax credit, the fisheries business |anding
t ax credit for schol arship contri buti ons, t he
fisheries resource landing tax «credit for t he
fisheries resource harvested under the community
devel opnent quota, the fisheries resource |anding tax
education credit, and the film production tax credit;
and providing for an effective date."

5:20: 06 PM

REPRESENTATI VE STEVE THOWPSON, presented HB 306:

HB 306 is sound fiscal policy. HB 306 provides the
| egislature with an effective tool to identify and
capture potential |ost revenue. A Legislative Research
report shows that over the past five years, the State

has forgone alnost half a billion dollars through
identified indirect spending across all departnents,
inclusive of $20 mllion in Departnent of Revenue tax

credits not related to oil and gas.

HB 306 wll provide a nmechanism to help the
| egislature identify its spending by providing
information on indirect expenditures, and capital
grants to projects by bringing them back before the
| egi slature for fiscal review
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HB 306 | apses grants to capital projects that have not
begun substantial, ongoing work within five years of
the effective date of the appropriation or allocation.
Ther eby, each capital project wthout action within a
five-year period will lapse, if its ongoing existence
is not justified for re-appropriation.

Secondly, HB 306 requires that before the start of the
first regular session of each new Legislature, the
Dept. of Revenue provide to the chairs of the Finance
Commttees, and the Legislative Finance Division, a

report on i ndi rect expendi t ur es. An “indirect
expenditure” is defined in HB 306 as a credit,
exenption, deduction, deferral, discount, exclusion,

or other differential allowance designed to encourage
an activity to benefit the public by forgoing revenue
to the state, an exanple being the credits used
agai nst corporate taxes.

Then, the Legislative Finance Division wll take
Department  of Revenue’s report and analyze the
i ndi rect expendi tures for each depart ment, as
scheduled in the bill, wth subsequent reviews every
six years. The Legislative Finance wll then issue a

report to the legislature providing an estimte of
forgone revenue due to the indirect expenditure, an
estimate of nonetary benefits, whether the |egislative
i nt ent of the statute is being net, and a
recomendation as to continuance of the indirect
expenditure, its economc effect, and an explanation
of the methodol ogy used in preparing the report.

Lastly, the bill sunsets specific Departnent of
Revenue Tax Credits, not related to gas or oil by the
end of the Second Regular Session of the Twenty-N nth
Legislature. Bringing these credits back before future
Legislatures for a review will continue to guarantee
the effectiveness of the State’s indirect spending.

5:27:07 PM

Vi ce-Chair Fairclough wondered if the |egislation repeal ed
the film tax credit. She surmsed that the |I|egislation
generally examnes all tax credits. Representative Thonpson
replied that the legislation gave the film tax credit a
sunset date for the end of 2016, at which time the

Senat e Fi nance Comm ttee 14 04/ 19/ 14 4:03 P. M



| egislature would review the tax credit. He explained that
the film tax credit was developed with $300 mllion, and
there were already commtnents for over $100 mllion of
that fund. He stated that the fund would need to
recapitalize at the end of 2015.

Vi ce-Chair Fairclough wondered if there was any additional
i nformation.

BRODI E ANDERSON, STAFF REPRESENTATIVE STEVE THOWPSON,
stated that Representative Thonpson covered the major
conmponents of the |egislation.

5:28: 58 PM

PATRICIA HULL, MEMBER, ALASKA FILM GROUP, JUNEAU, spoke
against HB 306. She related that filmtax credit had built
the industry in Alaska. She thought that elimnating the

film production tax credit would kill the industry in
Al aska.
Vi ce-Chair Fairclough noted that there was still confusion

and requested an explanation of the inclusion of the film
tax credit in the legislation. M. Anderson replied that
| egal aspect of the legislation dealt with a sunset and
repeal the sane way and that it was the legislature. He
stated that the intent was to review the credits.

5:35: 07 PM

STACEY BOLES, PROGRAM DI RECTOR, ALASKA NEW MEDI A, ANCHORACGE
(via teleconference), testified against HB  306. She
remarked that the film tax credits provided an increase to
Al aska's econony.

5:38:13 PM

AUDRA HENDERSON, SELF, UN VERSITY OF ALASKA ANCHORAGE,
ANCHORAGE (via teleconference), spoke against HB 306. She
explained that she had a career in film in television,
which started at the David Letternman Show. She hoped to
continue her career in the state. She felt that the film
tax credits encouraged and strengthened Al aska's econony,
and it needed nore time to fully devel op.

5:39: 50 PM
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LAWRENCE DAVID FOLDES, MEMBER, AWARDS EXECUTI VE COWM TTEE

ACADEMY MOTION PICTURE ARTS & SCIENCES IN LOS ANGELES,

ANCHORACGE (via teleconference), testified against HB 306.

He related that financing for the film industry was
difficult, especially in Alaska. He remarked that the film
tax credits hel ped to encourage the devel opnent of film and
television in Alaska. He stressed that it was a new
program and needed nuch nore tinme to be developed and
becone fully integrated and utilized.

5:44:04 PM

DEBORAH SCHI LDT, SELF, ANCHORAGE (via teleconference),
spoke against HB 306. She stated that Al askans across the
state supported the film tax «credits, and the film
i ndustry. She stressed that the program gave Al askans
uni que career opportunities, and exposed the state to nuch
needed marketi ng.

5:47:14 PM

BOB CROCKET, GENERAL MANAGER, PIKSIK LLC, ANCHORAGE (via
tel econference), testified against HB 306. He felt that
there would be great ramfications of the film industry in
Al aska. He felt that the jobs and businesses would have a
great negative effect, and remarked that the film industry
was growi ng in Al aska.

5:50:16 PM

NATALI A LAMONT, SELF, ANCHORAGE (via teleconference), spoke
against HB 306. She stated that she was a part of the
Al aska New Media program and hoped to develop a script in
order to make a successful screenplay. She felt that the
film tax credits would make it possible to develop her
screenpl ay.

5:52:50 PM

JCE MATH S, VI CE  PRESI DENT, EXTERNAL  AFFAI RS, NANA
DEVELOPMENT CORPORATION, testified against HB 306. HE
expressed concerns about the inclusion of the film tax
credit in the bill. He stated that NANA had over $40
mllion invested in Alaska's film industry, and hoped that
the industry would continue to flourish. He discouraged the
sunset of the filmtax credit program
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5:54:28 PM

RON HOLMSTERON, SAG AFTRA, ANCHORAGE (via tel econference),
spoke against HB 306. He worked in the film industry, and
knew many people working in the Alaska film industry. He
felt that the legislation would have a great negative
i mpact on his industry, his peers, and the state.

5:56: 02 PM

SARAH  SAARLQOCS, SELF, G RDWOOD (via teleconference),
testified against HB 306. She expressed concerns about the
inclusion of the film tax credit in the legislation. She
stated that the Alaska film industry supported her famly.
She w tnessed the positive inpacts of the film industry
across the state.

KENT SCHELER, MOUNTAIN SAFETY LOd STICS, ANCHORAGE (via
tel econference), testified against HB 306. He stated that
the film tax credits had encouraged the production of ski
films in Alaska. He felt that the filmindustry provided a
great support and infrastructure in Al aska.

6:01:12 PM

CEDAR  CUSSI NS, GECKO SERVICES LLC, ANCHORAGE (via
tel econference), testified against the inclusion of the
filmtax credit in HB 306. She stated that her husband had
wor ked on the production of the nmovie, "Big Mracle", which
had a great positive inpact on her conpany. She stated that
his work on the film catapulted her conpany into a
successful Al askan busi ness.

6: 02: 39 PM

RI CHARD CGElI GER, SELF, ANCHORAGE (via tel econference), spoke
agai nst the inclusion of the filmtax credit in HB 306. He
felt that sun setting the film tax credit program would
destroy Alaska's filmindustry.

6: 04: 03 PM

TESS WEAVER, SELF, ANCHORAGE (via teleconference),
testified against the inclusion of the film tax credit in
HB 306.

6: 05: 07 PM
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KATHY ROBI NSCN, VWHEEL GOooD FOOD, ANCHORACGE (via
tel econference), supported the renoval of the film tax
credit fromHB 306

6: 06: 53 PM

LAUREN TRAWYER, SELF, ANCHORACGE (via teleconference),
testified in support of renoving the film tax credit from
HB 306.

6: 09:51 PM

DK JOHNSTON, TRI SEVEN Pl CTURES, ANCHORAGE (via
tel econference), requested the renoval of the film tax
credit sunset formthe |egislation.

6:11:19 PM

BETH  SKABAR, SELF, ANCHORAGE (via t el econference),
testified against the inclusion of the film tax credit in
HB 306.

Vi ce-Chair Fairclough CLOSED public testinony.

CSHB 306(FIN) was HEARD and HELD in conmittee for further
consi der ati on.

#hb140
CS FOR HOUSE BILL NO. 140(FIN) am

"An Act relating to the proposed adoption, anendnent,
or repeal of a regulation; and relating to contact
w th agenci es about regul ations.™

6:13: 44 PM
AT EASE

6: 15: 57 PM
RECONVENED

6:16: 00 PM

Vice-Chair Fairclough explained the fiscal notes attached
to the | egislation.
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Co-Chair Meyer MOWED to REPORT SCS CSHB 140 (JUD) out of
committee wth i ndi vi dual reconmendati ons and t he
acconpanyi ng fiscal notes.

SCSCSHB 140(JUD) was REPORTED out of commttee with a "do
pass" recomendation and with a previously published fiscal
inpact note: FN4 (DNR), a new fiscal inpact note from the
Senat e Fi nance Conmittee for t he Depar t ment of
Envi ronnment al Conservation, a new zero fiscal note fromthe
Senate Finance Committee for the Ofice of the Governor, a
new fiscal inpact note from the Senate Finance Conmttee
for the Departnment of Commerce, Community and Econom c
Devel opnent .

6:20: 13 PM
AT EASE

6:23: 24 PM
RECONVENED

#hb287
CS FOR HOUSE BILL NO. 287(RLS) am

"An Act relating to the determnation of the royalty

received by the state on oil production refined or
processed in the state; providing tax credits for
qualified infrastructure expenditures for in-state

refineries and hydrocarbon processing facilities;
approving and ratifying the sale of royalty oil by the
State of Alaska to Tesoro Corporation and Tesoro
Refining and Marketing Conpany LLC, and providing for
an effective date."

6: 23: 41 PM

Co-Chair Meyer MWNED to ADOPT the proposed conmttee
substitute for HB 287, Wrk Draft 28-GH862\0 (Nauman,
4/ 19/ 14). There being NO OBJECTIQN, it was so ordered.

JOE BALASH, COWM SSI ONER, DEPARTMENT OF NATURAL RESOURCES,
expl ai ned the | egislation and the changes to the bill:

New section 1 anmends AS 38.05.180(cc) to include the
DNR conmi ssioner’s ability to accept paynent on a
federal |ease for the state’'s royalty share of oil
production. Current lawis limted to gas production.

New section 2 adds new subsections (hh) under AS
38.05.180 to allow the DNR comm ssioner to enter into
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an agreenent with the lessee to use or accept as a
price for the royalty oil an anmount not |ess than the
contract price between the lessee and an in-state
refiner. The price would not exceed the anount that
would otherwise be due wunder the |ease. Before
entering into an agreenent, the conm ssioner nust nake
a witten finding that the agreenent is in the state’s
best interest; the in-state refiner neets certain
criteria; and the contract price or prospective
royalty recei pts are bal anced by enpl oynment
opportunities or other tangible benefits to the state.
The subsection defines how contract or purchase
parties are affiliated through influence, interest, or

action.

Subsection (ii) defines “in-state refiner”, *“price
established in the contract between |essee and an in-
state refiner”, and “state’s royalty share of oi

production”.

New section 3 adds a new section AS 43.20.053, which
adds a new corporate incone tax credit for a taxpayer

t hat owns an in-state refinery or hydr ocar bon
processi ng facility and i ncurs “qualified
infrastructure expenditures”. The «credit may not
exceed the |esser of 40 percent of total qualifying
expenditures or $10 million per tax year and sunsets

in 5 years. The taxpayer is required to apply the
credit against any corporate incone taxes owed to the
state, and any unused portion can be refunded by the
state.

New subsection (b) clarifies the credit may not be
applied to an expenditure for the installation,

nodi fi cati on, adj ust nment , or other alteration of
tangi ble personal property primarily used for the
manufacture or transport of I|iquefied natural gas,
conpressed natural gas, or to convert natural gas to
['iquids.

New subsection (h) defines *“processed hydrocarbon
products”, “qualified infrastructure expenditure”,
“refined petroleum products” and “unpaid delinquent
tax”.
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New section 4 anends AS 43.55.028(a) to include the
qualified infrastructure expenditures as a credit that
can be paid fromthe oil and gas tax credit fund.

New section 5 anends AS 43.55.028(g) to allow the
Department of Revenue to adopt regulations to carry
out purposes of this section for refunds and paynents
under the qualified infrastructure expenditure.

Section 6 (previously Section 1) provides |egislative
approval of an amendnent of a royalty oil contract
between the State of Al aska and Tesoro Corporation and
Tesoro Refining & Marketing Conpany LLC, attached as
Exhibit 1 to the final best interest finding and
determ nati on executed January 9, 2014.

Section 7 provides an effective date of January 1,
2015 for Sections 1-5.

Section 8 provides an imrediate effective date for
Section 6 related to the Tesoro royalty oil contract.

6:34: 02 PM

DOUG CHAPADCS, PRESI DENT AND CHI EF EXECUTI VE OFFI CER, PETRO
STAR INC., JUNEAU, spoke in support of HB 287. He stated
that there was a hard copy of a PowerPoint in the backup,
whi ch provi ded sone information on Petro Star.

Senator O son noted that the bill was integral to the
survival of an inportant industry. He inquired about the
negative effects of bill not passing. M. Chapados replied

that the closure of the Petro Star would have ram fications
all across Alaska. Petro Star's biggest custonmers were the
airlines; it was also the sole supplier of mlitary grade
jet fuel for the mlitary bases in the state.

6:38:12 PM
AT EASE

6:38: 32 PM
RECONVENED

Senator O son asked many people and famlies would be
affected by closing the refinery. M. Chapados responded
that there was information in the backup, which outlined
the economc inpacts of the refinery closure.

6:41:54 PM
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MATT dLL, SENIOR MANAGER, EXTERNAL AFFAIRS, TESORO,
JUNEAU, spoke in support of HB 287. He stated that the
contract extension outlined in the legislation would

provide Tesoro with a stable supply of ANS crude oil, and
give the flexibility to accomodate seasonal fluctuations
in demand for refined products. The availability,

flexibility, and stability of the contract would have a
positive inmpact on Tesoro's ability to maintain ongoing
operations at its Kenai refinery.

Vi ce- Chair Fairclough CLOSED public testinony.

Senator Dunl eavy wondered how many individual facilities
would qualify wunder the legislation. Conm ssioner Balash
responded that the qualifying facilities included the Flint
Hlls facility in North Pole; the Petro Star facility in
North Pole; the Petro Star facility in Valdez; and the
Tesoro facility in N kiski. He stated that the Petro Star
facility in North Pole was slated to close, so there would
only be three qualifying facilities once the credits becone
avai | abl e.

Senat or Dunl eavy wondered if Agrium facility was qualified.
Conmi ssioner Balash replied in the affirmative.

Senator Dunleavy queried the total possible tax credit.
Comm ssi oner Bal ash responded that, if all four refineries
plus the Agrium facility participated, it would be 50
multiplied by 5 which would equal $250 mllion. He
stressed that the facility provided a positive inmpact to
the state treasury.

6:47: 10 PM

Senator Bishop wondered if the major oil conpanies were
still refining product on the North Slope. Comr ssioner
Bal ash responded in the affirmative.

Senat or Bi shop asked if those conpanies were excluded from
the legislation. Conmm ssioner Balash replied that those
conpani es were excluded fromthe |egislation.

Vi ce-Chair Fairclough wondered if there was an analysis of

the costs that were part of the advancenent of the
pr oposal . Comm ssi oner Bal ash replied that DNR had
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conducted best interest findings, and DNR had conducted a
revi ew of specific economcs of the refining done in state.

Vice-Chair Fairclough queried whether there would be a
further examnation of the structural problenms of the
Al askan refineries. Comm ssioner Balash stated that DNR did
not intend to pursue that type of investigation. The
departnment was aware of the inpacts to the refineries costs
He explained that the quality bank and its charges were
decided at the federal level and that the state had little
ability in that regard to influence decision making. As
commi ssioner, he intended to watch those conpanies closely
as they were given the tax credits.

6:54: 36 PM

Vi ce- Chair Fairclough wondered why the conpanies would not
be investigated first, followed by offering credits.
Comm ssi oner Bal ash responded that there was an urgency to
mai ntaining the operations of the facilities. He stressed
that the revised legislation was nuch |ess generous than
its original version

Senator O son asked what the state would do if the
| egislation failed. Conm ssioner Balash replied that Petro
Star had renewed its annual contract and that the state
expected. He stated that the inpacts wuld be fairly
W despr ead.

Senator O son queried what other financial issues conmttee
m ght shoul d consi der, i f the legislation failed.
Comm ssioner Balash expressed concerns that additional
costs fuel prices would continue to increase.

7:02: 36 PM

Senator O son wondered if the airports would still need
refineries after the ten-year period. Comm ssioner Balash
replied that he was concerned that the nunber of |andings
in Ted Stevens International Airport woul d decrease.

Senator Bishop expressed additional concern that the
avai lability of asphalt woul d be affected.

HB 287 was HEARD and HELD in commttee for further
consi derati on.
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7:05: 35 PM
AT EASE

7:06:14 PM
RECONVENED

#hj r 10
CS FOR HOUSE JO NT RESOLUTI ON NO. 10( FI N)

Proposi ng anendnents to the Constitution of the State
of Alaska creating a transportation infrastructure
f und.

7:06: 56 PM

REBECCA  ROONEY, STAFF, REPRESENTATI VE =~ PEGGY W LSON,
presented HIR 10:

HIR 10 wll put a constitutional anendnment before
voters to anmend the Al aska constitution to reinstate a
dedicated fund for transportation projects. If this
change is passed by the voters, the Al aska
Transportation Infrastructure Fund (ATIF) wil |
dedi cate transportation user fees and taxes, (notor
fuel tax, vehicle rental tax, studded tire tax,
driver’s license and identification card fees, vehicle
registration fees) to transportation projects.

The crafters of the constitution allowed for two
dedi cated transportation funds at the time of
st at ehood, one for land transportation and one for sea
transportation. They realized that sone funds woul d be
needed no nmatter the economc or political climte.

They lasted for several years until they were
elimnated. HIR 10 wll reinstate a transportation
fund.

In FY14, 79 percent of our capital transportation
budget will cone from the federal governnent. The
Federal Governnent passed a new, two year highway
program MAP-21. The good news is that the overall
federal-aid funding remains consistent wth SAFETEA-
LU, the previous program However, the anount of
funding for roads not on the National H ghway System
(NHS) has been cut by about 50 percent. W wll see a
| ot less funding for our borough and city roads.

Senat e Fi nance Comm ttee 24 04/ 19/ 14 4:03 P. M



The categories of funding have been reduced and they
are much nore restrictive. Qur own DC del egati on have
told the legislature that Al aska needs to rely |less on
the federal governnent and start shoul dering sone of
t he bur den of i mpr ovi ng our transportation
infrastructure.

The roads, bridges, airports, ferries and transit
systens that meke up our state’s transportation system
are essential to nobility, comrerce and economc
devel opnent . Thi s system enhances econom ¢
conpetitiveness, increases safety and enhances quality
of life. There is a grow ng inbalance between system
use and capacity as well as the need for new
infrastructure to access our valuable resources. To
insure Alaska has the infrastructure necessary to
devel op our resources as well as providing a quality
of life for our citizens we nust conmt to funding
transportation. Having a dependable revenue stream
fromyear to year will allow Alaska to tackle today’'s
congestion and nmmintenance projects as well as
devel opi ng the needed access to resources and energy.

The latest version of HIR 10 updated the dates that
the revenue would be directed into the ATIF and it
al so added tire taxes as anot her source of revenue.

7: 09: 58 PM

TOM BRI CE, ALASKA LABORERS UNI ON, JUNEAU, spoke in support
of HIR 10. He understood that the fund needed some tine to
increase in order to be used for act ual | ar ge
transportation projects. He felt that the taxes should be
used for dedi cated hi ghway prograns.

Vi ce- Chair Fairclough CLOSED public testinony.

Vice-Chair Fairclough noted that there were a nunber of
letters in support of the bill.

HIR 10 was HEARD and HELD in commttee for further
consi derati on.

HB 384 am was SCHEDULED but not HEARD

7:12:29 PM
RECESSED until 1 P.M on 4/20/14.
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