SENATE FI NANCE COWM TTEE
April 26, 2017
9:06 a. m

9: 06: 38 AM

CALL TO ORDER

Co-Chair MacKinnon called the Senate Finance Committee
nmeeting to order at 9:06 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 Shel |l ey Hughes

Senator Peter M cciche

Senat or Donny O son

Senat or Nat asha von | mhof

VEMBERS ABSENT

None

ALSO PRESENT

Representative Tamm e WIson; Representative Chris Birch;
Representative Geran Tarr, Sponsor; Representative Cathy
Tilton; Senator Cathy G essel.

SUMVARY

HB 111 O L & GAS PRODUCTI ON TAX; PAYMENTS; CREDI TS

HB 111 was HEARD and HELD in conmmttee for
further consideration.

#hb111
CS FOR HOUSE BILL NO. 111(FIN)(efd fld)

"An Act relating to the oil and gas production tax,
tax paynents, and credits; relating to interest
applicable to delinquent oil and gas production tax;
relating to carried-forward |ease expenditures based
on losses and |limting those |ease expenditures to an
anount equal to the gross value at the point of



production of oil and gas produced from the |ease or
property where the |ease expenditure was incurred;
relating to information concerning tax credits, |ease
expenditures, and oil and gas taxes; relating to the
di sclosure of that information to the public; relating
to an adjustnent in the gross value at the point of
production; and relating to a legislative working

group.”
9:07: 13 AM

REPRESENTATI VE GERAN TARR, SPONSOR, addressed CSHB 111(FIN)
version L.A She comented that the House Resources
Committee had observed that the state's oil and gas tax
system was not working well in the lowprice environnent
over the preceding two years. She recalled that the
commttee had | ooked to mnimze the downside risk for the
state. Popul ar opinion suggested oil would hover at $50 per
barrel (bbl). She discussed the inportance of the oil and
gas industry in the state, and the need to remain a
conpetitive place for investnent. She enphasized the fact
that all potential developnents and opportunities were not
alike. She pondered how the state <could pursue the
opportunities that would help it neet the constitutional
mandate of maximzing the benefit for the people of the
Al aska.

Representative Tarr relayed that the House Resources
Commttee wanted to address cash credits, which had becone
an untenabl e situation after the state had accunulated $1.1
billion in obligations. The commttee had considered it was
a priority to establish a plan and stabilize the system
She di scussed conpani es that borrowed from banks and relied
on credits issued by the state. The commttee wanted a plan
that was durable along all oil prices and tine horizons.
She referred to previous oil and gas tax policies such as
Al aska’s C ear and Equitable Share (ACES).

Representative Tarr described that one goal of the
| egislation was to have a plan that worked well and could
be set aside for some nunber of years, rather than taking
more time from the |egislature and garnering additional
criticism from the industry. She thought the cash credit
was incentive that was inportant for new entrants and
conpanies in exploration. The ability to take the cash
credits to banks for financing was a val uabl e opportunity.
She referred to the state's tax credit obligation, and
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recogni zed the challenge in neeting the obligation after
greatly reduced production tax.

Representative Tarr detailed that the House Resources
Conmittee had followed the advice of oil and gas tax
consultant Rich Ruggiero in order to offer sonething that
would be an incentive for a conpany, Kkeep the state
conpetitive, and encourage investnent. M. Ruggiero had
recommended using operating loss carry-forwards [or net
operating |losses (NOLs)]. The bill as it passed the House
allowed for 100 percent of NOLs for 7 years, after which
time there was a 10 percent reduction in the value of the
| osses. The 10 percent would be specific to the year.

9:12:12 AM

Co-Chair MacKinnon referred to the 100 percent carry-
forward for seven years, and asked if the provision was a
result of the advice of the consultant.

Representative Tarr stated that the consultant had
recommended a nunber of things, including an uplift
provi sion, which was an interest incentive (or an interest
earning loss). She relayed that the version L.A of the bill
contai ned 50 percent of NOLs with an uplift. The consultant
had recomended against the comrittee's idea to have the
value to be 100 percent at year 7. He had considered that
not allow ng 100 percent carry-forward woul d be atypical of
what ot her regines offered. Subsequently the House Finance
version of the bill was changed, and allowed for 100
percent carry-forward. The consultant did not recommend for
the reduction of 10 percent after 7 years.

Co- Chair MacKinnon relayed that M. Ruggiero had presented
to the Senate Finance Committee in a joint nmeeting with the
Senate Resources Conmittee the previous weekend. He had
suggested that all around the world, costs for production
were allowable expenses and 100 percent recovery was
avai | abl e.

Representative Tarr clarified that the House Resources
Committee version of the bill had contained 50 percent |oss
carry-forward with wuplift; while in the House Finance
Commttee it was changed to 100 percent |oss carry-forward
for 7 years, wth a 10 percent reduction. She considered
that the matter was a policy call for the |egislature,
which wanted to encourage getting into production as
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qui ckly as possible. She thought the average time to
production was 7 years. She relayed that there had been
conversation about incidental occurrences such as delays
from federal regulation or pernmtting. She thought there
was a question of what the state could afford when
considering the accumulation of |osses. Wen a conpany
transitioned into production, the |osses would be applied
to tax revenue and be lost revenue to the state. She
enphasi zed that the coomttee had wanted to be careful that
the state wasn't so generous that once a conpany went into
producti on, the carry-forward |osses could last for
ext ended years.

9:16: 08 AM

Co-Chair MacKi nnon commented that Senate Finance was
famliar with the credit nmechani sm

Representative Tarr stated that the bill also had the
feature of ring-fencing, through which a loss would apply
to the | ease where the loss was incurred. The commttee had
considered the per-barrel credit and the base tax rate,
which were features that worked together in SB 21 [oil and
gas tax legislation passed in 2013]. The 35 percent base
rate would be unusually high if it were not offset by the
per-barrel reduction. She thought there were different ways
to approach the matter. The House version repeal ed the per-
barrel credit altogether, and reduced the base rate from 35
percent to 25 percent. She stated that the rate of 25
percent was chosen because it was the base rate in the
original version of SB 21 as introduced by fornmer Governor
Sean Parnel | .

Representative Tarr discussed the per-barrel credit, which
al so worked to have reversed progressivity. She specified
that version L.A of the bill contained a 15 percent
bracketed supplenental tax. The consultant had reconmended
wor ki ng from the production tax value (PTV), which was the
gross value less the transportation and | ease expenditures;
and was how to truly work with a net-profits-based system
After the PTV value was $60, it would transition to a
hi gher bracket with an additional 15 percent added on as a
suppl emrent al t ax.

Representative Tarr stated that the bill hardened the
m nimum floor at 4 percent, and did not allow any of the
credits to go through the floor. The bill addressed one of

Senat e Fi nance Comm ttee 4 04/ 26/ 17 9:06 A M



the gross value reduction (GVR) provisions, and would
repeal the extra 10 percent GVR for higher royalty fields.

The bill would repeal the ability to use credits for
fi nanci ng.
Representative Tarr stated that the bill had a couple of

transparency provisions, one of which was built on a
provision in HB 247, regarding public disclosure for
credits earned and | ease expenditures. The bill previously
had several provisions relating to access to information to
| egislators, which had been scaled back significantly in
the final version of the bill that |left the other body. The
bill also addressed the interest rate, and scaled the rate
to match the nunber of years needed to conplete the state
audi t.

9: 20: 07 AM

Co-Chair MacKi nnon thanked Representative Tarr for her
testimony. She thought Representative Tarr had suggested
that the state needed to find a way to pay off tax credit
obligations to the smaller conpanies. She inquired how the
ot her body proposed to do so, and asked if Representative
Tarr could cite specific provisions in the bill.

Representative Tarr explicated that the House Resources
Commttee version of the bill had intent |anguage that,
contingent wupon the passage of a fiscal plan, paid a
significant portion of the state's credit obligation. She
recounted conversations with the Co-Chair, including a 3-
year or b5-year plan. She nentioned seeking feedback from
industry representatives. She had a strong concern about
the state not neeting its obligations, and the ripple
effect to any Al aska businesses that m ght be inpacted. She
stated that the fiscal note attached to the bill only
addressed the revenue and the elimnation of credit size

and did not have additional funding for paying the tax
credit obligations.

Co- Chair MacKi nnon asked if it was fair to say that there
was not consensus in the House about the nethod to pay off
the businesses, but there was consensus to pay off the
obl i gati ons over a period of tinmne.

Representative Tarr did not want to characterize the

intentions of others. She restated the idea of paying
credits contingent upon the passage of a fiscal plan. She
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stated that based on the House Majority and the four
pillars it had put forward, neeting the obligations would
be considered. She knew that nenbers were concerned about
inmpacts on Alaska conpanies, and did not want to see
conpani es default on any |ease paynent and then |eave the
bank as a | ease hol der.

Co-Chair Hoffman stated that part of the House fiscal plan
included an income tax. He asked if it could be assuned
that income tax revenues would be used to pay off the tax
credits.

Representative Tarr stated that all the funds would go to
the Ceneral Fund (GF), and to the extent that the
obligations would be paid from the G-, the statenent was
true. She thought that there were those who were not
willing to pay an incone tax or part of a Permanent Fund
Dividend (PFD) if it was going toward a subsidy or credit
to an oil conpany. She discussed the idea of balancing
conpeting ideas, and shared that the House was taking a
mul ti-faceted approach to a fiscal plan. She thought there
were others that thought changes to the oil tax system nust
come first. She stated that the House was trying to address
the situation and make sone nodest changes, which m ght
make people nore confortable about other proposals in the
fiscal plan.

Co- Chair MacKi nnon asked about the cuts that were part of
the House's plan, and asked if there had been a reduction
in paynment of the tax credits.

Representative Tarr answered in the affirmative, and
qualified that the cut was to reduce the tax credit
paynments to the statutory m ni num

Co- Chair MacKi nnon asked about the anmount of the cut.

Representative Tarr recalled that the anmount was $37
mllion. She wanted to doubl e check the figures.

9:24:35 AM

Senat or von I nhof referred to Representative Tarr's conment
about a precarious econony and business environnent for
producers. She noted that Representative Tarr had
acknowl edged that paying sone of the tax credits was
inmportant, and referenced her conplete fiscal plan that
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included an income tax. She asked if Representative Tarr
felt that taking noney from a precarious econony was in the
best interest of paying for tax credits. She wondered how
an incone tax, in the context of the House's treatnent of
tax credits, wuld not put the state's econony into a
tail spin.

Representative Tarr stated that the House had tried to work
closely with the Legislative Finance Division (LFD) and the
Depar t ment of Revenue (DOR) to consider di fferent
proposals. She stated that relative to the bill proposal
not hing would change the obligations that would be due
because of the taxes being on a calendar vyear. The
effective date of the bill was January 1, 2018; and
everything that continued through the 2017 would be under
the current tax credit system She thought if sonme of the
tax credits were not paid, it mght be nore challenging for
smal | er conpani es.

Representative Tarr continued discussing a potential inconme
tax; and stated that she had been told that for every $100
mllion in budget cuts that were nmade, there would be about
$1000 to $1,200 jobs lost from the public sector.
Additionally, there would thousands nore lost in the
private sector. She discussed the nunbers of residents
| eaving the state, and recalled that 9,000 people had |eft
Al aska the previous year. She pondered that an incone tax
woul d be the least inpactful to the public, whereas deeper
cuts could drive the state into a deeper recession.

Representative Tarr observed that many people's retirenent
accounts were still recovering from the recession in the
Lower 48, while home values had not dropped significantly.
She thought there was real concern that if people left the
state in large nunbers, it would cause house prices to
drop. She argued that a 30 percent to 40 percent drop in
real estate value would far exceed the $1,500 to $2,000
that mght be paid in inconme tax. She noted that an incone
tax would also get out-of-state workers to help contribute
to the state, so the burden would not be felt entirely by
Al askans. She discussed the concept of a sales tax, which
she considered overly burdensone for small comunities when
stacked upon ot her |ocal sal es taxes.

9:28: 47 AM
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Senator M cciche thought the conversation was noving off
topic. He asked if a reduction of the cashable credits was
one of the four pillars of the House fiscal plan. He asked
if the bill was related to one of the four pillars.

Representative Tarr answered in the affirmative.

Senator Mcciche asked if one of the four pillars was a
change to the oil tax structure, or specifically reductions
in the exposure to cashable credits.

Representative Tarr thought the answer depended upon whom
one was speaking to. She stated that reduction to exposure
from cashable credits was a priority, and she hoped that
all parties were in agreenent. She wanted to nove forward
wi th changes to give conpanies tine to nake pl ans.

Co-Chair MacKinnon relayed that statute required the
| egislature contribute $77 mllion towards paying down the
tax credits. The House version of the bill had reduced the
anount to $37 nillion, so there had been a $40 nillion cut
to the small explorers that received cashable credits.

Co- Chair MacKi nnon asked if there were questions regarding
the structure of the bill. She knew that the interest had
changed, and nentioned ring-fencing and repeal of the per-
barrel credit.

9:31: 30 AM

Senator Mcciche thought the effective tax rate and state
take under the House Resources Conmittee version of the
bill was sonmewhat nore balanced in relation to the
consultant's advice. He thought the House Finance Conm ttee
version seenmed as if there had not been a consultant
involved; and that instead of going with industry and
soverei gn/ gl obal bal ance evaluation, the bill version went
for nore noney. He asked Representative Tarr to comment on
t he changes that happened in the House Finance Committee.

Representative Tarr stated that working on the bill in the
House Resources Committee, she had felt |ike nore progress
woul d be made by working within the infrastructure of SB
21. She relayed that M. Ruggiero had recommended using
brackets off the PTV, which the conmttee would have worked
on had tine allowed. She thought that there was room to
raise the overall effective tax rate. She specified that at
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at an oil price of $55/bbl, the tax rate was approximtely

10 percent, while the bill would bunp it up to the 13
percent range. Wwen the House Finance Committee had
considered the bill, it had built on the origina

conversation and put in a 15 percent tax bracket, which had
changed the overall proposal.

Representati ve Tarr cont i nued, expl ai ni ng t hat t he
consultant had asserted there were ways to renove the per-
barrel credit and GVR provisions, in aid of sinplifying the
system She nentioned a provision for a dry-hole credit (as
an incentive for explorers), which was elimnated in the
House Finance Commttee version of the bill after questions
as to how it would be inplenented. She summarized that
there had been different approaches in what had been done
in the House Resources Committee versus the House Finance
Comm ttee. She discussed the differences in revenue to the
state based on the two approaches of the oil tax system at
different oil price points.

Vi ce-Chair Bishop commented that M. Ruggi ero had suggested
that the state should have a tax regine that did not chase
the price of oil.

Co-Chair MacKinnon asked if Representative Tarr had any
cl osing thoughts for consideration of the commttee.

Representati ve Tarr appreci at ed Vi ce-Chair Bi shop' s
comments; and qualified that the version of the bill that
passed the House used the PTV and tax brackets for the sane
reason. She considered that basing things off the PTV would
function nore independent of the price of oil. She thought
the feature was worth considering. She acknow edged that
the Senate Finance Conmttee was know edgeable in the area
of oil tax credits, and |ooked forward to collaborating
with the nmenbers to conplete the work of the session.

Co-Chair MacKinnon clarified that PTV was in reference to
production tax val ue.

9:36: 39 AM
AT EASE

9:39: 04 AM
RECONVENED
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SENATOR CATHY G ESSEL, addressed the Senate Conmittee
Substitute (SCS) for HB 111(RES). She stated that the bil
focused on the inportant issues around which the Senate had
consensus. She recalled that the Senate had started work on
the issue three years previously when it had observed that
cash credits were a significant risk to the state. She
detailed that in January of 2015, the legislature's
consultant enalytica had put out a white paper entitled,
"The Inpact of Alaska's Ol and Gas Production Tax Credits
at Low Ol Prices" (copy on file under conmittee neeting on
January 27, 2015). She stated that at the tinme, the Senate
had recognized the risk. In the conclusion of the report
the Cook Inlet capital well |ease expenditure and carry-
forward annual |oss credits were distinguished as "the nobst
significant of the tax credit issue, and were worth
examning in further detail.

Senator G essel recounted that the Senate had convened the
Senate Ol and Gas Tax Credit Wrking Goup, on which four
menbers of the commttee had served. The group had also
i ncluded industry, |abor unions, and Native corporations.
The group had addressed the significant liability faced by
the state, focusing primarily on the Cook Inlet. The group
had made si x recommendati ons.

Senator G essel relayed that the previous session, in HB
247 [oil and gas tax legislation passed in 2016], the
Senate had acconplished several of the working group's
recommendations to reformthe state's cash tax credits. She
believed that HB 111 conpleted the Iist of recomrendations.

9:41:19 AM

Senator G essel asserted that there was a continuing
countdown on tax credits in Cook Inlet. She spoke to an
overvi ew of SCS CSHB 111(RES) (copy on file):

Summary of Senate CS for CS for HB 111 \C

Elimnates the state’s cash exposure by ending the
program of refundable oil and gas tax credits to snall
or new conpanies. Transitions to a system of carrying
forward operating |osses for wuse against future tax
liability, while protecting the basic tax conponents
in statute today.

Eli mnating refundable tax credits
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e Ends refundable credits statewi de and repeals
the tax credit fund; credits issued for work done
through 2017 are refundable by appropriation
i nstead. (Sec. 15-17, 25, 32)

e Concludes the nulti-year effort to elimnate
tax credits used against liability, except for
the |l ocal energy source work developing in Mddle
Earth. (Sec. 25)

. Preserves Mddle Earth <credits as non-
refundable, and allows the conmpany earning the
credits to apply them against the corporate
income tax as well as against production tax;
al so, applies tinelines to encourage pronpt
issuance of Mddle Earth credits. (Sec. 2, 11,
12, 14, 26, 27)

* Ensures the expiring in-state refinery and LNG
st orage facility credits remain r ef undabl e
t hrough appropriation. (Sec. 3-6)

* Expands opportunities for conpanies holding
credits to realize value of those credits by

enabling credits — a conpany’s own or purchased
from another - to be used against pri or
liabilities once those Iliabilities cone due.

(Sec. 7, 9, 13, 28)

Senator G essel detailed that the SCS hardened the tax
floor at 4 percent against net operating |osses (NOLs).
Additionally, the sliding scale <credit was retained,
because it helped to offset the high royalty. She
enphasi zed the inportance of I|ocal energy production in
areas such as the Interior. She enphasized that expanding
the opportunity for <credits to be wused against prior
l[iabilities would help to reduce the state's liability.

9:45: 58 AM

Senat or G essel addressed the topic of transparency. She
t hought that transparency was created when meking the
credits refundable only by appropriation. She discussed an
exanple of tax credit for seismc work, and noted that the
bill placed a tinme limt of 120 days for the Tax Division
to respond and issue a certificate for the conpany.

Senator G essel continued discussing the bill summary:

Transition to carry-forward | oss system while
protecting SB 21 tax
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. Repeals the net operating loss credit
statewide. On the North Slope, shifts to a system
of carrying forward |ease expenditures unable to
be deducted in the current year as a nechanismto
recover costs, and provides non-cash support for
new devel opnments through an uplift. (Sections 10,
21, 23, 25, 29)

* Protects the tax structure in place, including
a flexible floor for new oil and snall producers,
and affirming a hard floor against |osses.
(Sections 10, 23)

M scel | aneous
* Reduces the interest rate on delinquent taxes
and extends the time during which interest
accrues. (Section 1)

Senat or G essel relayed that consultants had been enphatic
about the loss carry-forward. She enphasized that all other
jurisdictions around the world allowed conpanies to get
back their |osses. She discussed uplift, which supported
new devel opnents. She detailed that DOR had comunicated
that it was difficult to have a separate oil and gas tax

interest rate on delinquent taxes. The bill would set the
i nt erest rate for del i nquent t axes at 3 percent
(compounding quarterly), wth no time limt for accruing

interest. The |anguage was put into the area of tax |aw
that was for all other delingquent taxes. She thought the
key elenents of the bill addressed the three issues that
t he Senate had focused on.

9:49: 38 AM

Senator G essel reiterated that the bill opened the door
for various uses of the tax credits in order to reduce the
backl og, which occurred at no cost to the GF. She thought
the biggest piece of the work protected the state from
future cash calls by repealing the <cash credit fund
entirely. The NOLs noved from a credit to a deduction,
which put an expiration date on the state's cash exposure.
She enphasi zed that both consultants utilized by the Senate
had recomended the change; and had suggested that to do
otherwise would put Al aska at the bottom of t he
conpetitiveness | adder.

Senat or G essel cont i nued, stating t hat t he bi |
incorporated a non-cash uplift for operating |osses that
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were carried forward. She thought the provision gave
respect to the time-value of noney, and pointed out that it
was only for new conpanies. The bill allowed for natura
expiration in 5 years for the refinery and gas storage
credits, which would be made only by appropriation. She
enphasi zed that the changes in the SCS were profound, and
that industry would be inpacted. She believed that the
| egislature had heard from the industry, and it had
recogni zed the cash risk that the state was in.

Senator G essel addressed the third issue of concern to the
Senate, and thought that a conplete re-wite of the state's
tax policy would require significantly nore time than what
was available in the current legislative session. She
recalled that in the past, when the legislature had witten
tax policy, the admnistration had come forward wth its
own consultant; and the |legislature had robust, experienced
consultants rather than just the two that were presently
retained. She stated that policies in SB 21 were retained
in the SCS with m nor changes; such as hardening the floor.

Senator G essel stated that the consensus in the Senate
stood on four pillars of tax policy: the tax nust be fair
to Alaskans and to business, the tax mnust encourage new
production, the tax nust be bal anced, and the tax nust be
durable for the Ilong-term She thought the bill was
bal anced in protecting the state while allow ng conpanies
to carry forward their | osses.

9:53:15 AM

Senator G essel asserted that the bill was neutral, in that
it levelled the playing ground for all the conpanies. She
t hought the bill was a way to end cashable credits, with a

clear policy rather than vetoes. She relayed that the
Senate had been very concerned that the policies were in
the best interested of Alaska's famlies, businesses, and
j obs.

Senat or G essel relayed an anecdotal story about an elderly
wonman concerned about a proposed incone tax. She thought
rewiting tax policy in the last days of an extended
session was not appropriate, and informed that the Senate
had focused only on the cashable credits. She asserted that
if the admnistration had noved the goal post, and was now
asking for a conplete tax policy rewite and an increase in
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taxes, she thought it would require significantly nore
di scussi on.

Co-Chair MacKinnon referred to her earlier question to
Representative Tarr relating to paying of cashable tax
credit l[Tability. She t hought the Senate Resources
Comm ttee version of the bill proposed to start paying down
the liability.

Senator G essel answered in the affirmative. She expl ai ned
that the bill began the process of reducing the outstandi ng
cashable credit liability by allowing conpanies to either
use the credits on assessed tax liability or (in the case
Mddle Earth) to allow for deduction of outstanding cash
credits fromcorporate incone tax.

Co-Chair MacKi nnon discussed NOLs and shared that the
consultant hired by the Legislative Budget and Audit
commttee had suggested that around the world, 100 percent
of loss carry-forwards were allowable in keeping the state
conpetitive in the global market. She thought the bil
comng from the other body had a condition of seven years,
and a ten percent reduction; she believed it was in aid of
encouraging earlier production. She asked Senator G essel
to address carry-forward | osses.

Senator G essel recalled slides shown by M. Ruggiero,
whi ch had addressed |ost NOLs, and had enphasized that it
was critical that 100 percent of the |oss carry-forwards
should be recoverable by conpanies. He had denonstrated
mul tiple ways that the value was |ost, and the Senate had

taken the advice and incorporated it into the bill. She
stated that 100 percent of the |osses would be recoverable
in the bill version she was presenting.

9:58: 01 AM

Senator M cciche did not know that all Al askans understood
how federal tax code worked. He discussed a hypothetica
situation under which he started a business (with expenses)
and federal tax code allowed for carrying the | osses
forward. He enphasized that l|oss carry-forwards were not
unusual .

Senator G essel concurred, and thought that the practice

merely sounded unusual because it had not been done in SB
21, and the state had been offering cash for the NOLs. She
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stated that the consultant had been clear in that he did
not know of any other jurisdiction in the world that gave
cash for the credits.

Senator Mcciche clarified that the NOLs being discussed
were for the smaller producers, but were also part of the
| arge taxpayers. M. Ruggiero had discussed the inportance
of the Ilosses being 100 percent used and wuseful. He
enphasi zed that carry-forward | osses were commonly used in
a net tax system

Co-Chair MacKinnon asked if SB 21 had created cashable
credits.

Senator G essel believed that cashable credits were first
established in Alaska’'s Cear and Equitable Share Act
(ACES). She recounted that SB 21 had begun to reduce the
credits, but left sonme in place; while HB 247 had renoved
the majority of the credits for Cook Inlet. The renoval had
not been fully inplenmented, and the proposed bill would
conpl ete the process.

10: 01: 17 AM
AT EASE

10: 05: 56 AM
RECONVENED

Senat or von | mhof thanked Senator G essel for her work on
the bill. She thought the bill acconplished a bal ance. She
appreciated a sunmary of the work done by the task force
She agreed that it was inportant to find a way to pay down

the tax credit liability over tinme, and she thought the
bill would acconplish the goal in a thoughtful and
systematic nmanner. She thought the bill protected and

pronoted oil production on the North Slope. She agreed with
the Senator's comment that addressed changing the overall
tax structure.

Senator von | mhof referred to M. Ruggiero' s comment about
the conplexity of the oil and gas tax system and that it
was worth exam ning. She thought the topic was worth a
di scussion in a |larger context. She was happy to be part of
the legislation, and thought it addressed the issue of tax
credits.
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Senat or G essel pointed out that the Legislative Budget and
Audit Conmittee was in the process of offering a request
for proposal for |egislative consultants on the topic of
oil and gas taxes. She clarified that the |egislature was
preparing to address the entire oil and gas tax system but
was not prepared at present.

Senator G essel pointed out that the previous year the
|l egislature had requested a report from DOR on which
credits were being paid off under HB 247 (copy on file).
She informed that the report had been delivered the
previ ous day. She drew nenbers attention to the report, and
noted that it would specify which paynents had been nmade
under the AS 463.55.028 Tax Credit Fund the previous year.

Co- Chair MacKi nnon asked if Senator G essel could provide a
copy of the report.

Co- Chair MacKi nnon thanked Senator G essel for introducing
t he SCS

Co- Chair MacKi nnon thanked the House and Senate Resources
Commttees for their perspective on addressing challenges
and | ooking at cashable credits. She asked Senator M cciche
to speak to a tineline of different taxes.

10: 09: 56 AM

Senator M cciche spoke to the frequency of change in tax
policy as the legislature and the adm nistration tried to
pursue various goals. He recalled that in 2006, the
Petrol eum Production Tax (PPT) had a $25 mllion per-
conpany cap. In 2007, ACES created the Tax Credit Fund,
which had the same goal as the Cook Inlet Recovery Act
passed in 2010; and was to entice smaller conpanies into
t he marketplace. He was not sure of the degree of success
of the act. He stated that all the credits were heavily
supported by both sides of the aisle. He recalled that the
previous year HB 247 had |imted credits to $70 mllion per
conpany, and there was a discount for early paynent that
dropped the liability sonmewhat.

Senator Mcciche thought that as the |egislature noved
forward in tax policy, it was inportant to consider that
sone efforts had unintended consequences. He thought the
state had learned a lesson and was trying to correct the
situation.
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ADJ QURNVENT
10:12: 09 AM

The neeting was adjourned at 10:12 a.m
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