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COMM TTEE CALENDAR

HOUSE BI LL NO. 247

"An Act relating to confidential information status and public
record status of information in the possession of the Departnent
of Revenue; relating to interest applicable to delinquent tax;
relating to disclosure of oil and gas production tax credit
information; relating to refunds for the gas storage facility
tax credit, the Iliquefied natural gas storage facility tax
credit, and the qualified in-state oil refinery infrastructure
expenditures tax credit; relating to the mininmumtax for certain
oil and gas production; relating to the mninum tax cal cul ation
for nmonthly installnent paynents of estimated tax; relating to
interest on nonthly installnment paynents of estimted tax;
relating to limtations for the application of tax credits;
relating to oil and gas production tax credits for certain
| osses and expendi t ur es; relating to limtations for
nontransferable oil and gas production tax credits based on oil
production and the alternative tax credit for oil and gas
exploration; relating to purchase of tax credit certificates
fromthe oil and gas tax credit fund; relating to a m ninmm for
gross value at the point of production; relating to |ease
expenditures and tax credits for nunicipal entities; adding a

definition for "qualified capital expendi ture"; adding a
definition for "outstanding liability to the state"; repealing
oil and gas exploration incentive <credits; repealing the
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l[imtation on the application of credits against tax liability
for |ease expenditures incurred before January 1, 2011,
repealing provisions related to the nonthly install nment paynents
for estimated tax for oil and gas produced before January 1,
2014; repealing the oil and gas production tax credit for
qualified capital expenditures and certain well expenditures;
repealing the calculation for certain |ease expenditures
applicabl e before January 1, 2011; meking conform ng anmendnents;
and providing for an effective date."

- HEARD & HELD

HOUSE BI LL NO. 286

"An Act relating to sport fishing, hunting, or trapping
licenses, tags, or permts; relating to penalties for certain
sport  fishing, hunti ng, and trapping Ilicense violations;
relating to restrictions on the issuance of sport fishing,
hunting, and trapping |licenses; creating violations and anmendi ng
fines and restitution for <certain fish and gane offenses;
relating to comrercial fishing violations; allowng |ost federa
matching funds from the Pittman - Robertson, Di ngel | -
Johnson/Wal l op - Breaux prograns to be included in an order of
restitution; adding a definition of 'electronic fornm; anmending
Rule 5(a)(4), Alaska Rules of Mnor Ofense Procedure; and
providing for an effective date."

- HEARD & HELD
PREVI QUS COW TTEE ACTI ON
Bl LL: HB 247

SHORT TITLE: TAX; CREDI TS; | NTEREST; REFUNDS; O & G
SPONSOR(s): RULES BY REQUEST OF THE GOVERNCR

01/ 19/ 16 (H) READ THE FI RST TIME - REFERRALS
01/ 19/ 16 (H) RES, FIN

02/ 03/ 16 (H) RES AT 1:00 PM BARNES 124
02/ 03/ 16 (H) Heard & Hel d

02/ 03/ 16 (H) M NUTE( RES)

02/ 05/ 16 (H) RES AT 1:00 PM BARNES 124
02/ 05/ 16 (H) -~ MEETI NG CANCELED - -

02/ 10/ 16 (H) RES AT 1: 00 PM BARNES 124
02/ 10/ 16 (H) Heard & Hel d

02/ 10/ 16 (H) M NUTE( RES)

02/ 12/ 16 (H) RES AT 1: 00 PM BARNES 124
02/ 12/ 16 (H) Heard & Hel d

02/ 12/ 16 (H) M NUTE( RES)
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02/ 13/ 16
02/ 13/ 16
02/ 22/ 16
02/ 22/ 16
02/ 22/ 16
02/ 24/ 16
02/ 24/ 16
02/ 24/ 16
02/ 25/ 16
02/ 25/ 16
02/ 25/ 16
02/ 25/ 16
02/ 25/ 16
02/ 25/ 16
02/ 26/ 16
02/ 26/ 16
02/ 26/ 16
02/ 27/ 16
02/ 27/ 16
02/ 27/ 16
02/ 29/ 16
02/ 29/ 16
02/ 29/ 16
02/ 29/ 16
02/ 29/ 16
02/ 29/ 16
03/ 01/ 16
03/ 01/ 16
03/ 01/ 16
03/ 02/ 16
03/ 02/ 16
03/ 02/ 16
03/ 02/ 16
03/ 02/ 16
03/ 02/ 16
03/07/ 16
03/ 07/ 16
03/ 07/ 16
03/07/ 16
03/ 07/ 16
03/ 07/ 16
03/ 08/ 16
03/ 08/ 16
03/ 08/ 16
03/ 09/ 16
03/ 09/ 16
03/ 09/ 16
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RES AT 1: 00 PM BARNES 124
-- MEETI NG CANCELED - -
RES AT 1: 00 PM BARNES 124
Heard & Hel d

M NUTE( RES)

RES AT 1: 00 PM BARNES 124
Heard & Hel d

M NUTE( RES)

RES AT 8: 30 AM BARNES 124
Heard & Hel d

M NUTE( RES)

RES AT 1: 00 PM BARNES 124
Heard & Hel d

M NUTE( RES)

RES AT 1: 00 PM BARNES 124
Heard & Hel d

M NUTE( RES)

RES AT 10: 00 AM BARNES 124
Heard & Hel d

M NUTE( RES)

RES AT 1: 00 PM BARNES 124
Heard & Hel d

M NUTE( RES)

RES AT 6: 00 PM BARNES 124
Heard & Hel d

M NUTE( RES)

RES AT 1: 00 PM BARNES 124
Heard & Hel d

M NUTE( RES)

RES AT 1: 00 PM BARNES 124
Heard & Hel d

M NUTE( RES)

RES AT 6: 00 PM BARNES 124
Heard & Hel d

M NUTE( RES)

RES AT 1: 00 PM BARNES 124
Heard & Hel d

M NUTE( RES)

RES AT 6: 00 PM BARNES 124
Heard & Hel d

M NUTE( RES)

RES AT 1: 00 PM BARNES 124
Heard & Hel d

M NUTE( RES)

RES AT 1: 00 PM BARNES 124
Heard & Hel d

M NUTE( RES)
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03/ 11/ 16 (H RES AT 1: 00 PM BARNES 124
03/ 11/ 16 (H -- MEETI NG CANCELED - -

03/ 14/ 16 (H) RES AT 1:00 PM BARNES 124
03/ 14/ 16 (H Heard & Held

03/ 14/ 16 (H) M NUTE( RES)

03/ 14/ 16 (H) RES AT 6: 00 PM BARNES 124
03/ 14/ 16 (H Heard & Held

03/ 14/ 16 (H) M NUTE( RES)

03/ 16/ 16 (H) RES AT 1:00 PM BARNES 124
03/ 16/ 16 (H Schedul ed but Not Heard
03/ 18/ 16 (H RES AT 1: 00 PM BARNES 124
03/ 18/ 16 (H Schedul ed but Not Heard
03/ 19/ 16 (H RES AT 1: 00 PM BARNES 124
03/ 19/ 16 (H Heard & Held

03/ 19/ 16 (H M NUTE( RES)

03/ 21/ 16 (H RES AT 1: 00 PM BARNES 124
BILL: HB 286

SHORT TI TLE: FI SH & GAME: COFFENSES; LI CENSES; PENALTI ES
SPONSOR(s): RULES BY REQUEST OF THE GOVERNOR

01/ 29/ 16 (H READ THE FI RST TIME - REFERRALS
01/ 29/ 16 (H) RES, JUD
03/ 21/ 16 (H) RES AT 1: 00 PM BARNES 124

W TNESS REG STER

KEN ALPER, Director

Tax Divi sion

Depart ment of Revenue (DOR)

Juneau, Al aska

PCSI TI ON  STATEMENT: On behalf of the governor, provided a
Power Poi nt presentation entitled, "GOl and Gas Tax Credit
Reform Initial Reaction to CS HB 247(RES)\P."

RANDALL HOFFBECK, Conmi ssioner

Depart nent of Revenue (DOR)

Juneau, Al aska

PCSI TI ON  STATEMENT: On behalf of the governor, answered
guestions regarding the original version of HB 247 and the
commttee's proposed substitute, Version P.

KEVI N BROOKS, Deputy Conmm ssi oner

O fice of the Conm ssioner

Al aska Departnment of Fish & Gane ( ADF&G
Juneau, Al aska
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PCOSI TI ON  STATEMENT: Introduced HB 286 on behalf of the
gover nor.

MAJOR BERNARD CHASTAIN, Deputy Director

D vision of Alaska WIldlife Troopers

Department of Public Safety (DPS)

Anchor age, Al aska

PCSI TI ON  STATEMENT: On behalf of the governor, provided a
sectional analysis of HB 286.

AARON PETERSON, Assistant Attorney General Fish and Gane

O fice of Special Prosecutions

Crimnal Division

Department of Law (DOL) Anchorage, Al aska

PCSI TI ON  STATEMENT: On behalf of the governor, answered
guestions related to HB 286.

ACTI ON NARRATI VE
1: 05: 12 PM

CO- CHAIR BENJAM N NAGEAK called the House Resources Standing
Commttee neeting to order at 1:05 p.m Representatives Tarr,
Seat on, Chenaul t (Al'ternate), Johnson, Herron, Josephson,
Talerico, and Nageak were present at the <call to order.
Representative O son arrived as the neeting was in progress.

HB 247- TAX; CREDI TS; | NTEREST; REFUNDS; O & G

1: 05: 58 PM

CO- CHAI R NAGEAK announced that the first order of business is
HOUSE BILL NO 247, "An Act relating to confidential information
status and public record status of information in the possession
of the Departnent of Revenue; relating to interest applicable to
delinquent tax; relating to disclosure of oil and gas production
tax credit information; relating to refunds for the gas storage
facility tax credit, the liquefied natural gas storage facility
t ax credit, and t he qgual ified in-state oi | refinery
infrastructure expenditures tax credit; relating to the m ni num
tax for certain oil and gas production; relating to the m nimum
tax calculation for nonthly installnment paynents of estinated
tax; relating to interest on nonthly installnent paynents of
estimated tax; relating to limtations for the application of
tax credits; relating to oil and gas production tax credits for
certain |losses and expenditures; relating to limtations for
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nontransferable oil and gas production tax credits based on oil
production and the alternative tax credit for oil and gas
exploration; relating to purchase of tax credit certificates
fromthe oil and gas tax credit fund; relating to a mninmm for
gross value at the point of production; relating to |ease
expenditures and tax credits for mnunicipal entities; adding a
definition for "qualified capital expendi t ure"; adding a
definition for "outstanding liability to the state"; repealing
oil and gas exploration incentive credits; repealing the
limtation on the application of credits against tax liability
for lease expenditures incurred before January 1, 2011;
repealing provisions related to the nonthly install ment paynents
for estimated tax for oil and gas produced before January 1,
2014; repealing the oil and gas production tax credit for
qualified capital expenditures and certain well expenditures;
repealing the calculation for certain |ease expenditures
appl i cabl e before January 1, 2011; nmaking conform ng anendnents;
and providing for an effective date."

[Before the commttee was the proposed commttee substitute (CS)
for HB 247, Version 29-GH2609\P, Shutts, 3/18/ 16, adopted as the
wor ki ng docunent on 3/19/16. ]

1: 06: 29 PM

CO CHAIR NAGEAK stated that the Departnent of Revenue wll
provide the commttee with a presentation on Version P

KEN ALPER, Director, Tax D vision, Departnment of Revenue (DOR),
on behalf of the governor, provided a PowerPoint presentation
entitled, "GOl and Gas Tax Credit Reform Initial Reaction to CS
HB 247(RES)\P." He began by thanking the commttee for the
opportunity to respond to Version P, the proposed conmttee
substitute for HB 247. He explained that slides 2-3, "History
of Gl and Gas Production Tax Credits," lay the groundwork on
[the reason for HB 247]. The state's program of refunding tax
credits began to grow in roughly 2010, he said, although the
state has refunded tax credits since fiscal year (FY) 2007.
Drawi ng attention to the chart |abeled, "Refunded Tax Credits by
Region," he pointed out that the trend over the last two or
three years has been from being a very North Slope centered
expenditure to a very non-North Slope, predom nantly Cook Inlet,

centered expenditure. For 2015, the last conplete year, the
expenditure on refunded tax credits was $628 mllion, of which a
l[ittle over $400 million was for outside the North Sl ope.
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MR. ALPER noved to slide 3, recounting that |last vyear the

governor line-item vetoed the tax credit appropriation |anguage
[imting the spend for the current year to $500 nillion. o
that $500 million, about $473 nmillion has actually been spent.

O that $473 million, [58] percent was non-North Slope, so the
trend is continuing fromlast year - about $200 mllion was from
North Slope and $273 mllion was from Cook Inlet and the
I nterior. The payout in credits was predominantly on credits
that were earned based on activity that took place in cal endar
year 2014. The departnent is anticipating $700 mllion in total

demand, but those will generally not be issued until this sumrer
and will be paid in the next fiscal year. The gap of $200
mllion between the $500 million authorized and the $700 million

expected is built into DOR s forecast nunber for FY 2017.
1: 09:10 PM

MR. ALPER di spl ayed slide 4, "Major Bill Thenes," and noted that
the governor's bill as originally brought before the commttee
had several larger thenmes of what the admnistration was trying
to do and why. One thene was to reduce the state's annual cash
outlay, something that is very inportant in a cash-constrained
envi ronnent . Anot her theme was to protect the net operating
loss [credits] because those level the playing field by
providing a benefit to the entities trying to establish
thenselves in the oil patch as opposed to the incunbent
producers. Anot her thenme was to put limts on repurchasing so
that single conpanies do not get very large anmobunts. The other
themes were to: strengthen the mninmum tax so that the state's
mnimum revenue in these low price environnments would be
protected in sonme way; seek nore open and transparent activity
so nanes and nunbers could be tal ked about better; and honor and
pay the credits earned to date through any transition period.

MR. ALPER showed slide 5, "Mjor Bill Concepts in Governor's
Proposal ," and stated he will discuss the six major concepts in
the governor's original proposal, how those concepts evolved,
and how they have been amended in Version P. Those concepts
are: the exploration credits; the Cook Inlet drilling credits;
the repurchase limts; the renoval of exceptions/loopholes; the
strengthening of the m ninumtax; and other smaller provisions.

1:10: 27 PM
MR. ALPER presented slide 6, "Summary of WMjor Bill Provisions,

Exploration Credits,” and exam ned the exploration credits. For
the nost part, Version P keeps intact what the admnistration
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was | ooking to do. For the North Slope and Cook Inlet, the
alternative credit for exploration under AS 43.55.025(a) expires
on July 1, 2016; for Mddle Earth this credit expires in 2022

The original bill allowed these to expire, as does Version P.
The "super credits,” the jack-up rig credit in Cook Inlet and
the frontier basin credit in the Interior expire this July.
These credits are allowed to expire under both the original bill
and Version P. A provision in the original bill preenptively
repeal ed several wunused, dormant, exploration credit progranms
[in AS 38.05.180(i) and AS 41.09] in order to clear the decks of
those and to clarify that it is not the intention to have stand-
al one exploration credit programs on the books. Thi s provision
was retained in Version P

MR. ALPER continued examning exploration credits on slide 86,
explaining that the original bill included a specific Departnment
of Natural Resources (DNR) data sharing requirenment [from AS
43.55.023(b)]. The department worked with the conmittee to try
to revise that and make it work, but in the end the commttee
chose to not keep this provision in Version P, primarily because
there is a data sharing requirenent under AS 43.55.023(a)(2)
the capital credit for exploration that does provide the data to
DNR.  Since that credit is going to remain on the books another
data sharing provision does not need to be explicitly added in
the bill's Ianguage. Responding to Representative Josephson, he
clarified that Version P maintains the 20 percent [qualified
capital expenditure] credit; AS 43.55.023(a)(2) allows that
credit to be paid for exploration expenses and that spending
includes a link to the language in the exploration credit that
says seism c and other data nust be shared with DNR, data which
DNR can eventually rel ease to the public.

1:12: 37 PM

MR. ALPER brought attention to slide 7, "Summary of Major Bill
Provisions, Cook Inlet Drilling Credits,” and said that the nore
mat erial change in Version P was made to the Cook Inlet drilling
credit section of the bill. The governor's original proposal
| ooked to repeal conpletely the 20 percent [qualified capital
expenditure (QCE)] credit [AS 43.55.023(a)] and the 40 percent
[ wel | | ease expenditure (WE)] credit [AS 43.55.023(1)]
effective July 1, 2016. The decision in Version P was to phase
out the WLE [credit] over 2017 and 2018 and to keep the QCE
credit in place until 2022. He said 2022 is a forward | ooking
year tied to the plan for a broader Cook Inlet tax reformbill.
The governor's original bill |ooked to maintain the 25 percent
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[net operating loss (NOL)] credit, while Version P reduces it
from 25 percent to 10 percent [beginning in 2017].

MR. ALPER continued on slide 7 and outlined the inpact of the
changes in the aggregate of Version P. The governor's bill, he
said, was |looking to reduce the total support for spending in
Cook Inlet to 25 percent beginning in FY 2017. Version P
reduces that total support to 30 percent beginning mdway
t hrough FY 2018, a delay of 18 nonths in the full inplenmentation

versus what the governor's bill proposed. By preserving the 20
percent capital credit and reducing the loss credit, Version P
changes sonmewhat the actual conpanies that will be receiving the

credit support, specifically the conpanies outside the North
Sl ope that are producing oil and gas and that if profitable are
hel d harm ess under the Cook Inlet tax caps that go back to the
production profits tax (PPT) bill of 2006. Under Version P,
those conpanies that my be profitable and not paying
substantial taxes would be able to receive the 20 percent
capital credit, whereas in the governor's original bill those
conpani es woul d not get any credit support. Version P also adds
| anguage setting up a legislative working group to get to
pl anni ng towards the broader Cook Inlet tax reformthat needs to
be on the books by 2022.

1:14:50 PM

MR. ALPER addressed slide 8, "Summary of Mjor Bill Provisions,
Repurchase Limts." He noted that these are statew de changes,
al t hough predom nantly understood North Slope projects. The
governor's original bill proposed a per conpany per year cap of

$25 million, neaning if a conpany earned credits in excess of
t hat nunber those would have to be carried forward into the next

year or held onto until that conpany had a tax liability.
Version P has a $200 nmillion per conpany per year cap. The
governor's original bill also |ooked at three other provisions:
to exenpt any paynent at all for very large conpanies with an
excess of $10 billion of annual revenue; to provide an Al aska

resident hire provision; and to provide a 10-year sunset on
carried-forward credits where those credits could be |ost
outright. Version P elimnated those three provisions.

MR. ALPER said the inpact of the $200 mllion per conpany per
year cap is to protect the state in the event of a very large
outlier project, such as proposed by M. Arnstrong [of Arnstrong
Ol & Gas Inc., owner of the Pikka Unit]. For exanple, DOR s
nodeling of a conparable project shows that the state's credit
ltability in advance of getting substantial revenue could reach

HOUSE RES COW TTEE -9- March 21, 2016



as much as $800 mllion per year. He clarified that Version P,
as currently witten, does not consider the possibility that if
M. Arnstrong were to proceed with this project and bring in
three partners, each of the four partners could receive that
$200 mllion cap and the state would potentially have an $800
million liability.

1:16: 27 PM

REPRESENTATI VE JOSEPHSON posed a hypothetical scenario in which
Armstrong Ol & Gas Inc. has two partners and asked whether the
state's liability would beconme $2.4 billion or would remain $800
mllion.

MR. ALPER replied that the nodeling done by Tax Division staff
| ooked at the economcs of the overall project life cycle. A
large project like that had about $9 billion in capita

expenditure associated with it, so the lifetime total anount of
credits was about $3 billion over several years. The peak year
of credits, regardless of the nunber of partners, was $800
mllion. The $200 nmillion cap if it were a single conpany would
change that project sonewhat. |If the project owner cane in with
multiple partners it would be less of a change, neaning that
three partners or four partners could earn $600 or $800 nmillion
collectively and only the difference between that nunber and
$800 million would be carried forward into the next year.

1:17: 29 PM

REPRESENTATI VE SEATON asked what the state's exposure would be
in a scenario of 750 mllion barrels of shale oil wth multiple
pl ayers within a unitized area.

MR. ALPER responded that the North Slope taxpayers pay tax as a
conpany based on the conpany's total North Sl ope operation. The
state does not have any sort of ring fencing fromunit to unit.
Regardl ess of how many partners there were, each could earn up

to the $200 nmillion cap. The governor's original bill was
structured the sane way as Version P, only the Iimt in the
original bill was $25 million instead of $200 mllion. Wth a

35 percent net operating loss credit, which is the primary North
Sl ope credit, a conpany would need to have $471 million a year
in operating loss at 35 percent to earn the full $200 mllion.
So, multiple partners in a shale devel opnent earning at that
| evel would be a very |l arge project.

1:19: 09 PM
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MR. ALPER resuned his presentation, turning to slide 9, "Summary
of Major Bill Provisions, Repurchase Limts (cont'd), H storic
Notes on large annual credits." He explained that a |ook was
taken at DOR s historic record from 2007 through the current
fiscal year to get a sense for how many of these |arge paynents
t here have been over tinme. There has been only one instance of
a conpany in a single year earning nore than $200 mllion a year
in tax credits. There have been five instances where one
conpany received between $100 and $200 million in a year. And,
there have been eleven tinmes where a conpany has received

between $50 and $100 mllion [in one year]. Those si xteen
transactions are the difference between what the governor's
original bill was suggesting. There is an even |arger nunber
bet ween $25 and $50 million, he added, but there was not enough

time to do that nmuch research.

1:19:59 PM

REPRESENTATI VE HERRON, in regard to repurchase limts, posed a
scenario of four partners. He asked whether all partners would
automatically get the credits or whether a process nust be
foll owed such that sone partners would get nore than ot hers.

MR. ALPER replied that the answer depends on who the partners

are and the ratio of their expenditures. Four equal partners,
each spending $571 million per year, could each max out at the
[$200 million] |Ievel. It is an operating loss credit and to
qualify all those expenditures would have to qualify; certain
types of activities do not qualify for credit. |If sone of those
credits had a smaller participation, a conpany's credit would be
capped at 35 percent of its actual spend. If a partner in

guestion was a mmjor producer that is ineligible to get cash
because of the existing limt in statute where a conpany wth
nore than 50,000 barrels a day in production cannot get cash
credits, that producer would have to use its credits to offset

its tax liability. If the producer had a tax liability, the
producer could wi pe it down to zero. But, if the producer does
not have a tax liability, the producer would have to roll it

forward into the next fiscal year.

REPRESENTATI VE HERRON, regarding the historic instances, asked
whether M. Alper has a ballpark figure of how nmany conpanies
have received $49 million and bel ow.

MR. ALPER answered that that would be hard to do. Including the
current fiscal year, he said, a touch less than $3.5 billion in
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checks for credits have been witten. "Looki ng at the nunbers
before us,” he continued, "this represents about a billion and a
half dollars, |'m guessing; so, another $2 billion in smaller
credits in smaller numbers.”

REPRESENTATI VE HERRON i nquired whether that is spread over 20,
30, 40, or 50 conpani es.

MR. ALPER replied it is probably a nuch |arger nunber. There
are some very small nunbers, there are sone very small junior
partners in large fields who happen to owmn a little acreage who
are getting a tiny share of it. There is a very |arge nunber of
transactions in a year. There is a concentration in a few big
ones, but there is a lot of line itens.

1: 22: 20 PM

REPRESENTATI VE JOSEPHSON addressed the previously nmentioned
hypot hetical project of 750 mllion barrels, a |arge Pikka-sized
project, with $800 mllion theoretically if there was or was not
a nunber of partners. He asked whether the $500-$600 [million]
in repurchasables would be in addition to the $800 mllion, such
that the state's exposure with what M. Arnmstrong contenpl ates
woul d be $1.4 billion at least in FY 2017.

MR. ALPER responded that DOR currently has no such projects in

its forecast. If, say, DOR is forecasting $600 mllion in a
given year and then a conpany cones in and says it is going to
spend $2 billion next year, then, yes, DOR would have to adjust

the forecast by 35 percent of that in addition to what it is
al ready forecasting.

1: 23: 23 PM

MR. ALPER returned to his presentation, noting that the historic
instances outlined on slide 9 are for both the North Slope and
Cook Inlet, although the larger nunbers are concentrated in the
| arger North Sl ope projects that have occurred.

MR. ALPER noved to slide 10, "Renove Exceptions/Loophol es," and
t hanked the co-chairs as well as commttee staff for working
with DOR and allowing DOR to make its case on this. For the
nost part, he said, these issues were left intact in the
conmm ttee substitute. Under Version P, a conpany cannot use the
gross value reduction (GVR), the new oil tax reduction, to
increase the size of a net operating loss credit. As was shown
by the legislature's consultant, M. Myer of enalytica, this
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could lead to instances of conpanies getting very large credits,
in some cases greater than 100 percent of their loss. The other
provision kept in Version P is the nunicipal utility exception
where if a nmunicipal utility is selling a portion of its gas to
a third party, the utility only gets to deduct a pro-rata share
of its |ease expenditures against that sale for the purpose of
cal culating any credits.

MR. ALPER displayed slide 11, "Strengthen M ninmm Tax," and
poi nted out that several subsections in the original bill | ooked
to strengthen or increase the size of the mninum tax floor.
Provi sions that would have inpacted the |egacy/ mjor producers,
i ncl uded: the idea that a [net operating loss] credit in an
extended |ow price scenario cannot be used to reduce paynents
bel ow the [4 percent] floor; the idea that at true-up conpanies
cannot use per-taxable-barrel <credits earned in one nonth
against taxes accrued in another nonth; and the idea of
increasing the mninmum tax from 4 percent to 5 percent.
Provi sions that would have inpacted new oil producers included

extending the mninum tax to GVR-eligible new oil, which
currently can go as low as zero; disallowng the small producer
credit from reducing tax paynents below the floor; and

increasing the mninmum tax from 4 percent to 5 percent.
However, he said, all of the aforenmentioned provisions inpacting
the mninumtax are renoved in Version P

1: 26: 09 PM

MR. ALPER reviewed slide 12, "Summary of Mjor Bill Provisions,
O her Provisions.” Regarding interest rates, he thanked the
commttee for keeping in Version P the provision for conpound
i nterest. He said DOR strongly believes that the sinple
interest resulting from a late anendnment to Senate Bill 21
[ passed in 2013, Twenty-Eighth Al aska State Legislature] was an
i nadvertent change. The departnment thinks conpound interest is
a nore appropriate way to treat this. However, he continued,
Version P maintains the current statutory interest rate of 3
percent above the federal discount rate, currently that is 4

percent interest. The original bill proposed 7 percent over the
federal rate. Prior to the reforns of Senate Bill 21, the rate
was 11 percent above +the federal rate. In regard to

confidentiality and transparency, he noted that the original
version of HB 247 proposed naking public the names of those
conpani es receiving credits and how nuch each conpany received
but that section is renoved in Version P. Another provision in
the original bill was that transportation costs cannot reduce
gross value at the point of production below zero, and this
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section is renoved in Version P. However, Version P does
preserve the authority to use a tax credit certificate to pay
off another obligation to the state. Currently if a conpany
owes taxes, DOR can withhold credit certificates to help pay
those taxes, but DOR was |looking to expand that to other
liabilities such as royalty obligations that m ght be unpaid.
Wiile Version P substantially rewites and restructures this
provision, the net effect is roughly the same - DOR wll have
the authority to nake sure that state agencies are kept whol e.

1: 27: 42 PM

REPRESENTATI VE TARR observed that in Version P, Section 7 is
about the natural gas storage facility credit, Section 8 is
about liquefied natural gas storage facility credit, and Section
9 is the in-state oil refinery infrastructure expenditure
credit. Noting these were not included in the original version
of HB 247, she requested M. Alper to discuss these provisions
and how they apply to the outstanding liability of the state.

MR. ALPER answered that Sections 7, 8, and 9 of Version P are
purely conform ng changes; simlar references were made to these
credits in Sections 9, 10, and 11 of the governor's original
bill. These three credits are earned inside the corporate
income tax statutes, AS 43.20, but are unique in that anong the
corporate inconme tax statutes they are cashable, they can be
repurchased using noney in the tax credit fund, AS 43.55.028.
Restrictive | anguage needed to be added in those three sections
to say the state does not want to pay those if a conmpany owes
other obligations to the state. Although it has been rewitten
dramatically by the legislative drafters, the net effect is the
sarne. Wat is seen is new |anguage that says "Subject to the
requirenents in AS 43.55.028(e)." He offered his belief that
the commttee will see an anendnent eventually that changes that
to (j). Version P, Section 17, subsection .028(j) is new
| anguage that talks about the nmechanism by which the state can
ensure that it does not pay out tax credits in cash if a conpany
owes anot her obligation to the state.

1:29: 45 PM
REPRESENTATI VE JOSEPHSON drew attention to the | ast statenent on

slide 12 regarding the other provisions of Version P, "Preserves
authority to use Credit certificates to satisfy obligations to

the state before repurchase.” He recalled M. Alper's inference
that this could be lived with. He said the basic distinction he
sees is that under the governor's original bill the state would
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nmake no paynent whatsoever until other obligations were
satisfied, but wunder Version P only the difference would be
paid, not the full anount. Al though he could see industry
saying that [the original version] was too coercive, he said he
views [Version P] as a serious distinction.

MR. ALPER clarified that it was never the admnistration's
intent to hold back the whole credit. The di scussion anong
commttee staff and hinself was that the way the adm nistration
wote it mght be interpretable that way, but that was not the
adm nistration's intent. The desire is only to pay off any
obligation that is actually owed to the state agency and still
pay the conpany the remainder of the credit. Much of what is
seen in Version P clarifies what the admnistration's original
i ntent was. Version P adds another restriction in Section 17
which requires a conpany to authorize DOR to pay the obligation
on the conpany's behalf, wth the alternative, he supposed,
being that DOR is effectively an escrow account by holding the
nmoney on behalf of both the conpany and the state agency to
whi ch the conpany owed noney, but DOR would be unable to pay the
state agency wthout the conpany giving DOR affirmative
perm ssion to do so.

1: 31: 37 PM

MR. ALPER continued his presentation, noting that slides 13-18
provi de exanple scenarios of how the changes in Version P would
i npact different types of producers and developers in different
parts of the state. He explained that these exanple scenarios
are updates to simlar slides that he provided in his origina
presentation in February. Regarding slide 13, "Bill CS I npact:
Exanpl e Scenarios, North Slope Mjor Producer,” he stated that
for the North Slope major producer there is no change at any
price as to how such producers would be inpacted by the changes
in Version P versus current statute.

MR. ALPER showed slide 14, "Bill CS Inpact: Exanpl e Scenari os

North Slope New or Smaller Producer,” and explained that at
hi gher oil prices there would be no change for new or smaller
producers. However, for a new producer with an operating |oss,
ei ther because prices are very |ow or because the new producer
is still building out its field and operating at a |oss even
though it is producing and selling oil, the provision where the
size of the NCOL credit cannot be increased through the gross
value reduction will have a material inpact on those new and

smal | er producers.
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REPRESENTATI VE JOSEPHSON inquired whether he is correct in
recalling that the governor's original bill projected that this
feature m ght save the state $12 or $13 mllion.

MR. ALPER replied that that may have been what he said a nonth
ago and sounds about right. However, based upon nore recent
information that nunber is a bit |arger, because with the prices
as low as they are nore conpanies are going to be inpacted.

1: 33: 17 PM

MR. ALPER resunmed his presentation and brought attention to
slide 15, "Bill CS Inpact: Exanpl e Scenarios, North Slope New
Project Devel oper.™ In this scenario, he said, the project
devel oper would not have any change, with the exception of the
very large project limted by the $200 million per conpany per
year cap. That $200 nmillion a year reflects 35 percent of about
$570 million [a year] in capital spending for a single conmpany
to reach the $200 mllion limt. So, short of that threshold
there is no change in Version P fromcurrent |aw, but above that
threshold an outlier project like the Arnstrong project would
start bunping up against the $200 nmillion cap.

MR. ALPER looked to slide 16, "Bill CS inpact: Exanpl e
Scenarios, Cook Inlet Existing Producer,” noting that Cook
Inlet's current statutory tax caps sunset in 2022 and Version P
mai ntains this. Under current |law the state's credit support is
45-65 percent through the [qualified capital expenditure] and
[wel | | ease expenditure] credits, and existing producers are not
eligible for the [net operating loss] credit. Version P would
reduce the state's support to 20-30 percent in 2017, and then to
20 percent beginning in 2018 and through the sunset of the
credits. The [qualified capital expenditure] credit is repealed
in 2022 and Version P has |ots of |anguage that conforns to sone
statutory changes being nmade six years from now in anticipation
of another change, a new tax regine that the legislature w|l

devel op sonetime between now and then. Version P includes a new
section that requires a [legislative] working group, a process
wth a report to the legislature sonetine in the first session
of the Thirtieth Alaska State Legislature in the early part of
2017. The report wll have recomendations on different tax
regimes for Cook Inlet as well as for the other non-North Slope
areas of the state. In 2022, without any change, Cook Inlet
will revert to a very high tax of 35 percent net profits tax
with only a 10 percent net operating loss credit and no per-
barrel or capital credits. This underlying tax system in Cook
Inlet is quite high, he advised, and therefore probably unstable
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and that is why there is a need to find sone way to replace it.
The key thing and najor change in Cook Inlet is that Version P
continues support for capital spending at the 20 percent |evel
while the governor's original bill would have replaced that
nunber with zero.

1: 35: 53 PM

MR. ALPER addressed slide 17, "Bill CS Inpact: Exanpl e
Scenarios, Cook Inlet New Field Devel oper,” explaining that this
devel oper would be building sonething but would not currently
have sales. In 2017 that conpany woul d recei ve about 35 percent
credit support, whereas presently that conpany receives 50-55
percent. Currently there is the blend of the 20 and 40 percent
plus the 25 percent net operating loss. Version P reduces that
to a blend of 20 and 30 percent plus the 10 percent net

operating loss, for an aggregate of about 35 percent. That
woul d only be for one year. Beginning in 2018, the reduction of
the [well | ease expenditure] credit to 20 percent, or
alternatively its repeal, is an immterial dol lar val ue
di ff erence. The reduction of the [net operating loss] credit
will result in a 30 percent credit support, the state will be
paying for 30 percent of the cost of an ongoing devel opnent in
Cook I nl et between the 20 percent [qualified capital
expenditure] credit and the 10 percent [net operating | o0ss]
credit. Very large projects would theoretically be limted by

the $200 million per conpany per year cap. However, with a 10
percent [net operating loss] credit it would be very, very hard
to reach these kind of nunmbers, it would take extrenely |arge
i nvestments by a single conpany to approach the $200 mllion per
conpany per year cap in Cook Inlet.

MR. ALPER drew attention to slide 18, "Bill CS Inpact: Exanpl e
Scenarios, Interior / Frontier Area Explorer.” The Frontier
Area super credits wll sunset July 2016, he said, while the
exploration credits are extended through 2022. Ext endi ng the
exploration credits means that qualified expenditures wll
continue to be paid at 50 percent, roughly 40 percent through
the exploration and 10 percent through the operating |oss.
Addressing the first bullet, he explained that once out of the
exploration phase and into the devel opnent phase, a conpany's 20
percent capital credit and 10 percent [net operating | oss]
credit would result in about a 30 percent credit support, lining
up with the Cook Inlet nunbers beginning in 2018.

1: 37: 59 PM
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MR. ALPER explained that slide 19, "To-date Cost of Sunsetting
Credits,” provides an aggregate sense of the dollar values of
the credits that are intended to be sunset, that w thout any
| egislative action are going to be disappearing over the next
several years. Regardi ng the various exploration credits since
2007 wuntil sunset, the state has refunded/paid out about $270
million in credits on the North Slope, and conpani es have used
about $190 million to offset their tax liability. Of the North
Slope in Cook Inlet and the Interior, the state has refunded
about $160 mllion and nothing has been used against liability
because typically the Cook Inlet explorers are not taxpayers and
even if they were there is very limted tax liability against
which to offset their taxes, their credits. Regarding the snal

producer credit, he explained that a single conpany can earn up
to $12 mllion per year of this credit, and there are nultiple
conpanies that are able to claim it. Currently about $50
mllion a year is used on the North Slope and over the lifetine
of the credit through 2016, there will be smaller nunbers in the
years as the credit trickles out. The state has given out $340
mllion in credits against liability on the North Slope and off
the North Slope the state has given out about $60 nillion. He
poi nted out that small producer credits cannot be refunded, they

can only be used to offset a tax liability. In sum total for
these sunsetting credits, the state has either paid or foregone
revenue of slightly over $1 billion between their start and now.
1:39:40 PM

MR. ALPER reviewed slide 20, "Revenue Inpact, Changes in CS
Prelimnary Analysis of Bill Changes ($nmllions), (based on Fal
2015 Forecast)." He said the chart on this slide tries to
summarize the fiscal inpact of Version P. He advised that a
fiscal note is forthcomng that takes this information and
extends it into the future. Also forthcoming wll be a nore
detailed fiscal note that DOR is working on to break out many of
t he subconponents of the bill. He explained that this chart is

based on the fall 2015 forecast. The [2016] spring forecast was
released in prelimnary formthis norning, he continued, but DOR
has not yet internalized those nunbers into this chart. Under
Version P the expected reduction in state spending is $400
mllion in FY 2017, $325 mllion in FY 2018, and $200 million in
FY 2019. In FY 2019 the drop-off is tied primarily to unknowns,
not knowing what kind of noney conpanies are going to be

spending and therefore DOR cannot project credits. Under
Version P the expected increase in revenue is $50-%$100 mllion
per year. "By elimnating the floor mninmum tax changes,"” he

said, "those nunbers are reduced to zero ..
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REPRESENTATI VE COLSON, regarding the forthcomng fiscal notes,
pointed out that the commttee's next neeting is tonight. He
presuned M. Al per is not meaning tonight.

MR. ALPER responded that he redrafted both of the fiscal notes,
they are conpleted and in the review process, and need to go to
t hrough the governor's office. The Departnent of Revenue issued
two fiscal notes, one tied to the bill itself and the increases
in revenue in the detailed description of the bill, and the
other tied to the fund cap, to the noney that is going into the
tax credit fund and the reduction in annual noney com ng out of
it. He said the hope is that the coonmittee will have the fisca
notes today or tonorrow norning.

1:41: 32 PM

MR. ALPER, at Representative Seaton's request, repeated his
review of slide 20. The governor's original bill envisioned
three sets of changes, he said. On the revenue side was the
m nimum tax changes - the hardening [of the floor] and the
increase from4 percent to 5 percent. The original bill foresaw
$100 mllion in the near-termyears and $50 nillion in the outer
years. [In Version P] those nunbers are reduced to zero because
the mninum tax is left intact. On the side of reductions in

spending there is the North Slope category and the non-North
Sl ope category. There are two distinctions in the credits. The
first is the credits that are elimnated or reduced; the law is
actually changed to say that a certain credit is not going to
exi st anynore, or the nunber is being changed, or a |oophole is
bei ng cl osed and people are not going to get that noney anynore.
The second is the credits that are deferred; the conpanies are
going to continue to earn the credits, generally speaking the
certificate credits, but because of the caps that would be

added, nost inportantly the $25 mllion cap, the conpanies are
not going to get all of that noney and nust instead roll it
forward into a future year. By putting in the $200 mllion cap,

the so-called deferred category is zeroed out, there are not
going to be any credits deferred in our forecast the way DOR has
it structured. Shoul d sonething |arge happen, in other words
shoul d sonething like the Pikka project be sanctioned and | arge
anounts of noney start to be spent, DOR would nodify the
forecast and then there would be a fiscal inmpact to the changes
in Version P based on the $200 mllion cap. Because of the
nunbers that DOR has in its forecast, the changes in Version P
elimnate the savings from deferred credits, which then brings
things to the credits elimnated or reduced. For the North
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Slope the main difference is the GVR'NOL thing, which is |left
intact; in FY 2017 and FY 2018 the nunber is essentially the
same, that nunber is reduced at the nunber DOR forecast it.
Because of the delay in the effective date, FY 2017 ends up
being half of a year. For the Cook Inlet the changes are
related to the <change in the credits: the well |[ease
expenditure credit is elimnated over an 18-nonth period rather
than imrediately, the [qualified capital expenditure] credit is
mai nt ai ned, and the [net operating loss] credit is reduced. The
effect of those changes is going to have a smaller fiscal inpact
for three reasons: because the nunbers are smaller; because the
nunbers are delayed; and because support is nmintained for
producers who would not otherwi se be getting any credit support

under the structure of the governor's bill. The Dbest
prelimnary estimtes, which will evolve over tinme, are that the
fiscal inmpact of Version P will be a reduction in the state's

credit outlay of roughly $50 miIlion or $60 million per year.
1:45:15 PM

REPRESENTATI VE JOSEPHSON understood that Version P would largely
keep the state where it is currently, although this would be
less so in Cook Inlet in the out years. He asked what the other
oil and gas producing states that are suffering the exact sane
oil and gas recession are doing with their credit packages.

MR. ALPER answered he is not aware of conparable credit packages
in the US  Alaska is the only state in the U S. that taxes on
net profits and Alaska has a nore sophisticated tax regine, a
nore sophisticated incentive regine. He offered his belief that
North Dakota's gross tax does get reduced at |ow prices because
it is structured as a tax and a surtax. He added that the
Conpetitiveness Review Board has put out a good report that
hi ghl i ghts those things. He said he would not say things are
bei ng kept intact; Version P definitely making changes, they are
sinply not as aggressive as was originally proposed by the
adm ni stration.

REPRESENTATI VE SEATON asked whether he is correct in observing
on slide 20 that for Cook Inlet/Mddle Earth in FY 2017 the
di fference between the governor's original bill and Version P is
$130 mllion.

MR. ALPER replied, "To the best we could determne in the
l[imted tine available, yes." Continuing, he said FY 2017 is a
bit deceptive because the governor's original bill had an
effective date of July 1 [2016], the beginning of FY 2017; but
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Version P does not bring in any changes at all until January 1,
[2017], which is halfway through FY 2017. Also, [in Version P]

the [well |ease expenditure] credit in FY 2017 is only reduced
from 40 percent to 30 percent, which is quite a material nunber
in Cook Inlet. Thus, a couple of things conspire to drag down

t he nunber specifically in FY 2017 as a percentage of the total.
1:47: 38 PM

VR. ALPER reviewed slides 21-22, "I npl ementation  Cost,
Transition.” Addressing slide 21, he noted that the governor's
original bill was witten with an effective date of July 1,
2016. In Version P the predom nant effective date is January 1,
2017, wth the full repeal or the full reduction to 20 percent
of the [well |ease expenditure] credit not until 2018, which is
about an 18-nonth del ay. Version P retains the fiscal note
initially proposed in the governor's original bill, which adds a
fund capitalization of $926,575, 000. That is not a random
nunber, he explained, it is the nunber that when added to the
nunber in the operating budget cones up with an even $1 billion,
which is the nunber the adm nistration |ooked to for funding a
transition fromthe current systeminto the new system That is
nore than enough noney to cover any anticipated expending in FY
2017, but [DOR] expects the legislature will need to appropriate
nore noney before getting to the end of FY 2018 and then beyond.
[ The inpact of Version P] on the transition is that the noney is
still there, but will not go as far and so nore noney wll be
needed to mintain the program because the program and the
state's liability would be larger in years to cone.

REPRESENTATI VE SEATON understood the initial fund capitalization
was included because the credit anobunts were being dramatically
reduced, but in Version P that is not going to happen or is not
going to happen for a deferred tine. Noting that Version P
retains the fund capitalization, he inquired where that noney
will come from

MR. ALPER responded that his original understanding was that an
appropriation would be nmde from the constitutional budget
reserve (CBR) to endow this transition fund, and that that would
be part of the l|arger package of inplenmenting the governor's
entire fiscal plan.

RANDALL HOFFBECK, Commi ssioner, Departnent of Revenue (DOR),

confirmed that the original intent in the governor's bill was an
appropriation fromthe CBR to endow t he fund.

HOUSE RES COW TTEE -21- March 21, 2016



1: 50: 24 PM

REPRESENTATI VE SEATON asked where the authorization for a CBR
vote or an intent for a CBR vote is located in Version P

MR. ALPER replied the fiscal note for fund capitalization was
witten by DOR, but in sonme ways was on behalf of the Ofice of
Managenment & Budget (QOVB). He understood that, |ike any fisca
note, it would be attached to the operating budget and becone
part of the final vote on the conference conmmttee substitute of
the operating budget. It would be a separate line item and a
separate vote with the final passage of the operating budget.

REPRESENTATI VE SEATON said he has not before seen fiscal notes
just freely following that are not required or do not have
statutory authority, and the fiscal note is instituting the

statutory requirenent proposed in the bill. He asked whether it
is in here or whether this is just a proposal to put $1 billion
sonmepl ace w thout any statutory requirenent and could this
fiscal note then go by itself without any bill to attach it to.

MR. ALPER answered he has seen in the past the conditional
| anguage in budgets and fiscal note sections, or that this
appropriation is contingent on the legislature passing a bill
that is equivalent to "HB so and so." He envisioned that that
is how it would end up being structured by whoever wites those
fiscal notes into the final version of the operating budget.
But, he continued, there is no explicit reference to the
spending in HB 247, there is no reference to the actual
appropriation in the bill |anguage.

REPRESENTATI VE SEATON remarked that it seens very problematic to
start down the road of putting appropriations into a bill that
does not include any statutory authority in the bill to do that.

MR. ALPER responded that, broadly answering this question, the
intent of HB 247 as originally proposed was to reduce the
state's annual cash outlay to the neighborhood of $50-%$100
mllion a year. That nunber in many ways lines up with the 15
percent in the language in statute that creates the [oil and
gas] tax credit fund, so it would be sort of self-sustaining,

and then this $1 billion was intended to be the transition, the
noney that would get the state over the hunp between the old
plan and the new. Version P is sonewhat different, it is a

different paradigm and may inpact how this transition fund is
treated or how it is kept in budgets noving forward. He said he
does not have a conpl ete answer.
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1: 53: 33 PM

MR. ALPER reconmenced his presentation. Di splaying slide 22,
"I npl emrentation Cost," he explained that enployees of the Tax
Division who work day to day wth the tax credit program wth
the production taxes, wll to have to change their work
sonmewhat . The [Tax Revenue Managenent System (TRMS)] and the
[ Revenue Online (RCL)] will have to be reprogramed because
there are different calculations, different formulas, online tax
paying fornms, and so forth. The departnent has not yet received
a solid estimate [from the software devel oper] and an estimte
may not come until it is better seen what the bill is going to
| ook Iike. However, DOR has put a placeholder capital cost of
$1.5 mllion into the fiscal note to pay the contractor to
reprogram the system no cost is anticipated for the departnent
itself to adm nister the program because it wll be done wth
exi sting resources and existing staff. There will also be a
fairly robust regulatory process to inplenment the changes in
this or any version of the bill. The Departnent of Revenue has
a couple of other large oil and gas regulatory projects on the
back burner waiting for the conpletion of this legislative
session and DOR anticipates doing all of them at the sane
starting this summer.

1: 54: 44 PM
The commttee took a brief at-ease.
1: 55: 55 PM

REPRESENTATI VE JOSEPHSON returned to slide 7 and noted that the
| ast bullet states, "By preserving 'capital' and reducing 'l oss'
credits, increases paynents to producers (who pay zero taxes)."
He surmised this nmeans it is status quo and that the producers
are not getting nore under Version P, but are getting what they
got at least until the m ddle of 2017.

MR. ALPER answered that the use of the word "increases" in this
bullet is neaning an increase fromthe governor's original bill.
It is actually a decrease from what is currently being paid
because in sone cases the producers in question are getting the
40 percent [well |ease expenditure] credit in conbination with
the 20 percent [qualified capital expenditure] credit. [ Under
Version P] producers would, by the beginning of 2018, only be
getting the 20 percent [qualified capital expenditure] credit.
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1:56: 52 PM

REPRESENTATI VE  SEATON noted that the governor's origina
proposal would inplement a change date of the state's fiscal
year, while Version P would inplement a change date in January,
which is a tax year for the conpanies. Regarding well | ease
expenditures, he inquired whether there is any reason why that
cannot be inplenented md-year of a cycle, since those are
different than the tax rate or the tax liability because the
credits are based on when the noney is expended and so would be
i ndependent of such things as the conpany's tax rate or
operating | oss.

MR. ALPER confirnmed that Representative Seaton is correct. For
the credits that are tied to spending - the capital, well |ease
expenditure, and exploration credits - as long as the receipt,

the activity, the spending takes place before the cutoff date,
DOR can very easily parse out that set of expenditures and wite
a credit; the departnent does not need to be tied to a cal endar
year or a tax year. Wth the exploration credits being sunset
on July 1, [2016], conpanies wll be conming to DOR with a
project and DOR is only going to be paying them on the spending
that took place prior to July 1. The credit that gets awkward
if it is changed in the mddle of the year is the operating |oss
because that is tied to an overall year's profit and |oss, and
so this would becone a very difficult accounting exerci se.

1: 59: 02 PM

CO CHAIR NAGEAK advised that the co-chairs are considering
hearing sone of the nenbers' anendnments to HB 247 tonight,
dependi ng upon how many anendnents are received by the deadline
of 5:00 p.m tonight. He asked whether nenbers have any
comments on whether to start anmendnment consideration tonight
versus waiting until tonorrow.

REPRESENTATI VE TARR stated it would be difficult to respond to
the anmendnents because nenbers have not yet seen them and
therefore it would be nice to have the evening to review them

CO- CHAIR NAGEAK agreed to wait wuntil tonorrow to start the
consi deration of amendnents.

CO CHAI R NAGEAK, responding to Representative Seaton, said the

co-chairs would like to receive the proposed anendnents in both
el ectronic and hard copy formats.
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[ HB 247 was hel d over.]
2:00: 24 PM
The conmttee took an at-ease from2:00 p.m to 2:09 p.m

HB 286- FI SH & GAME: OFFENSES; LI CENSES; PENALTI ES

2: 09: 57 PM

CO- CHAI R TALERI CO announced that the next order of business is
HOUSE BILL NO 286, "An Act relating to sport fishing, hunting,
or trapping licenses, tags, or permts; relating to penalties
for certain sport fishing, hunting, and trapping |I|icense
violations; relating to restrictions on the issuance of sport
fishing, hunting, and trapping licenses; creating violations and
amending fines and restitution for certain fish and gane
of fenses; relating to comercial fishing violations; allowng
lost federal matching funds from the Pittman - Robertson,
Di ngell - Johnson/VWallop - Breaux prograns to be included in an
order of restitution; adding a definition of 'electronic form;
anmending Rule 5(a)(4), Alaska Rules of Mnor Ofense Procedure;
and providing for an effective date."

KEVI N BROCKS, Deputy Conm ssioner, Ofice of the Conm ssioner,
Al aska Departnent of Fish & Gane (ADF&G, introduced HB 286 on
behal f of the governor. He said the bill relates to fish and
gane offenses, licenses, and penalties, and was developed in
col |l aboration with the Departnment of Public Safety (DPS) and the
Department of Law (DQL). He advised the conmttee that Major
Bernard Chastain will present the details of the bill.

2:11: 52 PM

MAJOR BERNARD CHASTAIN, Deputy Director, Division of Al aska
Wl dlife Troopers, Departnent of Public Safety (DPS), provided a
sectional analysis of HB 286 on behalf of the governor.
Referring to Section 1, he explained that under AS 16.05.330 a
person who is engaged in activities listed in paragraphs (1-5)
must have in their actual possession a license, tag, or permt
to legally engage in that activity. Section 1 reorders these
activities into tw separate categories, wth (1) and (2)
consi dered general activities and (3), (4), and (5) considered
commercial activities. The purpose for this reordering is
contained in Section 3 of the bill.
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MAJOR CHASTAIN explained that Section 2 anends AS 16.05.330(d)
to make it unlawful for a person to purchase a license in Al aska
or another state if their license to hunt, fish or trap has been
revoked or suspended in Al aska or another state. Currently, the

statute directs that if a person's license is suspended or
revoked, the person is prohibited from purchasing or using the
privileges of that |icense only in another state, and
surprisingly it does not include the state of Al aska. Thi s

change will align that statute with the intent of the | aw

MAJOR CHASTAIN said Section 3 nmakes it an official correctable
citation when a person does not have his/her sport fishing,
hunting, or trapping license in possession while engaged in that
activity. Wldlife troopers realize that people sonetines
forget their licenses at hone, in their car, or other |ocations.
For many years the wldlife troopers have given unofficial
correctable citations to nost people in this situation. Thi s
section will give the wildlife troopers the ability to cite a
person for not having his/her sport fishing, hunting, or
trapping license in possession and giving the person a period of
30 days to bring his/her license to any Departnment of Public
Safety office to have it signed off as a correctable citation.

Once signed off the citation is dismssed. |If this provision is
passed it will be very simlar to correctable citations used for
headl i ght requirenents, proof of notor vehicle insurance, and
ot hers. This section ensures that people engaging in the
activity of sport fishing, hunting, and trapping have a |icense
and it allows for sone leeway for forgetting that |icense at
hore. Section 3 does not include activities (3), (4), and (5)

because these are comercial activities and the belief is that
commercial activities have a higher burden to maintain |icensure
t han does the general citizen.

2:14: 36 PM

MAJOR CHASTAIN specified that Section 4 renoves a correctable
citation from AS 16.05.330(f) in the penalties portion of the
statute. Additionally Section 4 aligns other areas of Title 16
and appropriately makes the crinmes listed class A m sdeneanors.

MAJOR CHASTAIN advised that Section 5 <creates two new
subsections [to AS 16.05.430]. New subsection (c) establishes
that a person nay be charged with the violation offense if there
is no culpable mental state established and also maintains a
m sdemeanor offense for nore serious cases in this area of |aw
under subsection (a). He said subsection (d) provides the court
with the ability to inpose additional restitution to the state
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equal to the anount of lost federal matching funds from the
wildlife and sport fish restoration program the Pitnman-
Rober t son, Di ngel | - Johnson/ Wal | op- Breaux  prograns, when the
state is defrauded by a defendant who does not purchase the
appropriate license or tag or clains residency when the person
is not a resident.

MAJOR CHASTAIN related that Section 6 of HB 286 increases the
strict liability comercial fishing fines under AS 16.05.722.
This [statute] was enacted in 1988 and has gone unchanged since
that tinme, and the fines currently in place are inadequate to
deter commercial fishing crime. The fine increase will serve as
both a deterrent and a tool for Alaska's wildlife troopers to
effectively enforce the state's nost inportant fisheries worth
billions of dollars to the state.

2:16: 10 PM

REPRESENTATI VE HERRON said he does not have an issue with the
anount [of the proposed fines], but would |like to know what the
t hought process was behind comng up with the proposed anmounts
of $6, 000, $12,000, and $15, 000.

MAJOR CHASTAIN replied that the thought process has to do with
inflation rate. The 1988 fine of $3,000 equals al nmobst exactly
$6,000 in today's dollar. Paragraph (3), which goes from $9, 000
to $15,000, was a paragraph added in 1995 and so that $9,000 is
equal to about $15,000 in 2016 doll ars.

MAJOR CHASTAI N continued his review of Section 6, explaining it
also ensures that comercial fishermen can participate in
fisheries by deterring illegal fishing that harnms the industry.

MAJOR CHASTAIN said Section 7 creates a new subsection that
requires a court to transmt comrercial convictions to the
Commerci al Fisheries Entry Comm ssion (CFEC)

REPRESENTATI VE SEATON requested further explanation of Section 6
in regard to Mjor Chastain's statenment that it allows
comercial fishermen to participate.

MAJOR CHASTAIN responded that it has to do with the deterrence
factor in comercial fishing. The deterrence in violations is
important so the fishing industry can maintain its viability.

2:18: 29 PM
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MAJOR CHASTAIN explained that Section 8 renbves a penalty from
[ AS 16.05.782(a)], which cleans up the subsection and nmakes it
clearer as to what the penalty actually is.

REPRESENTATI VE JOSEPHSON i nqui red what the penalty becones if it
is not a class A m sdeneanor.

MAJOR CHASTAIN answered that the remaining subsections [of AS

16.05.782] deal wth making two classes of violations. One
subsection will remain a class A msdeneanor if culpability can
be proved. If culpability cannot be proved it beconmes a

violation of fense and that can be found in Sections 9 and 10.
REPRESENTATI VE JOSEPHSON understood the subsequent sections
reference back to the earlier sections to say that these are all
fines or violations rather than sonething el se.

MAJOR CHASTAIN replied that it sets two separate categories of

crime. If culpability can be proved, it maintains a Cass A
m sdeneanor and it allows for flexibility if culpability cannot
be proved. He said the subsequent crines that he wll be

reviewing also add a separate section for creating a violation
which is a | esser offense.

REPRESENTATI VE JOSEPHSON understood that wunder Title 16 and
Title 5 of the Alaska Adm nistrative Code (AAC) there are strict
liability offenses in wldlife cases. He asked whether this
gets rid of strict liability.

MAJOR CHASTAIN responded that all of those are still in place
and still available to charge. Title 16 statutes do not have
the ability to charge as strict liability, so essentially that

is created by this bill.
2:20: 50 PM

REPRESENTATI VE SEATON observed that the |anguage in Section 7
states: "(d) The court shall transmt notice of all convictions
under this section to the Al aska Comercial Fisheries Entry
Commi ssion."” He requested clarification regarding the executive
or der transferring the admnistrative functions of t he
Commercial Fisheries Entry Comm ssion (CFEC) to the Departnent
of Fish & Ganme (ADF&G), which wll be issuing licenses. He
suggested that either the definition be expanded to include
ADF&G or to change it.
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MR. BROOKS answered that the admi nistrative order would have no
impact on this provision in statute, this section is not

inplicated by the admnistrative order. He explained that
someone with a conmercial fishing violation gets points 1like
what is done with a driver's |icense. The reporting of those
points would still go to the CFEC and the departnent and the
commi ssi on woul d comruni cate on whether to issue a permt.
2:22:23 PM

MAJOR CHASTAIN stated that Section 9 relates to Section 8. It

removes an unnecessary reference to subsection (a) in Section 8.

MAJOR CHASTAIN specified that Sections 10-15, in general
provi de consistency across the board and create class A
m sdemeanors  for sections that the troopers can prove
culpability, and violations for sections that were not existence
prior to this bill.

MAJOR CHASTAIN noted that Section 16 increases the restitution
anounts [under AS 16.05.925] by 50 percent that a person
convicted of wunlawfully taking big game may have to pay the
state if the court <chooses to inplenent this restitution.
Al aska's gane belongs to every person collectively. When big
gane animals are unlawfully taken it defrauds the state of the
value of the aninmals to its citizens. This value varies greatly
dependi ng upon the species of animal, the |ocations of the take,
the social value of the animal, the economc value of the
animal, and the food source value to the people of the state.
These restitution values may be inposed by a judge if the judge

thinks the case warrants applying restitution. |In nost cases it
does not make the state whole for the loss of the animal, but it
pays the state back for the illegal take and adds a deterrence
value to the illegal take. For exanple, several years ago a
very large Dall sheep was illegally shot on the Seward H ghway
south of Anchorage. This area is closed to hunting for Dall

sheep. That animal was worth an unknown anobunt of noney to the
state in tourism mnmany thousands of people took photos of this
sheep. There are nmany exanples like this every year where the
value of the illegally taken resource my never be fully
recovered to the state. He explained that the proposed new fine
amounts in Section 16 were determned in the sanme manner as was
done for Section 6. [ The statute] in Section 16 was enacted in
1996 and those dollars were applied to 2016 dol |l ars.

MAJOR CHASTAIN, regarding Section 17, pointed out that there is
a drafting error on page 5, line 17. Rat her than stating AS
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16.05.925, this line should state AS 16.05.901. [ Section 17 is
related to Section 16 - it provides the additional option of
charging a person with a violation offense when appropriate.|

2:25: 20 PM

MAJOR CHASTAI N said Section 18 adds a definition of "electronic
form" He requested M. Brooks to el aborate.

MR. BROOKS said this proposal would add the definition of
"electronic forn so that a person can display his/her fishing
or hunting license on sonething like a smart phone, simlar to
what can now be done with insurance. It would provide one nore
convenience to the licensing public - a person not having the
license in paper formcould display it on an el ectronic device.

REPRESENTATI VE COLSON inquired whether that would also apply to
the lifetine |icenses.

MR. BROOKS answered no, the identification card for a pernmanent
license would still be required.

REPRESENTATI VE SEATON noted that oftentines on fishing |icenses
there are stanps or stickers or a reporting anmount on the back
of the actual physical I|icense. He asked whether those would
still need to be [provided in paper forml or would be allowed in
el ectronic form

MR. BROOKS replied that when a person now buys his/her license
electronically a king salnon stanp is a nunber, so that would be
di spl ayed on a nobil e device. The licensee would still have to
get a harvest record. Currently for a pernmanent identification
card, if there is a harvest requirenent the cardhol der nust get
a separate docunent from ADF&G and record that harvest, and it
is envisioned that that will continue the sane way.

2:27:18 PM

REPRESENTATI VE TARR inquired about the definition of "cul pable
mental state" and where that definition can be found.

AARON PETERSON, Assistant Attorney Ceneral Fish and Gane, Ofice
of Special Prosecutions, Crimnal Division, responded that
generally the cul pable nental states are set out under Title 12
and that is reckless conduct and knowng its circunstances.
Section 17 does not lay out a specific nental state for this
offense and therefore it would revert to the general nental
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state requirenents set out in Title 12. It is a term of art
used, it does not nean that a defendant has the capability to do
it, it nmans that in this instance the defendant had the
required nental state that would nmake himher crimnally I|iable
for the offense.

REPRESENTATI VE TARR said she was thinking about instances where
a person is intoxicated but otherw se capable. She surm sed
that because of the way this is defined the person would be
covered under that definition

MR. PETERSON answered yes, as with driving under the influence,
there would be a very good chance that an intoxicated person
violating this law would still be crimnally |iable.

2: 30: 34 PM

REPRESENTATI VE JOSEPHSON observed that the last line on page 1
of the governor's transmttal letter states, "Currently, if a
person violates certain fish and ganme l|laws, they can only be
charged with a crimnal offense.” He recalled that when he
prosecuted these, often the sanme act could have been charged by
the fish and gane officer as either a class A ni sdeneanor or a
violation and generally the sentence would be suspended anyway,
but there would be a change from perhaps a fine of over $1,000
to a fine of $300. He asked whether the statement in the
transmittal letter is correct that under current |aw these can
only be charged crimnally.

MR. PETERSON replied that any tine there is the corresponding
violation in the Al aska Admnistrative Code (AAC) there are
several ways that that can be charged. It can be charged as a
violation and oftentines it can be charged as a m sdeneanor
depending on exactly where it falls under the AAC because the

enacting statute will have different penalty ranges, different
charging ranges, for different parts of the code. Certain
things in Title 16 can only be charged as a m sdeneanor because
they do not have a corresponding regulation in place. The

attenpt here with HB 286 is to allow for that flexibility, allow
for the prosecutor or DPS in the field to charge as a violation
where appropriate. For the offenses included in this section
there is not currently that flexibility.

2:32: 48 PM

MAJOR CHASTAIN returned to his sectional analysis. He explained
that Sections 19-26 do the same things nentioned by M.
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Pet er son. They generally standardize penalties in the statutes
listed by providing an additional option of charging a person
wth a violation offense when appropriate. These sections
mai ntain the option of charging a person with a m sdeneanor if
the crime is nore serious. He pointed out a drafting error in
Section 23, page 6, line 9, noting that this line states "AS
16. 10. 090" but should state "AS 16.10. 110".

MAJOR CHASTAIN related that Section 27 anmends the uncodified
rules of the court of Alaska to namke it clear that the court has
the authority to dismss citations witten for people failing to
have their license, tag, or permt in their actual possession.

MAJOR CHASTAIN said Section 28 amends the uncodified |aw of
Alaska to nmake it clear that the act applies [to offenses that
occur on or] after the effective date of the act.

MAJOR CHASTAIN stated that Section 29 provides for an effective
date of July 1, 2016

2:34:11 PM

REPRESENTATI VE JOSEPHSON shared that when he is with a group
fishing for king salnon, the group takes it really seriously
t hat each person nust have his/her king tag in possession. He
requested Maj or Chastain's opinion about why it is okay to rel ax
this requirenent when it is built into the m ndset of citizens.

MAJOR CHASTAI N under st ood Representative Josephson is asking why
it would be appropriate for troopers to make it correctable for
not having a king salnon stanp. He said there is still a
regulation that requires a person to have a king sal non stanp.
Thi s proposed provision would only make it a correctable offense
if the person does not have a fishing license in possession.

REPRESENTATI VE SEATON asked whether that nmeans it is excusable
for a person to not have his/her license in possession, but not
hi s/ her king sal non stanp or the reporting formin possession.

MAJOR CHASTAIN responded that presently quite a few different

regul ations are in statute. One requires having a license in
possession, another requires having a king salnon stanp, and
another requires that the king salnon stanp is signed. A

variety of regulations cover all of those. Al HB 286 would do
is make it that if someone forgot his/her fishing license in a
vehicle or at honme, the wildlife troopers could wite a citation
to that person and could nmeke it be a correctable offense

HOUSE RES COW TTEE - 32- March 21, 2016



whereby the person could bring the citation to the office and it
could be signed off as a correctable offense. If a person was
king salmon fishing, the wldlife trooper could still decide
whether it was appropriate to wite the person for not having
hi s/ her king sal non stanp, which is not a correctabl e offense.

REPRESENTATI VE SEATON understood a person would still have to
have his/her king salnon stanp or reporting card in possession
regardl ess of having his/her license in possession.

MAJOR CHASTAI N replied correct.
2:37:10 PM

REPRESENTATI VE TARR drew attention to Section 18 on page 5,
lines 20-22, which state: "(38) 'electronic form nmeans the
display of images on an electronic device such as a nobile
t el ephone, tablet, or conputer.”™ She noted that a canera is not
included in the list of devices and asked whether a canera
shoul d be included and, if so, the best way to include it.

MR. BROCKS responded that the aforenentioned was not intended to
be an exhaustive list. He said the |anguage could be refined,
but added that he thinks "electronic device such as" covers a
broader list than what is witten.

REPRESENTATI VE TARR suggested the opinion of Legislative Lega
and Research Services be sought so as to preclude any unintended
consequences. For exanple, whether to change the |anguage to
state "including but not limted to" in order to indicate that
it is a not an exhaustive I|ist.

MR. PETERSON clarified he is with the Departnent of Law, not
Legi sl ative Legal and Research Services. He noted the I|anguage
"such as" is a cannon of construction that is on point here and
it essentially says that a thing would be known by those around
it. Here, it seens pretty clear that a canera would be an
el ectronic form and "such as" is just giving sone guidance as to
what sonme of those mght be. As a prosecutor, if sonebody were
to say that he/she had it on a canera but it was not on the
list, he can certainly say that it is pretty clear how that
woul d be resol ved.

REPRESENTATI VE TARR observed that the fiscal notes for HB 286

are zero. She inquired as to the overall value of these fines
based on information fromthe |ast several years.
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MR. BROOKS answered he will get back to the comittee with an
answer . He said he does not think ADF&G has an anount by
violation but he can provide an order of magnitude as far as how
much has been col | ect ed.

2:40: 14 PM

REPRESENTATI VE CHENAULT understood that, except for a senior
exenpt license, a king salnmon tag is stuck to a person's actua
fishing license. He asked what the difference is between a king
salmon stanp and a tag for, say, a brown bear if a person does
not have that in possession at the time of kill.

MR. BROOKS replied that when purchased electronically from
ADF&G s store, a stanp is a nunber on the license, not a
sticker; but when purchased froma sports store it is a sticker
The fixable part of this is that a person would have had this
previously, a person cannot just go out and buy it and fix the
ticket; a person has to have had ownership before he/she engaged
in hunting or fishing.

REPRESENTATI VE CHENAULT said he wll not say that he knows
peopl e who go out fishing and catch fish illegally, but he would
say that it does happen in the state. He recounted that he has
seen the excuse where a person has left his/her license at hone
during dipnetting on the Kasilof River. Wiile this proposed
provision is to cover the person who did honestly forget his/her
license in the car, he questioned whether there could be an
uni nt ended consequence of a person going dipnetting, not taking
along his/her permt, getting caught, and saying the permt was
left at home. This person gets to keep the fish and brings the

permt in after filling it out and now cannot catch any nore
fish. But, if the person doesn't get caught, that person can
continue to fish until caught versus the current situation of

where people know they are supposed to have the permit with them
and if they don't they get fined.

MR. BROOKS responded that the fixable license does not relieve
soneone of his/her harvest reporting, so the person would stil
be in violation on that if out without a permit and recording a
har vest . A person could still fix it if not having his/her
license along, but he/she could not fix the fact of not
reporting the harvest.

REPRESENTATI VE CHENAULT surmsed there still would be a
possibility of the fine associated with not filling out a
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harvest ticket or not actually having a king stanp along at the
time of catching the fish should a ganme warden be encount er ed.

MAJOR CHASTAIN answered that currently there are adequate
regul ations and statutes available to wldlife troopers to deal
with all of the scenarios just presented by Representative
Chenaul t . Those are separate regulations and separate
responsi bilities.

REPRESENTATI VE CHENAULT said he wants to ensure that another
avenue i s not being opened.

2:44: 57 PM

REPRESENTATI VE JOSEPHSON understood that generally there is a
top prosecutor working on these matters. He asked who questions
shoul d be directed to if a commttee nenber has questions.

MR. BROOKS replied that Seth Beausang, Assistant Attorney
CGeneral, Natural Resources Section, Cvil Division, Departnent
of Law, Anchorage, advises ADF&G on fish and gane related
matters, whereas M. Peterson is with the Crimnal Division,
Departnent of Law.

2:45: 53 PM

REPRESENTATI VE TARR inquired whether the proposed 50 percent
increase in fines would put Alaska on par with the fines inposed
by ot her states.

MAJOR CHASTAIN responded that two distinctions are to be nade
The 50 percent increase is the restitution anmount and that can
be applied by the judge if the court believes that the crine is
serious enough to apply the restitution to that aninmal. For
instance, right now if soneone takes a npoose illegally, in
addition to any penalties that the court may inpose for the
m sdeneanor offense or the violation, the court may al so inpose
additional restitution of $1,000 for that npose, and that
represents the value of that animal to the State of Al aska. He
said he is unaware of other states and restitution anounts, but
he is aware that Alaska's fines levied by the court tend to be a
bit higher than other places in the U S It depends on the
crinme, but adequately so because the animals in Al aska are
val ued at a nuch higher |evel than other places in the Lower 48.

REPRESENTATI VE TARR remarked that what makes this of interest to
her is that it was nmentioned that these nunmbers have not been
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adjusted for a nunber of years, but the suggestion was that it
was inflation adjusting these restitution limts. G ven these
i ssues are |looked at fairly infrequently by the |egislature, she
said she would like to nake the effort to bring the state up to
speed with what would be conparable in other |ocations. She
requested that Mjor Chastain provide the commttee with any
ot her information he m ght have in this regard.

CO CHAIR TALERI CO commented that in regard to Section 16, he
woul d say from personal experience that if a deer is worth $600
then a moose is worth $4,000 from a food source perspective.

REPRESENTATI VE HERRON pointed out that the co-chair does have
the ability to make these changes.

2:49: 10 PM

MR. BROOKS thanked the committee for hearing HB 286 because it
is inportant to enforcenent and to his departnent.

REPRESENTATI VE SEATON asked how the tw drafting errors in
Sections 17 and 23 woul d be handl ed.

CO- CHAIR TALERI CO responded that something wll be brought
forward to correct those drafting errors, as well as taking a
| ook at what the appropriate |anguage should be in Section 18

He said he will also be |ooking over the value given to these
particul ar ani mal s.

[ HB 286 was hel d over. ]

2:50:49 PM

The comm ttee took a brief at-ease.

2:51: 50 PM

CO CHAI R TALERI CO announced that the commttee's neeting on HB
247, scheduled for 6:00 p.m tonight, is cancell ed.

[ HB 286 was hel d over.]
ADJ OURNMENT

There being no further business before the commttee, the House
Resources Standing Commttee neeting was adjourned at 2:52 p.m
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