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W TNESS REG STER

AKIS d ALOPSCS, staff to Senator G essel and the Senate
Resources Committee

Al aska State Legislature

Juneau, Al aska

PCSI TI ON STATEMENT: expl ai ned the changes in SCS CSHB 111 (RES),
version \P.

ACTI ON NARRATI VE

2:00: 13 PM

CHAIR CATHY GESSEL <called the Senate Resources Standing
Commttee neeting to order at 2:00 p.m Present at the call to
order were Senators Stedman, Coghill, Von Inmhof, Hughes, Meyer,
and Chair G essel.

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

2:00:45 PM

CHAIR JESSEL announced consideration of HB 111 [CSHB
111(FIN) (efd)(fld) was before the conmttee]. It was first heard
on April 14; it had two hearings on April 15 and two nore
hearings on April 17. They had a hearing on April 18 with the
Department of Revenue (DOR) and follow up wth legislative
consultants; and on April 19 another neeting with a |egislative
consul tant. They now have a proposed commttee substitute (CS).

SENATOR COGHI LL nobved to adopt SCS CSHB 111 (RES), version 30-
LS0450\ P as the working docunent.

CHAI R G ESSEL obj ected for discussion purposes.

2:01: 36 PM
AKIS G ALOPSCS, staff to Senator Gessel and the Senate
Resources Conmmittee, Alaska State Legislature, Juneau, Al aska,
expl ained the changes in the CS. He said the three elenents in
this CS are:

1. Elimnation of the refundable tax credits (Ol and Gas Tax
Credit Fund established in AS 43.55.028) as of January 1, 2018.

2. Transition to carried forward (CF) |losses with the statew de
repeal of the net operating loss <credit (NO) wunder AS
43. 55. 023(b) . This CS transition the loss carry forward
mechani smto a deduction, allow ng the taxpayer to recover their
full |osses.
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3. Expansion of the timefrane for the interest rate for
del i nquent taxes under AS 43.55 to six years while lowering it
to 3 percent conpounded quarterly, and conbining the assessnent
for delinguent taxes under AS 43.55 with all other delinquent
t axes under AS 43.05 statutes.

2:03:15 PM
MR. G ALOPSCS presented the sectional analysis for SCS CSHB
111(RES), version \P, as follows:

Section 1 anends AS.05.2225, Administration of Revenue Laws,
Interest on page 1, line 7-page 2, line 20, by changing the
interest rate to 3 percent conpounded quarterly for delinquent
taxes; effective January 1, 2018.

Section 2 anmends AS 43.20.044(a), Alaska Net Incone Act,
Expl oration incentive credit on page 2, lines 21-25 that states
the credit accrued under AS 43.55.025, the Mddle Earth credits,
can be used as a deduction against that taxpayer's corporate
i ncome taxes. That function is not transferable.

Section 3 anends AS 43.20.046(e), Alaska Net Inconme Act, Gas
storage facility tax credit, on page 2, line 26-page 3, |line 1.
Sections 4, 5, and 6 do the sanme thing for those respective
three credits that are cashable and found in the corporate
income tax credit system the LNG storage facility, the natura
gas storage facility, and the oil refinery. Those will remain
cashable until their natural expiration and they are going to be
avai lable in their cash-ability through general appropriation.

Sections 4 and 5 conformto that.

2:04: 38 PM

Section 6 adds a new section to AS 43.20, Al aska Net Incone Tax,
by taking the |anguage that had previously been in the oil and
gas tax credit fund in AS 43.55.028 and put it into the incone
tax statutes for those three credits to have the sanme provisions
of making them applicabl e through general appropriation.

2: 04: 53 PM

Section 7 anmends AS 43.55.023(c), Gl and Gas Production Tax, on
Tax credits for certain |osses and expenditures on page 4, line
16-page 4, line 20. This enables a taxpayer to apply credits
i ssued under . 023 agai nst prior year taxes, i nterests,
penalties, and fees related to the oil and gas production tax.
This includes anended oil and gas production taxes, provided
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that the assessment was not subject to an admnistrative
procedural appeal or litigation.

Section 8 anends AS 43.55.023(d), QG| and Gas Production Tax,

Tax credits for certain |osses and expenditures, on page 4, line
27-page 5, line 13. It conforns to the repeal of the oil and gas
tax credit fund later in this bill (in Section 25).

2:05: 33 PM

Section 9 anmends AS 43.55.023(e), Ol and Gas Production Tax,
Tax credits for certain |osses and expenditures, on page 5, line
14-page 6, line 1. Like section 7, this also enables a taxpayer

to use a transferable credit that had been issued under AS
43.55.023 against those prior year taxes wth the sane
limtations.

Section 10 adds a new subsection to AS 43.55.024, G| and Gas
Production Tax, Additional nontransferable tax credits, on page
6, lines 2-8. It states that tax credits under AS 43.55.024(c),
the small producer credit, and AS 43.55.024(i), the per-barrel
credit for new oil, could be used to reduce the taxpayer's
l[iability below the mninmum but not below zero, including a
year in which the sliding-scale credit (AS 43.55.024(j)) is used
and the taxpayer can decide the ordering of those credits when
calculating their tax liability.

2:06: 30 PM

Section 11 anends AS 43.55.025(a), Gl and Gas Production Tax,
Alternative tax credit for oil and gas exploration, on page 6,
lines 9-31. The tax credit in AS 43.55.025 (Mddle Earth
statutes) conformng to their ability to use a credit accrued
under those statutes against production tax or corporate incone
t axes.

Section 12 amends AS 43.55.025(f), Gl and Gas Production Tax,
Alternative tax credit for oil and gas exploration, on page 7,
line 1-page 9, line 16. This allows those same provisions of
deductibility against corporate income tax for a taxpayer that
has earned it wunder AS 43.55.025 and it also directs the
Department of Revenue to grant or deny a credit application
under .025 within 120 days of receipt of that application.

2:07:16 PM

Section 13 amends AS 43.55.025(h), Gl and Gas Production Tax,
Alternative tax credit for oil and gas exploration, on page 9
lines 17-31. This is the explicit provision that a taxpayer may
apply credits issued under AS 43.55.025 against prior year
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taxes, interest, penalties, and fees, simlar to the sane
| anguage allowed for a transferable credit issued under AS
43.55.023 and subject to the same Ilimtations, |litigation,
appeal , etc.

2:07:44 PM

Section 14 amends AS 43.55.025(i), GOl and Gas Production Tax,
Alternative tax credit for oil and gas exploration, on page 10,
lines 1-9. It states that credits under AS 43.55.025(i) can be
appl i ed against both the production tax or the corporate incone
tax, but cannot be used to reduce taxes bel ow zero.

Section 15 Amends As 43.55.028(e), GOl and Gas Production Tax,
Ol and gas tax credit fund established; cash purchases of tax
credit certificates, on page 10, line 10-page 11, line 4. It
established that pursuant to Section 25, this fund wll be
appeal ed as of January 1, 2018. Any funds that are outstanding
can be refunded through general appropriation. It renoves the
maxi mum anount per year a conpany can receive in refunds and
makes conform ng changes. It maintains requirenents that only
conpani es producing |less than 50,000 barrels per day can receive
cash paynents.

2:08: 39 PM

Section 16 amends AS 43.55.028(g), GOl and Gas Production Tax,
Ol and gas tax credit fund established; cash purchases of tax
credit certificates, on page 11, line 5-page 12, line 2. It is
another conformng to the repeal of the G| and Gas Tax Credit
Fund in Section 25, and carves out the language for the credits
that are used against a corporate incone tax liability for an
LNG storage and gas storage facility, or a oil refinery to
conformto the changes found in Section 6.

2:09: 06 PM

Section 17 amends AS 43.55.028(j) and AS 43.55.028(g), G| and
Gas Production Tax, QI and gas tax credit fund established;
cash purchases of tax credit certificates, on page 12, lines 3-
19. This conforns to the repeal of the Gl and Gas Tax Credit
Fund in Section 25.

Section 18 amends AS 43.55.029(a), GOl and Gas Production Tax,
Assignnent of tax credit certificate, on page 12, |ine 20-page
13, line 1. This conforns as well to the Section 25, the repeal
of AS 43.55.023(b), net operating loss (NOL) credit.

Section 19 amends AS 43.55.160(d), GOl and Gas Production Tax,
Determ nation of production tax value of oil and gas, on page
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13, line 2-page 13, line 13. This also conforns to the section
25 repeal of AS 43.55.023(b), net operating |loss credit.

Section 20 anends AS 43.55.160(e), QI and Gas Production Tax
Determ nation of production tax value of oil and gas, on page
13, line 14- page 14, line 5. This confornms to the repeal of the
NCL credit in Section 25 as well as to the change to |ease
expenditures in section 21.

Section 21 amends AS 43.55.165(a), Ol and Gas Production Tax
Lease expenditures (as anended by Sec. 29, ch.4, 4SSLA 2016 -
House Bill 247), on page 14, line 6-page 15, line 7. It states
that for the North Slope only, |ease expenditures include those
incurred in a previous year that were not deducted in
determ ning production tax value and were not the basis of a
credit.

2:10: 06 PM
Section 22 amends AS 43.55.165(f), GOl and Gas Production Tax,
Lease expenditures, on page 15, lines 8-12. This conforns to the

Section 25 repeal of AS 43.55.023(b), net operating loss credit.

2:10: 35 PM
Section 23 adds new subsections to AS 43.55.165, Ol and Gas
Production Tax, Lease expenditures, on page 15, |ine 13-page 16,

line 17. These subsections respectively create an uplift in the
anount of 10 percent conpounded annually, for seven years. Only
conpani es W thout commercial production when the expenditure
occurred are eligible for the wuplift. The increased value
(uplift) can be applied generally providing the producer holds
interest in the |eases on which the expenditure generating the
uplift occurred and the | eases entered production.

That same section specifies that current year |ease expenditures
are to be applied before carryforward |ease expenditures when
calculating tax liability. In applying carry-forward |[ease
expenditures, a producer only needs to apply the anount that
woul d reduce taxes to the equal anmount under the mnimm tax,
and not to zero. Carry-forward |ease expenditures in excess of
the anount applied to reduce taxes to the equal of the mninmm
tax are carried forward to a future year.

Section 24 anends AS 43.55.170(c), QI and Gas Production Tax
Adjustments to | ease expenditures, on page 16, lines 18-22. This
conforms to the section 25 repeal of AS 43.55.023(b), net
operating loss credit.
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2:11:59 PM

Section 25 repeals nultiple sections of statute on page 16,
lines 23-24. It repeals the NOL credit as well as all relevant
sections pursuant to the oil and gas tax credit fund, as well as
the assignnent of tax credit certificates, which have been
constricted to third-party access before certification.

[ AS 43.55.023(b) Net operating |loss credit

AS 43.55.028(a) QI and gas tax credit fund, fund
est abl i shed

AS 43.55.028(b) QI and gas tax credit fund, fund
consi sts of noney to the fund and earnings on the fund

AS 43.55.028(c) Ol and gas tax credit fund, statutory
m ni mum cal cul ati on

AS 43.55.028(d) Ol and gas tax credit fund, fund
managenent

AS 43.55.028(f) GOI and gas tax credit fund, noney in
fund does not | apse

AS 43.55.028(h) G| and gas tax credit fund, not a
dedi cated fund AS

43.55.028(i) Ol and gas tax credit fund, qualified
capital expenditure definition in relation to the fund
section of statute

AS 43.55.029(b) (4) Assi gnnent of t ax credit
certificate, assignnent nust contain an account with a
bank with which to receive funds when credit
certificate is repurchased]

Section 26, on page 16, lines 25-30, is applicability I|anguage
related to the new ability to apply AS 43.55.025 credits to
corporate incone tax liability.

Section 27, on page 16, line 3l-page 17, line 7, is
applicability language related to the new tinelines in section
12 for the Departnent of Revenue to grant or deny applications
for credits under AS 43.55.025.

Section 28, on page 17, lines 8-14, is applicability |anguage
related to credits wused against prior years' production tax
liability.

Section 29, page 17, lines 15-19, is applicability Ianguage
related to | ease expenditures.

2:13:09 PM

Section 30, on page 17, lines 20-25, is transition |anguage

related to the changes in the interest rate on delingquent taxes,
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insuring that the effective date is January 1, 2018 and no
retroactivity is applied to those.

Section 31, on page 17, line 26-page 18, line 8, is transition
| anguage related to carry-forward annual | osses.

Section 32, on page 18, lines 9-16, is transition |anguage
related to transferrable tax credit certificates.

Section 33, on page 18, lines 17-21, is transition |anguage
related to the repeal of the Gl and Gas Tax Credit Fund.

2:13:55 PM
Section 34, on page 18, lines 22-23, sets an inmmedi ate effective
date for Secs. 2, 7, 9, 11-14, and 26-28.

Section 35, on page 18, lines 24-25, sets an effective date for
section 21 based on the effective date of changes made in HB 247
of 2016 (effectively January 1, 2018).

Section 36, page 18, lines 26-27, sets a January 1, 2018,
effective date for all other sections.

2:14: 35 PM

CHAIR G ESSEL renoved her objection, and finding no further
obj ection announced that SCS CSHB 111 (RES), version 30-
LS0450\P, was before the commttee. She noted that it would
remove all cashable «credits, clarifies the hard 4-percent
mnimumtax floor, and fixes an interest rate.

She said the conmttee had heard from the two |egislative
consultants and nmany of their recommendations are in this bill
The Senate has consensus around the issue of the need to renove
the cashable <credit option, because the state sinply can't
afford them

2:15:29 PM

SENATOR MEYER comented that the legislature and the Governor
have acknow edged that the state's refundable credit programis
very unusual and nakes its tax program problematic to inplenent.

The refundabl e credits have becone the third-largest line in the
general fund budget. Wen oil was $100/barrel, it wasn't so
noti ceabl e, but when oil is at $45/barrel, it is noticeable and
a problem to the budget. The key is renenbering that the

cashable credits have worked exactly the way |awrakers wanted
t hem to. For exanple, four or five years ago they were | ooking
at how to inport gas to Southcentral Al aska, and small conpanies
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were attracted to Cook Inlet that has gone from having a
shortage of gas to having a surplus with those cashable credits.
The sane can be said for the North Slope: Alaska wanted to
attract smaller conmpanies to an area that is probably one of the
nost expensive areas to do oil and gas exploration and
production. Sonme snuller conpanies have been enabled to go up
there by those cashable <credits and have had some huge
successes.

SENATOR MEYER said Alaska just can't afford to do this anynore.
This SCS puts Alaska on a stable path going forward w thout the
fear of incurring greater Iliability. The whole tax policy
doesn't need to be rewitten, and HB 111 refocuses attention on
where it needs to be.

2:19:49 PM

SENATOR HUGHES supported Senator Meyer's remarks regarding the
cashable credits. They listened to their consultants for many
hours about the specifics and |levers of our tax system and sone
good recommendat i ons.

She thanked the House for its focus on cashable credits, but she
was concerned about the tax rewite, because SB 21 is worKking.
Trying to tax Alaska into prosperity is like a man standing in a
bucket trying to lift hinself up by a handle. Since the state
has been faced with this fiscal crisis, there has been a | ot of
tal k about spending and revenue, and in nmany ways this conmttee
has been good about understanding the issues. This version of HB
111 represents that their focus at this point really should be
about getting nore oil in TAPS.

This bill strikes a balance. The oil industry has provided
"billions upon billions of dollars of revenue" to Alaska, and it
doesn't make sense to tax oil nore when its price is down. Doing
that would risk having less oil in the pipe and job decreases

for already struggling conpanies.

As pol i cy makers, Senat or Hughes sai d, it is their
responsibility to stick with what they know, and they know SB 21
is working. She looks forward to continuing focusing on how to
get nore oil into the pipeline. She wants explorers to continue
expl oring and producers to continue producing.

SENATOR HUGHES said the balance SCS CSHB 111(RES) strikes
addresses the cashable credits, but also respects the voters'
will when it conmes to SB 21. They are doing the right thing by
not focusing on the short term which mght nean a little nore

SENATE RES COW TTEE -12- April 24, 2017



revenue now, but rather focusing on the long term because if

exploration continues, production will continue, and that neans
revenue will continue.
2:25:56 PM

SENATOR VON | MHOF said one of the big takeaways from all the
testinmony they heard |last week is that small producers who have
generated mllions of dollars in tax credits are |eft hanging,
and they have bills to pay; there are jobs on the Iline. HB 111
tries to create additional options for those tax credits where
the state is not the only entity paying for them Legislators
are looking for a way so that these snmall conpani es can get cash
sooner rather than later while not reducing oil taxes expected
to be paid to the state, and therefore not affecting the revenue
forecast. It creates a win/win situation for everybody.

She said right now, conpanies can buy tax credits and use them
for current or future years and that has not changed. |nstead
the SCS is opening up the market so that tax credits can be used
for prior years if a conpany nust anend a previous tax return or
pay an assessnent issued after an audit is conplete. It was
never noney the state could have predicted to receive or have
created a budget from or ever really counted on.

SENATOR VON | MHOF said this nmeans that small producers can get
nmoney now wth third-party transferability, and continue
operating and continue to secure future oil production. The
conpani es who purchase the tax credits can use them on past
taxes that they mght unexpectedly owe during an audit or an
amended return with the stipulation that they don't appeal or
litigate the tax decision. They nust accept the ruling, use the
tax credit, and nove on.

The state benefits because of reducing the |Ilikelihood of
expensive and tine-consumng disputes and it gets a second w nd
by reducing the backlog of tax credits waiting to get cashed
out .

SENATOR VON | MHOF said she believes SCS CSHB 111(RES) is a
reasonable conpronmise to address the over $200 mllion in
cashable tax credits that have been earned and are sitting in
i nbo.

2:28:40 PM

SENATOR COCGHI LL said it |ooks like the SCS CSHB 111(RES) answers
the question of how to retain value the best you can for those
who have already invested in Alaska. It finds a way in a cash-
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strapped world to retain that value that the state set up an

expectation for. The bill doesn't address the conplexity of
Al aska's tax system but that conversation will go on for a |ong
time.

2:29:55 PM

SENATOR STEDMAN said one of the concerns he has is renoval of
the tax credit fund and the requirenent for state to nmake
m ni mum paynents. The state has an outstanding backlog of $1

billion; so, how wll that work? Currently, the state nust pay a
m ni mum requirenent, so a lender wll always know he wll get
some funds back. He didn't want to go into the Permanent Fund to
pay off that liability and he wanted to hear how renoving that

m ni mrum paynment m ght affect the | enders.

CHAIR G ESSEL said this bill provides an opportunity to begin
the process of taking that liability off the books. It won't
sol ve the problemtonorrow or next year, but it is a beginning.

SENATOR STEDMAN said they need to have sonme conversation wth
the people who have the outstanding debts on how this m ght
i npact them because getting a guaranteed snall paynent if
you're a lender is better than no guarantee at all, especially
if it's subject to a veto.

2:32: 58 PM

He said the complexity of the GVR issue along with the per-
barrel deduction is best left for a later date. Clearly, there
are nechanical irregularities within the structure that are
di sadvant ageous to the state in its ability to have transparency
and predictability. He also noted that only one other sovereign
has a cashable credit, and that is why they are here today; it
doesn' t worKk.

SENATOR STEDMVAN said he was hesitant to say SB 21 is a success
when one of its major conponents is structurally flawed.

2:34: 47 PM
SENATOR COCGHI LL noved to report SCS CSHB 111 (RES), version \P,
from committee wth i ndi vi dual reconmendat i ons and t he

forthcom ng fiscal notes. There were no objections and it was so
or der ed.

CHAIR G ESSEL commented that SCS CSHB 111 (RES), version \P,
focuses on the inportant issues around which there is consensus
in the Senate. The Senate began work on the tax credit issue in
2015 when a bi-partisan Senate Tax Credit Wrking Goup was
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convened. It had nenbers of Resources and Finance Committees on
it, one of which was a nenber of this commttee as well as
hersel f. Industry, Native corporations, and |abor unions were
part of the group. The outconme were recomendations, one of
which was fixing the cash-ability of the cashable tax credits.
Today i nplenents the next step in that.

The work began last year in HB 247 and a countdown to the
elimnation of the Cook Inlet credits. They recogni zed that Cook
Inlet was a constrained market and that having cash credits by
government was distorting the conpetition. The Governor's veto
of the earned cashable credits in 2015/16 anplified the issue.
Today, this comrittee substitute conpletes the work of
addressing the cash exposure by elimnating cash credits going
forward

CHAIR G ESSEL said the Senate has |ooked at this whole topic in
t hree buckets, and this bill:

1. Allows a nore flexible use of those unpaid cashable
credits at no present cost to the state's general
fund. It will open the door to a variety of uses of
t hose to reduce the backl og.

2. Protects the state fromfuture cash calls by:
-Repealing the Cash credit fund conpletely so that no
| egi slator can cone up with a new i dea of the cashable
credit.

-Moving the NOL from being a credit to a deduction,
whi ch changes the tax liability, but it takes away the
cash exposure for the state.

-Preserving 100 percent of the value of the carried-
forward | osses, which both consultants said is
critical, because renoving that ability would put
Al aska at the bottom of the conpetitiveness | adder.
-Incorporating a non-cash uplift for new conpanies to
respect the tine value of noney in their investnents.
-Preserves Mddle Earth giving those conpanies an
opportunity to use their credits in a valuable way for

t hem
-Allowing the natural expiration of the refinery and
gas storage related credits. They will be credited and

pai d by appropriation only.
3. Allowing the current tax policy to continue being

i npl enented. A dramatic increase in production has
been seen, which neans nore royalty to the state. This
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bill hardens the floor, one of the policies set forth
in SB 21 that needed clarification. The mninmm tax
floor is still flexible for new and snmall producers.
The sliding-scale, per - barr el reduction is still
preserved recogni zing Al aska's high royalty structure.

This SCS is balanced in terns of all areas of the state, she
said; it doesn't carve out special recognition for «certain
conpanies; and it is a path forward w thout cashable credits.

2:40: 54 PM
CHAI R G ESSEL enphasi zed that this new policy does increase the
total tax that will be paid by the oil industry, but it also

protects their businesses by allowing 100 percent deductibility
of their losses, and it provides that other inportant piece: the
process and eventual paynent of the unpaid cash credits. She
t hanked conm ttee nmenbers for their input and work on the bill.

[ SCS CSHB 111 (RES) noved fromconmttee. |
2:41: 30 PM

CHAIR G ESSEL adjourned the Senate Resources Conmittee neeting
at 2:41 p.m
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