SENATE FI NANCE COWM TTEE
March 27, 2017
9:08 a. m

9:08:15 AM

CALL TO ORDER

Co-Chair MacKinnon called the Senate Finance Committee
nmeeting to order at 9:08 a.m

VEMBERS PRESENT

Senat or Lyman Hof f man, Co- Chair
Senat or Anna MacKi nnon, Co-Chair
Senator Cick Bishop, Vice-Chair
Senat or M ke Dunl eavy

Senator Peter M cciche

Senat or Donny O son

Senat or Nat asha von | mhof

VEMBERS ABSENT

None

ALSO PRESENT

Hugh Short, Appointee; Warren Christian, Appointee; Randall
Hof f beck, Comm ssi oner, Departnent of Revenue; Mark Luiken,
Conmi ssi oner, Departnment of Transportation and Public
Facilities.

PRESENT VI A TELECONFERENCE

David Wght, Appointee; Fred Sturman, Self, Soldotna; Jeff
Wafford, UPS, Louisville, KY; Dana DeBell, Delta Airlines,
Los Angeles; Fred Sturman, Self, Soldotna; Aves Thonpson,
Al aska Trucki ng Associ ati on, Anchorage.

SUMVARY
SB 25 MOTOR FUEL TAX; TRANSPORTATI ON MAI NT. FUND

SB 25 was HEARD and HELD in commttee for further
consi derati on.



CONFI RVATI ON HEARI NG ALASKA GASLI NE DEVEL OPMVENT
CORPORATI ON BOARD

Co- Chair Hoffman remarked about the public hearing process
as it related to education funding. He said that the public
should be aware that the senate intended to cut the
education budget by 5 percent regardless of public
testinmony. He said that the public hearing was closed and
the item would not be reopened. He shared that |awrakers
coul d provide anendnents, which could be considered in the
operating budget, but reiterated that the intent was to go
through with the 5 percent cut.

Co-Chair MacKinnon interjected that letters on the matter
could be submtted to the commttee via email

9:11: 22 AM

ACONFI RVATI ON HEARI NG ALASKA GASLI NE DEVEL OPVENT
CORPORATI ON BOARD - DAVID WGHT, HUGH SHORT, and WARREN
CHRI STI AN

9:11: 56 AM

DAVI D W GHT, APPO NTEE (via teleconference), discussed his
gual i fications for t he Al aska Gasl i ne Devel opnent
Corporation board. He stated that he had a degree in
petrol eum engi neering and had worked in the energy industry
for 41 years. He said that half of his industry career was
related to gas processing and developnent. He further
di scussed his resune (copy on file).

9:14: 05 AM

Vice-Chair Bishop asked for M. Wght's opinion on debt
versus equity financing for the state's proposed |iquefied
natural gas (LNG project.

M. Wght thought that the financing would be determ ned by
the market. He believed that the project required sone
equity investnent by the state, but he could not say the
| evel. He thought that the purchasers, the market, and the
financers would look to a commitnment from the prinmary
owners.

9:16: 05 AM
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Senator von Inmhof referred to the state investnent, and
wondered where M. Wght thought the funds woul d be found.

M. Wght acknowl edged the state's budget and incone
chal | enges, and expressed that the governnent of Trinidad
and Tobago was nuch in the sane position. The country had
relied on investnent banks to provide capital. He thought
that the project was still possible, and that all avenues
woul d be explored that would result in a mninmm capita
i nvestrment fromthe state.

9:18: 00 AM

Vi ce-Chair Bishop asked M. Wght about his top priorities
for the board for the upcom ng year.

M. Wght thought it was inportant to inprove investnent
ef ficiency and cost structure. He believed that the project
size conpared to the volume, timng, and price of the
market would need to be considered. He stated that the
financing of big projects was never easy. He said that
Federal Energy Regulatory Commission (FERC) filing and
negoti ati ons about plant size would need to take place.

9:20: 16 AM

Senator Dunleavy asked whether there were any other
projects that were simlar to the project structure that
the adm ni strati on had proposed.

M. Wght thought there had been nany foreign governnents
that had decided to own facilities rather than another
entity.

9:21:31 AM

Senator Dunleavy asked for specific nanmes of foreign
gover nnents.

M. Wght cited Qatar and | ndonesi a.

9:22:17 AM

Senat or Dunl eavy asked whether the approaches of Qatar and
| ndonesia were simlar to the nodel proposed by the
adm ni strati on.
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M. Wght replied that he was wunable to definitively
determ ne whet her the sanme nodel was being used.

Co- Chair MacKi nnon thought that the question could be posed
to a subsequent testifier who was serving on the Al aska
Gasl i ne Devel opnment Cor poration (AGDC) board.
Senat or Dunl eavy answered in the affirmative.

9:23: 20 AM

Senator M cciche noted that the two nodels nentioned by M.
Wght had significant private sector investnent. He
wondered whether M. Wght planned to pursue the idea of a
state owned and controll ed project.

M. Wght explained that he had spent his career with nmajor
conpanies and had been involved in ngjor capi tal
i nvestnments throughout the world. He believed that the
project should be a priority for the state and that it was
appropriate for the state to take a |eadership role. He
explained that the state's capital investnent should be
m nimal, but big enough to drive the project with the rest
of the investors.

9:27:49 AM

Senator Mcciche asserted that private entities were nore
efficient than governments when it came to naking
investnments. He wondered how the board could encourage
efficiency in investnent when it was itself a governnent
entity and therefore prone to thoughtless spending.

M. Wght thought that AGDC could act for the estate in the
sanme capacity as a large private conpany. He believed that
the biggest challenges facing the project were the size,
price, and environnent. But he was optimstic.

9:30: 15 AM

Senator Dunl eavy discussed past legislation pertaining to
the gasline. He noted that in 2016 the 3 majors had backed
out of the project because it did not fit into their
portfolios. He wondered whether the 3 majors would be part
of the project noving forward if Alaska were nore
economni cal
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M. Wght contended that the parties never felt the project
was uneconomc. He referred to his over 40 years of working
with major oil conpanies. He spoke to the conpany's limted
capital and the reality of having to prioritize projects.
He said that if the state wanted to see if the project
coul d be successful soneone had to take a | eadership role.

9:33: 05 AM

M. Wght discussed gas resources in Trinidad and Tobago as
they related to the proposed Al aska gasline. He reiterated
that what the project needed was strong | eadership.

9:35:19 AM

Co- Chair MacKi nnon thanked M. Wght and invited Hugh Short
to the testifier m crophone.

9:35:52 AM

HUGH SHORT, APPO NTEE, discussed his qualifications for the
position and offered biographical and enploynent history,
as well as his experience working on the board (copy on
file). He agreed with previous testinony that the project
faced chall enges, and he relayed that the board had spent a
significant anpbunt of time building a coalition of
i nvestors, which included ConocoPhillips, Exxon, BP, and
the state. He said that the extended comvodity downturn
t hroughout 2016 had put a significant anount of pressure on
each of those conpanies globally and locally. He reiterated
the challenges to the project that were highlighted by M.
W ght .

9:39: 57 AM

M. Short said that the project finance nodel attached to
the project involved governnent participation. He relayed
that the previous nodel had been an equity nodel, where
each partner put in 25 percent. He related that the
currently project finance nodel neant that the state would
contribute equity to the project and would build the
project with the help of investnent partners. He said that
the nodel would align the cost of capital over the entire
project, versus each conpany having their own return on
equity. The nodel would also reduce the cost and return of
the project, and could have sone tax advant ages.
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9:41: 57 AM

Senator Dunleavy comented that there was about $100 to
$110 mllion left in the accounts for the project. He
thought there were many Alaskans that questioned the
viability of the project. He wondered whether the noney in
the account should be used to further the project at this
tine.

M. Short relayed that the state had spent approximtely
$175 mllion in the pursuit of a FERC license for the
Susi t na-Wantana hydro project. He said that AEA and the
state were $75 nmillion away from conmpleting a full FERC
Iicense when the decision was made to not nove forward with
the project and not fund the remaining FERC work. He felt
that the state could have had an asset in the FERC license
that could have been sold, and he |anented that the state
could have made noney from the hydroelectric plant, but
instead lost the invested noney. He I|ikened the gasline
project to the Susitna-Wantana project. He felt that having
a license in hand would be reflected as an asset on the
state's books. He felt that it would be foolish to not nove
forward with the FERC l|icensing process for the gasline
proj ect .

9:46: 35 AM

Vi ce-Chair Bi shop asked whether the AGDC budget would cover
the <cost of conpleting the FERC |license, or would
addi ti onal appropriations be expected.

M. Wght thought that the current budget would get AGDC
t hrough the FERC process.

9:47:21 AM

Co- Chair MacKi nnon asked what how nmuch of the $100 mllion
in state assets AGDC expected to spend in FY18.

M. Short did not have the information at hand, but agreed
to provide greater detail at a later tine.

9:47:58 AM

Senator M cciche commented that there were LNG projects in
the U S that had done the entire permtting process for
under $100 million. He asked whether the transparency of
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the board with the legislature would be an objective for
M. Short.

M. Short answered in the affirmative. He |anmented that
over the last 9 nonths the board had been in negotiations
with project partners over 4 Kkey agreenments. He expressed
frustration over the anpunt of information that had to be
di scussed in executive session, and he said he understood
that the executive sessions had irritated the |egislature.
He said that his goal for the future was to limt executive
sessions to a mninmal anmount. He relayed that transparency
was one of the board' s biggest challenges because the
pr oj ect was shrouded in mul tiple confidentiality
agreenents. He said that transparency was the board's
bi ggest priority.

9: 50: 35 AM

Senator Mcciche queried the criteria AGC would use to
determ ne whether the project was econom cal or whether it
shoul d be kill ed.

M. Short stated that AGC was structured to give the
governor the ability to hire, and the |legislature the
ability to retain or fire, board nenbers. He said that he
had worked to serve independent and apolitically. He feared
that things could be politicized and that decisions would
be made based on the wong criteria. He thought that if the
current board felt that the project was not feasible, and
was not an effective use of resources, the project would be
shut down.

9:54:10 AM

Senator von | nhof echoed the comments of Senator M cciche
and thanked M. Short for his service. She discussed the
FERC |license as a mlestone, and wondered if there was an
expiration date on the suite of permts. She wondered
whet her the demand for the supplied product would change
within the lifetine of the FERC permt.

M. Short could not speak to a specific expiration of the
FERC license. He said that the state of Alaska had been
pursuing the project for his lifetime thus far, and had not
achieved the FERC license or induced any buyers. He thought
that achieving a FERC license and continuing to attenpt to
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get gas fromthe North Slope to tidewater was an inportant
pursuit.

9:56:48 AM

Senator von Inmhof agreed, as long as the FERC |icense was
transferrable. She thought clearly global economcs would
determ ne the future of the project.

9:57:28 AM

Co- Chair MacKi nnon asked who M. Short thought should be
responsi bl e for the nmarketing of Al aska's natural gas.

M. Short replied that AGDC played an inportant role in
communicating with the market. He |isted the various reason
why the project was exciting. He believed that the
mar keting of Alaska's gas rested on the shoulders of the
State of Al aska.

9:59:11 AM

Co-Chair MacKinnon referred to initial legislation that
contenplated DNR as a possible marketer of the gas. She
understood that M. Short believed that AGDC should be in
charge of marketing Al aska's gas.

M. Short responded that DNR and AGDC had been in
conversation about streamlining the process of gas sales.
He felt that the biggest challenge the board faced was to
be nore efficient. He said that if AGC and DNR needed to
craft a cooperative agreenment to be able to efficiently
tackle the task to get to market, while nmaintain the
di scipline of DNR negotiating the deal, then that should be
t he process that was pursued.

10: 00: 32 AM

Co- Chair MacKi nnon asked who would benefit from conpetition
in the scenario under which all the project partners sold
gas in the global market with all eyes focused on Asia.

M. Short felt that one of the biggest challenges was
determ ning whether to sell gas through a joint marketing
agreenent with our partners, or under independent sales. He
|amented that it had been difficult to negotiate a joint
marketing agreenment with four separate parties. He said
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that at the end of the day each gas seller and buyer woul d
have to negotiate a deal and common econom cs would dictate
that the pricing would be simlar. He felt that the state
woul d benefit if sone l|level of production and sale of gas
coul d be induced.

10: 02: 31 AM

Co- Chair MacKinnon asked if one was a natural gas buyer
such as Asia or China, would the price be better of |ess
peopl e were marketing gas in Al aska.

M. Short was unsure whether there was an absol ute answer
to the question. He thought that the cost structure would
dictate the available nmargin. He said that the buyer's
ability to negotiate significantly different deals based on
the same source of gas would be |imted because of the
underlying cost structure of the entire infrastructure.

10: 04: 01 AM

Co- Chair MacKi nnon hoped that sonmeone could explain to why
putting nore gas, froma fourth seller, would be beneficial
to the state. She thought that conpanies that already had
mar keting potential in other regions and nations would have
an easier tine at selling than the state.

Co- Chair MacKi nnon thanked M. Short for his service.

10: 05: 03 AM
AT EASE

10: 05: 49 AM
RECONVENED

Co- Chair MacKi nnon inforned that the commttee would not be
taking public testinony on the confirmtions.

10: 06: 26 AM

WARREN CHRI STI AN, APPO NTEE, discussed his qualifications
for the Alaska Gasline Devel opnent Corporation (AGC) Board
(copy on file).

10: 08: 25 AM
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Vice-Chair Bishop asked how many board neetings M.
Christian had attended thus far.

M. Christian specified that he had attended all of the
board neetings that had been held since his appointnent.

Vi ce-Chair Bishop asked whether M. Christian had seen any
opportunity to bring suggestions to the project to |ower
proj ect costs.

M. Christian stated that the managenent team had engaged
him in the FERC process, through which he believed cost
reductions would be realized. He said that permtting often
i ncreased the cost of a project, but that he could work to
| oner the permtting costs.

10: 09: 45 AM

Senator Dunleavy asked whether the goal of AGC was to
receive a FERC license or to determne the viability of the
proj ect .

M. Christian opined that the FERC process was critical. He
said that the FERC permt would be viable for three years,
after which there was a possibility of extension. He stated
that the third party tolling and third party financing, as
well as the federal tax exenption because of state
ownership, would be beneficial to the project. He relayed
that AGDC would be returning to the legislature to ask for
addi tional funding because the budget only covered the
project through FY 18, and the FERC permt would not be
procured by that deadline.

10: 12: 18 AM

Senator O son expressed concern that the project was not
being efficiently handled. He worried that the board would
not have the self-discipline to cancel the project if
necessary. He lanented that the state had poured mllions
of dollars into projects that had so far proved fruitless.

M. Christian agreed with Senator M cciche that there was a
di fference between state ownership and state control. He
was not in favor of the state running anything in the
private sector. He considered that the nmethod by which it
was possible to determne if the project was viable was to
determ ne  whet her t he nodel could no | onger be
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substantiated. He did not think the state was ready to
di scontinue the project. He believed that the FERC process
shoul d be continued to conpletion.

10: 16: 30 AM

Co- Chair MacKi nnon asked M. Christian who he though should
be selling Al aska's natural gas.

M. Christian thought the reasonability of marketing the
gas belonged to DNR, he added that the responsibility of
mar keting the project lie with AGDC.

10:17:12 AM
AT EASE

10:17: 34 AM
RECONVENED

FRED  STURMAN, SELF, SOLDOTNA  (via t el econference),
cormented on the AGDC confirmations. He expressed support
for M. Short. He testified that that the project should be
t er m nat ed.

10: 19: 32 AM

Vice-Chair Bishop FORWARDED the appointnments of David
W ght, Hugh Short, and Warren Christian to a Joint Session
for consideration in accordance with Alaska Statute. He
relayed that this did not reflect an intent by any nenber
Senate Finance Commttee to vote for or against the
confirmation of the individuals during any further
sessi ons.

There being NO OBJECTION, it was so ordered.

10: 20: 14 AM
AT EASE

10: 21: 29 AM
RECONVENED

#sb25
SENATE BILL NO. 25

"An Act relating to the notor fuel tax; relating to
the disposition of revenue from the notor fuel tax;
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relating to a transportation nmaintenance fund; and
providing for an effective date."

10: 21: 37 AM

Co- Chai r MacKi nnon OPENED public testinony.

10: 22: 10 AM

JEFF WAFFORD, UPS, LQUISVILLE, KY (via teleconference),
testified in opposition to SB 25. He discussed the inpact
the bill would have on UPS (copy on file):

Thank you for the opportunity to provide testinony on
the proposed Mdtor Fuel Tax Bill and the inpact it
could have on UPS and the air cargo industry. UPS is
one of several in our industry that oppose an increase
in the tax on jet fuel. UPS appreciates the |ong-
standing working relationship wth the State of
Al aska. W have nore than 1,100 enployees in Al aska,
i ncluding 489 pilots who are dom cil ed here.

Traditionally, Al aska has played an inportant role in
UPS's global reach; not only do we deliver to
t housands of custoners daily, but Anchorage serves as
our gateway to the Asia-Pacific region. Anchorage al so
serves as the training location for our Representative
Doogan-11 and 747 fleets.

UPS | ocated in Al aska because of the business-friendly
climate created by elected | eadership. W pay close to
$6 million in general and aviation taxes here, as well
as approximately $7.2 mllion in |anding fees annually
to cover costs at airports. W have also invested into
the local area, spending mllions on a flight training
center that celebrated its tenth anniversary in
Anchor age | ast year.

We synpathize with the situation you are faced wth.
W al so understand that the budget outlook in Al aska
for future years in sunder a trenmendous anount of
scrutiny given the lower price of oil and what it
nmeans to the budget of Al aska.

UPS is in a unique situation as it related to the

proposed notor fuel tax bill. First, UPS faces the
risk of higher taxes on two different business units;
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ground in the form of the notor fuel tax increase and
air in the formof the increased jet fuel tax. Second,
UPS actually supports the increase in the notor fue
tax as it is a pure user fee. UPS uses nost, if not
all, of the reads in Alaska and we believe we should
pay into mai ntenance of that infrastructure.

However, we oppose the jet fuel tax as it's not a user
fee. UPS and other airlines already pay user fees to
airports in ternms of landing fees. As | nentioned
earlier, we pay roughly $7.2 mllion in landing fees
to the Alaska International Airport System each year

AIAS is self-sustaining and requires little if any
state funding as the passenger and comercial airlines
pay for oper at i onal support and infrastructure

i mprovenents.

In fact, the AIAS is thriving, and naking an inportant
econom c inpact on the state. According to a DOT
study, the AIAS accounts for 17,000 jobs, including
one in ten jobs in Anchorage and one in 20 jobs in
Fai r banks.

Increasing the jet fuel tax also increases the
indirect subsidy to airports where there are no
| andi ng fees and which UPS does not regularly use.

UPS does contract with carriers to deliver packages to
airports outside of the AIAS, but this is on a mnim
basis, and UPS is already paying jet fuel taxes on
donmestic flights to subsidize those airports, along
with fees to the contracted carriers for any costs
t hey may incur.

In addition, UPS, Delta, and other nenbers of the
aviation comunity, including those involved in
Airlines for Anerica and t he Cargo Airlines
Associ ation, are concerned that targeting the aviation
industry for a budget shortfall could cause a
reduction on cargo and comercial flights to Al aska.

This increase could also cause an accelerated push
toward dependence on newer aircraft that can bypass
Anchorage, as at |east one cargo carrier had started
to do al ready.
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A decrease in the nunber of flights raises further
concer ns, including the ©potential of di m ni shed
investnments in infrastructure if not as many airlines
are paying into the aviation fund through fuel taxes.
As it stands, <cargo-related revenues account for
nearly two-thirds of AIAS revenues. |f higher costs
cause carriers to fly elsewhere, this could indirectly
lead to either a reduction on revenues, or lead to the
remaining carriers having to pay nore into the system
to account for those who bypass Al aska.

Again, UPS enpathizes with the state of Alaska and its
budget deficit. W appreciate the partnership we' ve
had here and the growh-friendly environnment that has
allowed UPS to operate here over many years. W hope
that you wll greatly consider the consequences of
what an increase in the jet fuel tax can nmean to the
great state of Al aska.

10: 27: 29 AM

DANA DEBELL, DELTA Al RLI NES, LOS ANGELES (via
tel econference), testified in opposition to SB 25. She
relayed that Delta currently operated 17, peak day flights
to Alaska into Anchorage and Fairbanks, where they operated
year round, and seasonally into Juneau, Sitka, and
Ket chi kan. She expressed concern that the increased incone
tax would nmake an already tough environnent to operate in
even nore chall enging. She expounded on the benefits that
Delta doing business in Alaska brought to the state. She
asserted that the tax increase would conpound the already
chal l enging conpetitive environnment. She shared that
through the connection to Delta hubs in various cities,
Al aska was only one-stop away from over 600 destinations on
5 continents. She reiterated that it was a challenge to
operate profitably in Al aska.

10: 30: 49 AM

FRED  STURMAN, SELF, SOLDOTNA (via teleconference),
testified in opposition to the bill. He expressed concern
for the budget shortfall in his area of the state and the

subsequent job losses. He did not believed that taxes
shoul d be inmplenented until further budget cuts were made.

10: 33: 45 AM

Senat e Fi nance Comm ttee 14 03/27/17 9:08 A M



AVES THOWMPSON, ALASKA TRUCKI NG ASSOCI ATI ON, ANCHORAGE (via
tel econference), spoke in support of the bill. He expressed
support the devel opnent of a balanced, durable, and |ong
term fiscal plan that wutilized cuts to state governnent
use of permanent funds earnings, and taxes if required. He
believed that the tax proposed in the |legislation was
acceptable within the framework of a long termfiscal plan.
He thought that action was critical during the current
| egislative session. He said that the association supported
a nmotor tax increase if the funds were dedicated to
transportation needs. He stated that the trucking industry
paid 45 percent of the state notor fuel tax. He suggested
that intent |anguage could be added that would nake a
commitnment to a highway fuel tax account that could be used
for roads and bridges. He hoped that the uses of the Public
Transportation Fund could be reined in so that the funds
could be directed toward transportation nmaintenance. He
rel ayed that he supported the change nmade by the house that
extended the inplenmentation date to $.08 in 2017, and the
same in 2019.

10: 37: 13 AM

Co- Chair MacKi nnon CLOSED public testinony.

10: 37: 45 AM

RANDALL HOFFBECK, COWM SSI ONER, DEPARTMENT OF REVENUE
di scussed the presentation, "State of Al aska Departnment of
Revenue: SB 25 - Modtor Fuel Tax," (copy on file). He said
that the presentation <contained information from two
depart nments, revenue and transportation, as well as
sectional analysis and fiscal note information.

10: 38:16 AM

Conmmi ssi oner Hoffbeck turned to Slide 2, "Mtor Fuel Tax
| ncrease":

“An Act relating to the notor fuel tax; relating to
the disposition of revenue from the notor fuel tax
relating to the transportation maintenance fund; and
providing for an effective date.”

10: 38: 57 AM
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Conmmi ssi oner Hoffbeck showed Slide 3, "Mtor Fuel Tax
Hi story":

e Began in 1945
e Tax rates have increased over tine, but structure
unchanged
 Last i ncrease: hi ghway 1970, marine 1977,
avi ation fuel 1994

e Tax was suspended from Sept. 1, 2008, to Aug. 31
2009

* In 2015, HB 158 added $0. 0095 surcharge on
e notor fuels and sonme other refined fuels
* Intended for spill prevention and response fund

10: 39: 55 AM

Conmmi ssi oner Hof fbeck discussed Slide 4, "Relative Mtor
Fuel Tax Rate":

* Alaska's fuel taxes are anong lowest in U S (1)
o Hi ghway fuel: |owest and the |ongest tine since
i ncrease
o Jet fuel: 35thout of 50
o Aviation gas: 24thout of 50
* Under this bill, Al aska taxes would be:
o Bel ow national average for highway fuel
0 Above national average for jet/aviation fuel

(1)Per Institute on Taxation and Econom c Policy 2017

No conprehensive data for other states’ nmarine fuel
t axes.

However, we believe that in nost states the “marine” rate
is the “highway” rate.

Therefore, our “marine” rate is likely also one of the
| owest in the country.

10: 41: 51 AM

Comm ssi oner Hoffbeck turned to Slide 5, "Mtor Fuel Tax
Proposal ," which showed a table that reflected the change
in rates over time under the bill. The current price of

hi ghway fuel was $.08, and was expected to go up 50 $.16 on
July 1, 2017, and $.24 on July 1, 2018. The current price
of marine fuel was $.05, and was expected to go up to $.10
on July 1, 2017, and $.24 on July 1, 2018. The current
price of jet fuel was $.032, and was expected to go up to
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$.064 on July 1, 2017 and $.096 on July 1, 2018. They
current "off road use' credit was -$.06 and was expected to
change to -%$.12 in July 2017, and -$.18 in July 2018.

10: 42: 42 AM

Comm ssi oner Hoffbeck displayed Slide 6, "Mtor Fuel Tax
| npacts (exanples),” which showed a table that offered
several exanples of how the prices would affect Al askans.

10: 44: 25 AM

Comm ssi oner Hoffbeck noved to Slide 7, "Disposition of
Revenues":

e Creates “Transportation Mintenance Fund” as a new
fund within the General Fund.

o Aviation fuel taxes are other funds (dedicated
as required for participation in a federal
program under current |aw

o HB 60 noves taxes on highway and marine fuel
from Undesignated GCeneral Fund to Designated
CGeneral Fund for budgeting

o0 Creates confidence that revenues from notor
fuel wll be wused to build and naintain
transportation infrastructure

Comm ssi oner Hof fbeck said that people were nore willing to
pay a tax when they were given assurances that the fund
woul d support the infrastructure for which the tax was
being collected. He related that though the funds coul d not
be dedicated, a designated fund structure would be created
within the general fund. [He noted that the slide should
reflect SB 25, not HB 60.]

10: 45: 24 AM

Senator M cciche asked how the funds would be accounted for
in the budgetary process.

Comm ssi oner Hof f beck stated that the noney would be set in
separate funds: aviation, marine, and highway, and the
noney to fund the services for those areas would be drawn
fromthe fund first. He said supplenental funds would cone
from ot her general funds sources.
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Senat or M cci che asked whether Conmi ssi oner Hof f beck
envi si oned earnmar ki ng the funds.

Conmmi ssi oner Hof fbeck answered in the affirmati ve.

10: 46: 39 AM

Senator von Inmhof wondered whether there had been an
anal ysis done on how the increase would affect the fees and
taxes already paid to the state by large jet airlines.

Comm ssi oner Hoffbeck offered to provide a report conpiled
by DOT that exam ned |landing fees and taxes associated with
various airport operations in hub cities.

10: 47: 50 AM

Comm ssi oner Hof f beck spoke to Slide 8, "Revenue | npact":

o Additional revenue about $40 mllion first

year, $80 million per year thereafter
* $0.4 nmllion will be shared with
muni ci pal -owned airports
* Renmi nder: Transportation mai nt enance

fund, special accounts for road, water
transport, and aviation facilities
o Estimates based on fall 2016 revenue forecast
o Does not account for changes in fuel demand or
stockpi ling

Comm ssi oner Hof f beck noted that approxi mately $71.4
mllion would conme from marine and highway taxes, and
approximately $9.3 mllion from jet fuel. He shared that
the fall 2016 revenue forecast assumed that $370 nillion
gal l ons of highway fuel would be sold within the state, 120
mllion gallons of marine fuel, 130 mllion gallons of jet
fuel, and 10 mllion gallons of aviation fuel. He added
that of the 130 gallons of jet fuel that was taxed there
was 480 mllion gallons that were exenpt because of the
international flight exenption.

10: 49: 05 AM

Co-Chair MacKinnon clarified that the tax was proposed to
collect $40 mllion additional doll ars.

10: 49: 25 AM
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Comm ssi oner Hoffbeck addressed Slide 9, "Inplenentation
Cost ":

o Dept. of Revenue nust update:
= Tax Revenue Managenent System ( TRVS)
= Revenue Online (ROL) which allows a
taxpayer to file a return and apply for a
deal er Iicense online
= Tax return forns
o0 One-tine inplementation cost of $50,000 to
recreate tax fornms and reprogram and test the
tax systemto accommodate the rate changes
o No additional costs to admnister the tax
program

Comm ssi oner Hoffbeck qualified that there was m ni mal cost
associated with inplenentation of the tax.

10: 49: 59 AM

Co-Chair Hoffrman asked which airports in the state were
muni ci pal | y owned.

Comm ssi oner Hoffbeck agreed to provide the information at
a |l ater date.

Co-Chair Hoffman wondered how nuch the average Al askan
benefitted fromthe taxes on narine fuel.

Comm ssi oner Hoffbeck deferred the question to a |later
dat e.

10: 51: 09 AM

Vice-Chair Bishop wunderstood that the taxes would be
collected at the wholesale level, and not the retail |evel.

Conmi ssi oner Hof fbeck answered in the affirmati ve.

Comm ssioner Hoffbeck listed the municipalities that were
recei ving paynents fromthe gas tax funds:

Yakut at
W angel |
Wasil | a
Venetie Tribal Government
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Thor ne Bay
Sol dot na
Sitka

Sel dovi a
Kw nhagak
Pel i can
Pal nmer
North Sl ope Borough
Nenana
Kodi ak

Ket chi kan
Kl awock
Kenai

Kake
Juneau

Hai nes

| giugig
Delta Junction
Craig
Anchor age
Akut an

10: 52: 04 AM

Senator Dunleavy asked requested clarification of the
definition of "off road use credit”.

Comm ssi oner Hof fbeck explained that there was a provision
within the statute that allowed wusers to apply for
rei mbursenent of the tax paid on notor fuel purchased in
association with the highway tax that was used for non-
hi ghway rel ated purposes, such as a four-wheel er.

Senator Dunl eavy surm sed that Al askan's who used the gas
for their four wheelers could apply for the credit.

Conmi ssi oner Hof fbeck answered in the affirmati ve.

10: 53: 21 AM

Senator (O son wondered whether the Oigin Destination
exenption under AS 43.40.100 would remain intact under the
| egi sl ation.

Comm ssi oner Hof fbeck stated that the bill did not change
t he exenption in any way.
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Senat or A son thought that the exenption created an unfair
advantage for carriers that traveled internationally.

Comm ssioner Hoffbeck replied that the justifiability of
the exenption had been questioned. He shared that part of
the exenption was federally mandated; if a flight was
| eaving Anchorage or Fairbanks to land in a foreign
destination it could not be taxed. The state had increased
the exenption by saying that if a flight was arriving from
a foreign destination it would not be taxed, which expanded
the federally required exenption. He admtted that the
fairness of the exenption was 1in question, but that
generating business was al so a consi derati on.

10: 55: 35 AM

Senator O son wondered if the admnistration would be in
favor of abolishing the exenption, in order to create a
nore equal playing field.

Comm ssi oner Hoffbeck said that the econom cs of abandoning
the exenption would need to be studied before a
determ nation could be nade.

10: 56: 33 AM

MARK LUI KEN, COWM SSI ONER, DEPARTMENT OF TRANSPORTATI ON AND
PUBLIC FACILITIES, referenced the presentation "Al aska
Departnment of Transportation and Public Facilities - Senate
Bill 25" (copy on file).

Comm ssi oner Lui ken | ooked at Slide 2, "Scope":

o This briefing addresses the Departnment of
Transportation & Public Facilities (DOT&PF)
oper ati ng budget .

o The funds generated by Alaska's Mtor Fuel Tax
t hat Wil | be pl aced in t he Al aska
Transportation Mintenance Fund (DG Other)
repl ace an equal anmount of Unrestricted General
Funds (UGF) that currently fund DOT&PF s
oper ati ng budget .

» UGF to DGF fund swap: $64.8M
= UG to Other fund swap (Aviation): $4.5M
= Total fund swap: $69.3M

o The budget conponents that are recipients of
the fuel tax revenue are the regional H ghways
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& Aviation conmponents and the Al aska Marine
H ghway System

SB 25 was HEARD and HELD in conmmittee for further
consi derati on.

Co- Chai r MacKi nnon di scussed housekeepi ng.
#

ADJ OURNIVENT
10: 58: 48 AM

The neeting was adjourned at 10:58 a.m
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