SENATE FI NANCE COWM TTEE
May 12, 2017
10: 06 a. m

10: 06: 05 AM

CALL TO ORDER

Co-Chair MacKinnon called the Senate Finance Committee
nmeeting to order at 10:06 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

Leslie Ri dl e, Deputy Comm ssi oner, Depar t ment of
Adm ni stration; Juli Lucky, Staff, Senator Anna MacKi nnon;
M nta Montal bo, Departnment of Adm nistration, Juneau; Laura
Craner, Staff, Senator Anna MacKinnon; Ed King, Special
Assi stant, Department of Natural Resources; Senator Cathy
G essel; Ken Alper, Drector, Tax Division, Department of
Revenue.

PRESENT VI A TELECONFERENCE

M chael St anker, Department of Law, Anchorage; Mar | a
Thonmpson, Director, D vision of Mtor Vehicles, Departnent
of Adm ni stration.

SUMVARY

SB 34 DRIVER S LI CENSE & | D CARDS & REAL | D ACT

CSSB 34(FIN) was REPORTED out of commttee with a
"no recomrendation® and wth one new fiscal



i npact not e from t he Depart ment of
Adm ni strati on, and W th t wo previ ously
publ i shed zero fiscal notes: FN2(MWA), FEN3(DPS)

CSHB 111(FI N) (EFD FLD)
O L & GAS PRODUCTI ON TAX; PAYMENTS; CREDI TS

SCS CSHB 111(FIN) was REPORTED out of conmmttee
wth a "do pass" recomendation and wth one
forthcom ng fiscal i npact not e from the
Depart ment of Revenue.

#sb34
SENATE BILL NO. 34

"An Act relating to the inplenentation of the federa
REAL ID Act of 2005, and relating to issuance of
identification <cards and driver's |icenses; and
providing for an effective date."

10: 06: 32 AM

Co-Chair MacKinnon relayed that there was a letter of
expl anation from the Departnent of Admnistration dated My
11, 2017 (copy on file). The letter was in response to
guestions fromthe conmttee.

10: 07: 16 AM

LESLI E RI DLE, DEPUTY COW SSI ONER, DEPARTMENT OF
ADM NI STRATI ON, discussed the aforenentioned letter from
the departnent. She explicated that the questions
concerning the process of obtaining a driver’'s license or
identification. She stated that Al askans would not need
anything new in order to obtain Real 1.D. The change
involved wverification of the proof of identity. The
division was a nenber of AAWA [Anerican Association of
Mot or Vehicle Adm nistrators]. The system ensured that the
applicant only carried one driver’'s license. The DW from
ot her states cannot access documents on the state system
Docunents are not shared with other entities, other than to
check for pre-existing driver’'s licenses in other states.
For this process, the nanme, date of birth, and last four
digits of the social security nunber ( SSN) . Sone
information was shared via subpoena wth Departnent of
Public Safety for the purposes of working on cold cases and
|.D. fraud.
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10:11: 04 AM

Co-Chair MacKi nnon asked if all states had “one driver's
license in one state” rule, or whether that was a federa
| aw.

Ms. Rdle inforned that all states had the rule but that it
was a federal | aw

10: 11: 37 AM
AT EASE

10: 31: 44 AM
RECONVENED

Co- Chair MacKi nnon MOVED to ADOPT Amendnent 1:

Page 3, line 5, followng “15 years”
Delete “after the expiration of the identification
card”

Insert “after the date of application”

Page 3, line 8, following “retain”
I nsert “only”

Page 6, line 8, follow ng “years”
Delete “after the expiration of the |icense”
Insert “after the date of application”

Page 6, line 10, followng “retain”
| nsert “only”

Vi ce- Chai r Bi shop OBJECTED for discussion.

JULI LUCKY, STAFF, SENATOR ANNA  MACKI NNCN, expl ai ned
Amendment 1. She detailed that the anendnent should be

starting on page 3, line 5 and the | ast change should be on
page 6, line 10. These were technical fixes wthin the
bill. She specified that it was always the intent to have

a 15-year retention period; however, currently it contained
a retention period ending after the date of the expiration
of the 1.D. card, which would have been 23 years.
Addi ti onal changes speci fied t hat only m ni mum
docunent ati on was required.
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Vice-Chair Bishop WTHDREW his OBJECTION. There being NO

OBJECTI ON, Amendnent 1 was ADOPTED

10: 33: 30 AM

Co- Chai r MacKi nnon MOVED to ADOPT Amendnent 2.
Vi ce- Chair Bi shop OBJECTED for discussion.
Ms. Lucky expl ai ned Arendnent 2:

The intent of this anendnent s to require
departnment, should attenpts to discontinue use of

t he
t he

social security nunmber as a neans of verifying
identity in order to conply with federal |aw requiring
that states confirm that an applicant is not |icensed

to drive in another state, to work to reduce

t he

nunber of digits of the social security nunber
required and to limt the departnent to sharing the

m ni mum nunber of digits required, i nst ead
speci fying a nunber of digits.

Page 4, line 19, follow ng “steps”
Del ete “necessary”
| nsert “avail abl e”

Page 4, line 29 through page 5, line 8
Delete all material

of

Insert “(d) If the departnment has conplied with
(b) and (c) of this section and been unable to secure
a neans of conpliance with P.L. 109-13, Division B

(REAL 1D Act of 2005) that does not involve
storage or sharing of social security nunbers,

t he

in

whole or in part, the departnent shall take all steps
necessary to mnimze the nunber of digits of a social

security= nunber required to be stored or shared.

(e) The departnment may not share nore than fewest
nunber of digits of a person’s social security nunber

necessary to conply with federal law requiring
departnment to determine whether a person has
issued a driver’s license in another state.”

t he
been

Ms. Lucky el aborated that there had been concern expressed

regarding the digits from a SSN for verification

of

identity. The anmendnent would limt the use to three digits
of the SSN. She continued that the amendnent would allow
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for use of the fewest digits. Consistent with the |anguage

in the bill, the anmendnent directed the departnent to try
not to use the SSN. The new provision would state that if
the departnent was unsuccessful in not using the SSN, it

should take all steps to mnimze the nunber required and
use the fewest nunber of digits required. She added that
this woul d be adopted as a conceptual anendnent.

Senator Mcciche asked if M. Lucky had the opportunity to
di scuss the anendnents with the departnment to determ ne
whet her the amendnent conpromised its ability to conply
with Real 1.D.

Ms. Lucky relayed that she had discussed the anendnents
with the departnent, and they were available to confirm

10: 36: 27 AM

M CHAEL  STANKER, DEPARTMENT OF LAW ANCHORAGE (vi a
t el econf erence), testified that he had reviewed the
conceptual anendnent. He did not see any issue with the
amendnent .

Ms. Ridle stated that conceptual Anendnent 2 would not
af fect conpliance with Real |.D.

Senator Mcciche thanked M. Ridle for supplying the
docunment to the comm ttee.

Vi ce-Chair Bishop WTHDREW his OBJECTION. There being NO
OBJECTI ON, conceptual Anendnent 2 was ADOPTED.

Vi ce-Chair Bishop discussed two zero fiscal notes, FN2,
Departnment of Mlitary and Veterans Affairs, OVB conponent
nunber 2657; and FN3, Departnent of Public Safety, OB
conmponent nunber 523. He stated that the departnment woul d
be providing a new fiscal note.

Ms. Lucky commented that the Departnent of Admnistration
(DOA) fiscal note no longer applied. The departnent would
be providing a new fiscal note.

10: 39: 30 AM
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M NTA  MONTALBO, DEPARTMENT OF ADM NI STRATI ON,  JUNEAU,
expl ained that the fiscal note would be updated to reflect
the reduction in cost because the CS from [Senate] State
Affairs required the cards to be produced in-state. The
requirenent was not in the present version of the bill so
woul d be renoved. There would be increase in revenue due to
a fee increase in the current version from $15 to $20 for
conpliant driver’'s |licenses.

10:40: 24 AM

Senat or Hughes asked if M. Mntalbo was aware of any
di scussion across the states to nenbers of Congress
regardi ng federal funding for the initiative.

Ms. Montal bo was not aware of any funds com ng forward. The
di vi sion had been working with the congressional del egation
but had not heard of any funds bei ng made avail abl e.

Co-Chair MacKinnon asked if there was going to be an
unforeseen cost to the state as a result of passing the
bill.

Ms. Montal bo explained that the costs were reflected in the
current fiscal note and would remain the same in the
forthcomng fiscal note. The $1.5 mllion inplenentation
cost would remain the sane.

Co-Chair MacKinnon referred to the $1.5 mllion and
verified that was for inprovenents in technology. M.
Montal bo replied in the affirmative. She added that it was
a one-tine cost to update their systens.

Co- Chair MacKi nnon asked about additional positions. M.
Mont al bo stated no new positions woul d be needed.

Co- Chair MacKinnon asked if the conmittee could expect a
fiscal note with zero expenditures for operating costs and
a one-tinme capital appropriation for the upgrade in
t echnol ogy.

Ms. Montalbo stated that there was an ongoing production
cost to make the conpliant cards of approximately $5 per
card. There would be an increase in receipt authority, and
in FY 19 there would be a $528.7 thousand in the services
line of the fiscal note. That was anticipated to increase
in out years.
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Co- Chair MacKi nnon expected that the revenues collected for
the program would exceed the costs. M. Montal bo answered
in the affirmative.

Co-Chair WMacKinnon asked if there was a need to rewite
regul ation. Ms. Montal bo answered in the affirmative.

10: 43: 31 AM

Co-Chair WMacKi nnon asked if DW would absorb that cost. M.
Montal bo replied in the affirmative.

Co- Chair MacKi nnon asked whether there would be additional
fiscal notes. M. Mntalbo replied there should be no
addi tional fiscal notes.

MARLA THOWPSQON, DI RECTOR, D VISION OF MOTOR VEH CLES,
DEPARTMENT OF ADM NI STRATION (via teleconference), stated
that everything nentioned would be in the forthcom ng
fiscal note.

Co- Chair MacKi nnon asked if DW would issue a zero fiscal
note on the operational cost side and on the capital cost
side. Ms. Thonpson stated that those would be on the sane
fiscal note.

Co-Chair clarified there would be no additional note to the
one submtted by DOA.

Vice-Chair Bishop MOWED to report CSSB 34(FIN) out of
Commi ttee W th i ndi vi dual recommendat i ons and t he
acconpanying and forthcomng fiscal notes. There being NO
OBJECTION, it was so ordered.

CSSB 34(FIN) was REPORTED out of conmttee with a "no
recommendation” and with one new fiscal inpact note from
the Departnent of Administration, and with two previously
publ i shed zero fiscal notes: FN2(MWA), FN3(DPS).

10:45:16 AM
AT EASE

10: 47: 17 AM
RECONVENED

Senat e Fi nance Comm ttee 7 05/12/17 10:06 A M



Co-Chair MucKinnon stated that the committee would be
recessed to a call of the chair and would take up HB 111 in
t he afternoon.

10: 48: 06 AM
RECESSED

3:07:34 PM
RECONVENED

#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 adjustnment in the gross value at the point of
production; and relating to a legislative working

group. "
3:08:21 PM

Vi ce-Chair Bishop MOVED to ADOPT proposed conmttee
substitute for CSHB 111(FIN), Wrk Draft 30-LS0450\V
(Nauman, 5/12/17).

Co- Chair MacKi nnon OBJECTED for di scussion

LAURA CRAMER, STAFF, SENATOR ANNA MACKI NNON, reviewed the
docunent "Summary of changes from Version B to Version V,"
(copy on file):

Subst anti ve change:
e Section 27: Subsection (n) of Version B was
removed in Version V. This is reflected on page
18, where the former subsection (0) is now
subsection (n).
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The fornmer subsection (n) allowed half of a
carry-forward loss from a new devel opnent to be
appl i ed i mredi ately agai nst t he t axpayer’s
liability, with the remaining half carried
forward until the devel opnent entered production
This change aligns the CS with current statute.

The change in Section 27 necessitated a
conform ng change which renpbved section 1 from
the previous version, on page 1. Renovi ng

subsection (n) also renoves the need for the
Alaska QI and Gas Conservation Comission to
determ ne the start of regular production for the
pur poses of (n).

Techni cal changes:
e Section 5, Page 4, Ilines 4-5 of Version V:
changes “for a credit for work perforned” to “for
a credit for a |lease expenditure incurred.” This
| anguage is consistent with existing statute.

e Section 6, Page 4, lines 22-23 of Version V:
makes the sane change from Section 5, which
repeal s that |anguage in the future to conformto
the future repeal of the Gl and Gas Tax Credit
Fund.

e Section 20, Page 14, line 29 and lines 30-31 of
Version V. Changes “for work perforned before
Jan. 1, 2018,” to “for an expenditure incurred
before Jan. 1, 2018.” This |anguage is consistent
with existing statute.

e Section 23, Page 16, line 24: Changed “the” to
“that” before “cal endar year.”

e Section 27, Page 18, l|ine 26: Changes “or carry
it forward” to “or carry any unused portion
forward.”

e Section 27, Page 19, lines 2-3. adds “before the
application of any credits under this chapter” to
further clarify the intent of the provision. The
intent is that, when applying carry-forward
annual | osses, they need only be applied, at the
taxpayer’s discretion, to the point at which the

Senat e Fi nance Comm ttee 9 05/12/17 10: 06 A M



tax due is the equivalent of the mninum tax
before the application of any other credits to
the m ni num t ax.

e Section 31, Page 19, line 19: Changed “regardless
of when the credit was earned or issued” to “for
work performed on or after July 1, 2016” to
accurately refl ect t he bi |l sections t he
applicability addresses.

3:12: 22 PM

Co- Chair MacKi nnon W THDREW her OBJECTION. There being NO
OBJECTION, the Senate CS for CSHB 111(FIN) Version V was
ADOPTED

3:13: 07 PM

Co- Chair MacKi nnon nentioned testinony from taxpayers and
asked whether there was an issue regarding a backlog in
Departnment of Natural Resources (DNR).

ED KING SPECI AL ASSI STANT, DEPARTMENT  OF  NATURAL
RESOURCES, acknowl edged that there was a backlog in
processing seismc data in the departnent. He recounted
that following the passage of SB 21, there had been a
drastic increase in seismc activity to recover credits
being offered. This was largely due to the change in the
bill |anguage regarding net operating loss credits noving
to 45 percent and stacked to the 40 percent in
AS 43.55.025(a)(4), allowng a total of 85 percent of
expenses to be turned into credits. That led to a lot of
new sei smc data sets since the passage of HB 185 in 2003.

Co-Chair MacKinnon asked if M. King could provide an
estimate of the nmagnitude of the change.

M. King provided that half a terabyte or less for the |ast
ten years, or until 2013, when the increase was seen. He
informed that the departnent had gone from 1 terabyte per
year to 250 terabytes in the previous year, and in 2017 the
department had received 277 terabytes. This equated to a
backl og of 450 terabytes of data, or the equivalent of
processi ng 400 applications.

Co- Chair MacKinnon stated that it had been suggested that
the commttee consider a tineline in statute for DNR to
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certify the data. She asked how that would inpact the
process.

M. King stated that it was not physically possible to
process the data sets in the recomended tineline of 120
days. He estimated that it would take two to three years to
process the data. He thought the nbst recent version of the
bill repealed the credit, and they did not expect to
receive simlar anmounts of data in the future.

3:17: 07 PM

Vice-Chair Bishop asked whether it was a question of
updati ng the technol ogy.

M. King answered in the affirmative. He continued that the
| T departnent had worked to the |limts of the technol ogy
avai l able. He also indicated updating further would be an
expensi ve change for a tenporary problem

Vi ce-Chair Bishop wondered if the departnment could reach
out to the University of Al aska Fairbanks, to aid themwth
t heir conputer systens.

Co- Chair Macki nnon recogni zed that Senator d son had joi ned
the commttee and recogni zed Senator Cathy G essel in the
audi ence.

3:18: 40 PM

Senat or Hughes wondered what happened after the process was
finished. She understood that there was also a tine-lag
after the data returned to DOR She asked for an
expl anation of what was sent to DOR

M. King pointed out that part of the DNR process was to
certify data that was submtted. The credit required that
the relevant data be sent to the state. The departnent held
that data confidential for ten years and then it was
rel eased to the public. Wien the original bill creating the
credit was introduced, the departnment had not anticipated
the problem He stated that some of the data files were
corrupted files and the departnent began in 2012 to take a
closer look at the data provided to them He deferred to
t he Departnent of Revenue for its process.

3:20: 48 PM
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Co- Chair MacKi nnon asked about the timefrane on the backl og
of seismc data. She asked whether it would take 10 years
to catch up and inform the taxpayers of what they could
expect .

M. King stated that the departnent would work as
expeditiously as possible with the given resources. He
thought the three to five-year tinme wndow was nore
realistic.

3:22: 01 PM

Co- Chair MacKinnon referred to a new fiscal note from DOR
(OMB conponent 2476), and nentioned that the CS adopted was
what was needed to renove cash credits and no nore. She
stated a belief in the current tax system and remarked the
50/50 change in the status quo was unrelated to the cash
credits and was renoved to maintain focus on elimnating
cash credits.

KEN ALPER, DI RECTOR, TAX DI VI SION, DEPARTMENT OF REVENUE,
stated that there was no change to the fiscal note. He
stated there were three conponents to the fiscal note: one
| ooked at the inpact on state revenues, the second on the
state’s obligation to pay for tax credits, and the third
conponent was tracking of the carry forward vol unes, where
the expenditures turned into value that could be used to
offset future taxes. The ring-fence provision was renoved
and did not affect the assunptions in the fiscal note.
There were sonme concerns with the change, but those were
outside the scope of the current discussion. The fiscal
note in the previous commttee contained a version in which
specific credits could be used below the mninmum tax that
lead to a negative revenue item of roughly $20 million to
$40 million per year. The “V' version of the bill had a
much smaller nunber, typically a negative $5 mllion to a
negative $10 mllion. It was not the kind of nunber he
woul d consider material because the value was the mrror
i mge of savings that would otherwise be given out in a
cash credit. In the status quo, a certain anmount of M ddle
Earth credits (approximately $10 mllion per year) would be
cashed out and now could be transferred to sonme other
producer or wuld be used to offset a conmpany’'s own
corporate incone tax.

3:25:41 PM

Senat e Fi nance Comm ttee 12 05/12/17 10: 06 A M



M. Al per continued that the second half had to do with the
budget side, or the reduction to the state’'s expectation of
buying credits. That is alnost fully zeroed out once the
exi sting backlog of credits works its way through the
system There would be reductions in expenditures of

roughly $150 nmillion per year after a few years. The sum
total of the reduced expenditures was $1.3 billion to $1.4
billion, seen mgrating to below the line. That was the

future tax offset value that conpanies would have in hand
as they would now be carrying expenditures forward. He
underlined that this was a universe of $3.7 billion to $3.8
billion of forecast spending that would be turned into
carry forwards. Those carry forwards would be wused to
offset at statutory rate of 35 percent. The prior version
of the bill had a line for 2027 of $1.785 billion but that

nunber contained a $460 mllion wuplift, or interest
provi sion, conponent that had since been renoved. The
current bill was $1.445 billion, or $120 nillion higher.

One part had to do with clarifying |anguage saying that a
conpany carrying forward their |ease expenditures could
only use themto reduce the value to the nunber that led to
the floor after using other credits. Wereas the [ Senate]
Resources Comm ttee version would have led to some |oss of
per barrel credits, that adds about $60 nmillion in credits
being carried forward. The additional 60 mllion was due to
the scope of carry forwards to include Mddle Earth. There
were estimated to be $60 million in carry forwards over the
ten year fiscal note period.

3:28: 24 PM

Senator von Inmhof wanted to fully understand M. Alper's
remar ks. She paraphrased a portion of Section 27 of the
bill [language taken from version Q on BASI S|

A taxpayer nmay apply in that year equal to that anount
conbi ned W th | ease expendi tures bef ore t he

application of any credits under this chapter to the
equi val ent of the tax due.

Senator von Inhof asked M. Alper to repeat his coments
about interaction between carry forward NOLs and per barre
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credits, in particular the sliding scale per barre
credits.

M. Alper stated that under current [|aw, conpanies'
expenditures were wused to their taxable value. The 35
percent tax calculation was applied to that, then the per
barrel credit was subtracted. By introducing carry forward
| ease expenditures into the mx, the value that is subject
to the 35 percent tax is reduced. The Senate Resources bill
said that the carry forwards were applied to lead to a
cal cul ation where the 35 percent of net was equivalent to 4
percent of gross. It was the anobunt that lead to the
m ni num tax. However, it did not account for the
possibility that, wi thout the addition of carry forwards, a
conpany could use some anount of per barrel credits to get
to the mninmum tax calculation. By wording it this way, the
CS allowed the conpany to choose the amount it wanted to
carry forward, and thereby minimze the anount of the carry
forward to preserve the ability to use the carry forwards
in a non-carry forward scenario. In a l|ifecycle analysis,
it meant the conpany was able to preserve sone anount of
them to use in a subsequent year and be used to offset
anot her year’s taxes. The bottom line was that it added up
to about $60 mllion in tax equivalent value over the
course of the present fiscal note.

3:30: 57 PM

Senat or Hughes referred to the chart on the fourth page of
the fiscal note and remarked that due to inflation, that
$1.445 billion would be worth less. She confirned that
there was nothing to account for inflation.

M. Al per concurred, and stated that the sum total val ue of
the tax benefit to conpanies would be the sanme before and
after the passage of the bill, but the state would be
benefitting fromthe tine val ue of noney.

Senator Mcciche asked if the difference in the tine value
of noney was reflected in the total revenue inpact.

M. Aper replied in the negative. He stated that the
revenue inpact was relatively mnor. He used the exanple of
a conpany that was carrying forward a |ease expenditure,
and the related project comng into production. It would
show as a slight tax reduction in the fiscal note as the
conpany was applying the carry forwards against their
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taxes. That would not have been seen in the status quo as
t hose woul d have been paid out in credits.

Senator Mcciche asked if the difference was worth
attenpting to capture in the budget section of the fisca
not e.

M. Al per stated that the budget inpact was far |arger than
the revenue inpact. Sonme snmall portion of the inpact was
mgrating to the revenue side.

Senator Mcciche was attenpting to understand the tine
val ue shift from cash paynent to carry forwards.

M. A per stated that had those been paid out in cash
credits over 10 years, the credits would have been in the
hundreds of mllions of dollars. Looking at all of the
carry forwards, the state’s expense in 2028 was
significantly |ower than what would have been paid out in
the intervening years. It was a material savings for the
state.

3:34:45 PM

Co- Chair MacKi nnon asked if the admi nistration was in favor
of the CS

M. Al per could not speak to the matter. He relayed that he
would be briefing the adm nistration on the conponents of
the bill. There was not currently an official position.

Senator Hughes asked about the tinmeframe and del ays
involved in the issuing of certificates. She asked whet her,
once DNR has conpleted its work, the considerable delays
were justified.

M. Alper relayed that the delays from DOR were not
necessarily related to DNR data analysis delays. The
43.55.025 credits were sonetinmes pushed behind sonething
with a tighter deadline. The credits had at tines fallen
behind by a few nonths or a year. The credits were issued
but were subject to future review. \When auditing the
underlying tax year, any mssing piece could be reviewed.
The exploration credits do not carry that sane authority.
The credits were considered a final determnation. So |ong
as the data was received, the departnent was able to issue
the certificate. He specified that, when issuing an
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exploration credit, the tax division had considered it a
final determ nation and had therefore a higher standard to
ensure that everything had been paid and was as it should
be. That led to the creation of the certificate, which
acted as a placeholder in the line to receive credits.
House Bill 111 said that conpanies wuld receive a
certificate from day 1, which did not have a cash val ue

but gave thema position in line to receive credits.

3:38:34 PM

Senat or Hughes appreciated the fact that the division was
nore deliberative with exploration credits due to the final
audit question. She understood that there was only about a
four - page application and should be easy to review.

\V/ g Alper stated that the application docunent was
relatively brief, and the tine-consumng portion of the
process was exam nation of receipts.

Co-Chair Hoffman referred to the chart on page 5 of the
fiscal note. He remarked on a big swing in 2027 of over
$150 million from$60 to $80 per barrel.

M. Al per specified that the $40 per barrel oil price was
where the nmmjor producers were |losing noney. In the status
quo, if a major producer had an operating |oss and was able
to carry it forward into the next year, they could use the
|l oss credits to reduce their paynents to below the m nimum
tax to zero. Due to the change in the bill, there was no
nore loss credit, only a carry forward. The floor hardening
provi sion does not have nmuch inpact at higher or |ower
price points. There was an unusual circunstance in the $60
set, wth positive nunbers in later years and negative
nunbers in earlier years. The nodelling contained the
presunption that there would be reduced production and
increasing costs so that operating costs increase at $60
oil in 2025 and 2026, assum ng 350,000 barrels per day. The
sane inpacts at $60 per barrel oil were seen as at $40 per
barrel oil in later years. It was sonething of an oddity in
t he forecast.

3:42: 53 PM
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Senator von Imhof referred to page 4 of the fiscal note
She pointed to line A in the mddle of the page and asked
what the line referred to.

M. Alper replied that the line reflected the expectation
that under the status quo conpanies were earning NOL
credits. The line referred to conpanies who were not major
producers. He stated that the |osses would be cashable
under current law, and the cash credit was elimnated in
the present bill. The main change fromthe bill was getting
the state out of the business of buying cash credits. That
primary change was reflected in Line A It showed the sum
total of the credits the state would not be purchasing.

Senat or von Inhof referred to the "NOTE" box on the bottom
of page 4 of the fiscal note. “.assunme that all outstanding
credits earned before 1/1/18 ... are funded through
appropriation and purchased by the state.” She asked for
clarification.

M. Al per referred to the [DOR] Revenue Sources book and
the spring forecast. There was a very large nunber in

expected demand for credits in FY 18. The |ine stated
current demand, plus the demand carried over follow ng the
governor’s veto, and was over $1 billion. The expectation

was that those would be paid so that by getting those off
the book in 2018, the demand for credits in FY 19 was
limted to the credits comng onto the books in FY 19,
primarily loss credits for work done in 2017 due to natural
delays in processing. The sentence neant that the
| egi slation was not changing the underlying forecasts in
t he Revenue Source book, it was sinply stating how it was
changed with the passage of the bill.

3:45:41 PM

Co- Chair MacKi nnon wanted to clarify for the record the
interaction of the sliding scale per barrel adjustnent with
other 43.55.024 credits. Senator von |Inmhof had referred to
this and M. Al per had restated his perspective. She nade
clarifying remarks:

There was sone questions following ny remarks at the
begi nning of yesterday’'s hearing as to the intent of
the CS in handling the sliding scale per barrel wth
other .024 adjustnents. The Majority in the Senate
supports and stands by SB 21 and the increased
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production that has resulted fromthis |egislation. At
this time, we are choosing to not take a position on
the advisory opinion that was issued in Decenber 2016
and in March 2017 by the Departnment of Revenue.
Therefore, the CS does not change that if a sliding
scale per  Dbarrel adjustnment is used, the snal
producer tax credit and the new oil per barrel credit
cannot reduce taxes below the mninum tax or it
applies to zero. This is not to be construed as an
endorsenment of the advisory  bulletin, should a
taxpayer elect to challenge that in court in the
future, but instead as a desire to end refundable tax
credits and make only the changes necessary in our tax
code to acconplish that purpose.

Co- Chair MacKi nnon asked M. Al per whether that was clear.
M. Al per remarked that Co-Chair MacKinnon and other
menbers had made clear on the record their concerns wth
the advisory bulletin.

3:47: 37 PM

Co- Chair MacKinnon went on to clarify for the record the
use of credits against prior year’'s liabilities:

In Sections 4, 7, and 14 in Version V, the intent is
that credits earned in any year may be used against

prior year’s outstanding liabilities with Departnent
of Revenue related to oil and gas production tax. That
was a singular “prior year.” The intent is not to

allow a conpany to refile prior year taxes that were
previously paid for the purposes of applying for
credits and then ask the state for a refund on the
original tax paynent. However, if a conpany anmends a
return and owes additional tax, we intend the conpany
is able to pay that additional liability with credits.
Conpani es should not be able to use credits to use to
pay sonething that has al ready been pai d.

Co- Chair MacKi nnon again asked M. Al per whether what she
had read was cl ear.

M. Alper stated that the clarifying statenent was clear.
He referred to Sections 4, 7, and 14 of the current bill

He stated that although it seemed counter-intuitive, they
wanted to close the door on any possibility for a conpany
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to be able to use credits to pay a tax that had already
been paid, then use credits to receive a refund.

3:49:21 PM
AT EASE

4:05:36 PM
RECONVENED

Vi ce-Chair Bishop MOVED to ADOPT conceptual Amendnent 1.
Co- Chair MacKi nnon OBJECTED for di scussi on.
Ms. Craner di scussed Amendnent 1:

Page 19, line 1, follow ng “year”
Insert “and any credits under this chapter,”

Page 19, line 2, followng “(e)”
Delete “before the application of any credits under
this chapter”

Page 19, line 3, following “(f)”
Insert “before the application of any credits under
this chapter”

Ms. Craner informed that there had been a drafting error
and the intent was the sane.

Co- Chair MacKi nnon W THDREW her OBJECTI ON. There being NO
further OBJECTI ON, Anendnent 1 was ADOPTED.

Co- Chair MacKinnon infornmed that the commttee had checked
wth M. Alper on the conceptual anmendnent and had
confirmed that there was no issue. She stated for the
record that he was noddi ng his head.

Vice-Chair Bishop MOED to report SCS CSHB 111(FIN) as
amended out of Commttee wth individual recommendations
and the acconpanying fiscal note. There being NO OBJECTI ON,
it was so ordered.

SCS CSHB 111(FIN) was REPORTED out of conmttee with a "do
pass” recomendation and with one forthcom ng fiscal inpact
note fromthe Departnent of Revenue.

4:08: 28 PM
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AT EASE

4:10: 40 PM
RECONVENED

Co- Chair MacKi nnon and Vice-Chair Bishop extended thanks to
staff and agencies for their assistance.

Senat or Hughes thanked Senator Cathy G essel and her staff.
#

ADJ OURNVENT
4:11:59 PM

The neeting was adjourned at 4:12 p. m
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