ALASKA STATE LEG SLATURE
HOUSE RESOURCES STANDI NG COWM TTEE
March 29, 2010
1:16 p. m

VEMBERS PRESENT

Representative Crai g Johnson, Co-Chair
Representati ve Mark Neuman, Co-Chair
Representative Bryce Edgnon
Representative Kurt O son
Represent ati ve Paul Seaton
Represent ati ve Peggy W1 son
Representative David Guttenberg
Representative Scott Kawasaki
Representative Chris Tuck

VEVMBERS ABSENT
Al l menbers present
COMM TTEE CALENDAR

HOUSE BI LL NO. 337

"An Act relating to interest on certain underpaynents or
overpaynents for the oil and gas production tax, to certificates
for certain oil and gas production tax credits for qualified
capital expenditures, and to alternative tax credits for
expenditures for certain oil and gas devel opnent and expl oration
activities for the oil and gas production tax; relating to the
use of the oil and gas tax credit fund to purchase certain tax
credit certificates; and providing for an effective date."

- HEARD & HELD
PREVI QUS COW TTEE ACTI ON
BILL: HB 337

SHORT TI TLE: O L AND GAS PROD. TAX: CREDI TS/ | NTEREST
SPONSCR(s) : RULES BY REQUEST OF THE GOVERNOR

02/ 10/ 10 (H) READ THE FIRST TIME - REFERRALS
02/ 10/ 10 (H) RES, FIN

03/ 10/ 10 (H RES AT 1: 00 PM BARNES 124

03/ 10/ 10 (H) Heard & Hel d

03/ 10/ 10 (H) M NUTE( RES)

03/ 27/ 10 (H RES AT 10: 00 AM BARNES 124

HOUSE RES COW TTEE -1- March 29, 2010



03/ 27/ 10 (H) Heard & Hel d
03/ 27/ 10 (H) M NUTE( RES)
03/ 29/ 10 (H) RES AT 1: 00 PM BARNES 124

W TNESS REG STER

DONALD BULLOCK JR., Attorney

Legi sl ati ve Legal Counsel

Legi sl ative Legal and Research Services

Legi slative Affairs Agency

Juneau, Al aska

PCSI TI ON  STATEMENT: During the hearing on HB 337, answered
guesti ons.

PAT GALVI N, Comnmi ssi oner

Depart ment of Revenue

Anchor age, Al aska

PCSI TI ON STATEMENT: Revi ewed the differences between HB 337 as
originally introduced and the proposed committee substitute,
Version R

MARCI A DAVI S, Deputy Comm ssi oner

O fice of the Conm ssioner

Depart ment of Revenue

Anchor age, Al aska

PCSI TI ON  STATEMENT: During the hearing on HB 337, answered
guesti ons.

ACTI ON NARRATI VE

1:16: 31 PM

COCHAIR CRAIG JOHNSON called the House Resources Standing
Commttee neeting to order at 1:16 p.m Representatives Seaton,
P. WIson, dson, Edgnon, Guttenberg, Tuck, Kawasaki, Neuman,

and Johnson were present at the call to order.

HB 337-O L AND GAS PROD. TAX: CREDI TS/ | NTEREST

[ Cont ai ns di scussion of HB 308]
1:17: 32 PM
CO CHAIR JOHNSON announced that the only order of business is

HOUSE BILL NO 337, "An Act relating to interest on certain
under paynents or overpaynents for the oil and gas production
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tax, to certificates for certain oil and gas production tax
credits for qualified capital expenditures, and to alternative
tax credits for expenditures for certain oil and gas devel opnent
and exploration activities for the oil and gas production tax;
relating to the use of the oil and gas tax credit fund to
purchase certain tax credit certificates; and providing for an
effective date.”

1:17: 45 PM

CO- CHAIR JOHNSON noted that two proposed committee substitutes
have been drafted for the commttee to choose from [Version R,
| abel ed 26-GH2057\ R, Bullock, 3/29/10, and Version E, |abeled
26- GH2057\ E, Bull ock, 3/29/10]. He expl ained both versions are
i dentical, except Version R would provide the Al aska Retirenent
Managenment (ARM) Board with the ability to purchase the tax
credit certificates. He pointed out, however, that according to
a [3/28/10] nenorandum from [M. Don Bullock of] Legislative
Legal and Research Services, Version R violates the single-
subj ect cl ause. He said his preference is to adopt Version E
and add the ARM Board provision as an anendnent, but that he
will yield to the commttee's preference.

1:19: 26 PM

REPRESENTATI VE SEATON noted [M. Bullock's] nmenorandum states
"may" expose the enactnment to |egal challenge. He distributed a
4/ 7/ 08 nmenorandum from [M. Al pheus Bullard of] Legislative
Legal and Research Services which details the Alaska Suprene
Court decisions in this regard. To support his opinion that the
two subjects are congruous because both relate to the proposed
tax credits, Representative Seaton read the follow ng portions
of the 4/7/08 menorandum [original punctuation provided]:

The standard adopted by the Al aska Suprene Court in
regard to the single-subject requirenent states that
an "act should enbrace sone one general subject; and
by this is nmeant, nerely, that all matters treated of
should fall under sonme one general idea, be so
connected with or related to each other, either
logically or in popular understanding, as to be parts

of, or germane to, one general subject.” - The
Al aska Suprene Court has held that the purpose of this
constitutional provision is to guard against ... "the
practice of ‘'deliberately inserting in one bill

several dissimlar or incongruous subjects....""
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Al aska's single-subject rule has been interpreted by
the Al aska Suprenme Court to permt very broad subject

matter in a bill wthout violating the single-subject
requirenent. In construing the single-subject rule,
the court will "resolve doubts in favor of validity."
- Specifically, the court has held that bills
relating to such broad thenes as "civil actions",
"taxation", "transportation”, and "1 and" are

accept abl e.
1:22:19 PM

CO-CHAIR JOHANSON stated he had both versions drafted because it
is difficult to project what the courts will do.

REPRESENTATI VE KAWASAKI suggested that if an anendnent has not
al ready been drafted for inserting the ARM Board provision into
Version E, it nay be easier to start with Version R and del ete
the ARM Board provision if the commttee so chooses.

CO CHAI R JOHNSON agreed this would al so be appropriate, but said
he still prefers to start with Version E

1: 23: 18 PM

REPRESENTATI VE GUTTENBERG pointed out that while the |egal
opinion is sinple the listing of who can do sonething then
raises the question of whether that neans everyone else is
excl uded. He inquired whether listing the ARM Board in this
particular case would prohibit anyone else from being able to
purchase the credits.

DONALD BULLOCK JR., At t or ney, Legi slative Legal Counsel
Legislative Legal and Research Services, Legislative Affairs
Agency, responded he thinks the nmaxim being referenced is that
when a list of things is put into statute, the inplication is
that there are other simlar things that may be added to that
list. He said this particular case, however, has to do with the
authority of the ARM Board to enter into negotiations to buy the
credits at a discount and then sell them to the Departnent of
Revenue for full fare.

1:25:43 PM

REPRESENTATI VE GUTTENBERG asked whether authorizing the ARM
Board to do this would exclude any other state entity from al so
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doing the sane thing. He maintained that listing who can do
this infers that those not |listed cannot do it.

MR. BULLOCK replied in this case it is not a list; it is
specific authority being granted to the ARM Board.

1: 26: 05 PM

MR. BULLOCK, in response to Representative Seaton, stated he is
very famliar with the concepts and broadness addressed in [M.
Bul ard's] 4/7/08 menorandum He said the concern expressed in
his [3/28/10] menmorandum is that this case has to do with the
authority of the ARM Board to do sonmething. Wile it happens to
deal with tax credits, the substantive part of the ARM Board-
related sections in Version R deal with the power of the ARM

Boar d. Since the revenue from taxes is wused throughout the
state, the question is where to draw the line as to what is put
into it because this is a revenue-related bill. Therefore, in

his opinion, Version R raises a serious single-subject problem

CO CHAI R JOHNSON understood M. Bullock to be saying it is not
because it relates to taxes, but because it is expanding the
power of a board.

MR. BULLOCK answered right; the substance of it is to give a
power to the ARM Board.

1:27:49 PM

REPRESENTATI VE SEATON said the 4/7/08 nenorandum cones from a
previous bill dealing wth scallop and crab |icenses and Al aska
Regi onal Devel opnent Organi zati ons (ARDORs) that came before the
House floor. It was ruled that this was not a violation of the
singl e-subject rule because ARDORs have sone tie to economc or
potential economc functions across the state. He said he

believes this issue is nmuch nore closely related than scallop
and crab |icenses and ARDORs.

REPRESENTATI VE SEATON nobved to adopt the proposed commttee
substitute (CS) for HB 337, |I|abeled 26-GHR057\R, Bull ock,
3/29/10 ("Version R'), as the work draft. There being no
obj ection, Version R was before the conmttee.

1:29: 37 PM

PAT GALVIN, Conmi ssioner, Departnment of Revenue, reviewed the
differences between HB 337 as originally introduced and the

HOUSE RES COW TTEE - 5- March 29, 2010



proposed committee substitute, Version R He said Conceptual
Amendnent 1 presented to the conmittee on 3/27/10 [and included
in Version R, would nake two changes to the governor's original

bill. It would put infield drilling credits under AS 43.55.023,
the capital credit section of law, rather than putting them
under AS 43.55.025, the exploration incentive credit, as
originally proposed. This new |anguage is the sane | anguage
used in HB 308. The types of activities the adm nistration had
intended to address are still addressed, but just structured
differently wthin the statute. The admnistration was

concerned about how to describe the eligible expenditures if the
credit was put under AS 43.55.023; however, HB 308 was
subsequently anended to tighten the |anguage of AS 43.55.023 to
intangible drilling expenditures, a well-established principal
under federal tax law that the departnment can confortably
i npl enent . Two other types of wells are added that were not
included in the governor's original bill - injection wells and
stratigraphic test wells - to those eligible for the proposed
additional credit. The inplication remains the same as the
governor's original concept in ternms of what is being provided
this additional incentive.

1: 31: 55 PM

COWMWM SSI ONER GALVIN said Conceptual Anmendnent 1 also includes
provisions dealing with the calculation of interest rates for

the wunderpaynent or overpaynent of previous tax liabilities.
The rate under current law is the higher of 11 percent or the
Federal Reserve rate plus 5 percent. Under HB 308, the 11
percent woul d be renoved and the float above the Federal Reserve
rate would be lowered to 3 percent. Conceptual Anmendnent 1
woul d renove the 11 percent floor and keep the Federal Reserve
rate plus 5 percent. This particular interest rate section of

the tax code also deals with other tax categories, he explained.
A previous alteration of the interest rate was not conpletely
captured by the conformng amendnent in HB 308, so Conceptua
Amendrment 1 would conform Sections 1 and 2 to existing |aw
other sections make the reference clear that it is to this
particul ar method of cal culating the tax.

COWM SSI ONER GALVI N not ed t hat in addi tion to t he
af orenenti oned, Version R would add neasures regarding the ARM
Board, along with conform ng anmendnents to marry the different
concepts together.

1: 34: 31 PM
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COWM SSI ONER  GALVI N, in response to Representative Tuck,
confirmed that the interest rate provision is under Section 4 of
Version R In further response, he confirned that the |anguage
on page 3, line 1, Version R which deletes 5 percent above the
Federal Reserve rate and inserts 3 percent is a mstake that was
m ssed and is not the admnistration's intent.

CO CHAI R JOHNSON observed that this error is in both Version R
and Version E In response to Conm ssioner Glvin, he agreed
that a correcting anendnent is needed.

1: 36: 00 PM

CO CHAIR NEUVMAN voiced his concern about the single-subject
cl ause and asked whether having the ARM Board in the bill title
will affect the Departnent of Revenue.

COWM SSI ONER GALVIN declined to coment on the single-subject
issue, saying that that issue is for the commttee and its
attorneys to discuss. Regarding the provision in Version R that
would renove the obligation for a small producer to continue
maki ng investnents to qualify for state purchase of its credit
certificates, he said the intent is to provide a new entrant the
ability to get full value for its credit and not have to sell it
at reduced value to an existing producer. This provision would
provide full rei mbursenent for just about every credit
certificate that the small producer could not take off of
exi sting production. He said he therefore does not anticipate
that the small producer would have to go to the ARM Board to
sell the certificate at a discount when it can conme to the
Departnent of Revenue and receive full dollar-for-dollar val ue.

1: 38: 59 PM

CO- CHAI R NEUMAN under st ood Conmmi ssioner Galvin to be saying that
to take advantage of these credits it would be better for the
smal | producer to not sell the certificates to the ARM Board.

COM SSI ONER GALVIN replied it is up to the taxpayer receiving
the certificate to decide what to do to get value for it. He
said he would anticipate that if a taxpayer had the option of
submtting the certificate to the Departnent of Revenue for 100
percent of the value or going to the ARM Board to have the board
buy the certificate for up to 92 cents on the dollar, that the
t axpayer would choose the fornmer. The only situation where that
mght not be the case is if +the taxpayer had other tax
obligations to the state that the Departnment of Revenue would be
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obligated to offset before paynent could be nmde. He said he
thinks that would be a rare instance given the types of
conpanies that would Ilikely conme forward wth this type of
credit certificate, and therefore he does not anticipate the ARM
Board provision being utilized nuch, if at all.

1: 40: 24 PM

CO CHAIR NEUVMAN said HB 337 is a very inportant bill to both the
governor and the chair because the intent is to help create job
opportunities. He inquired whether a reviser's bill in the
House Rul es Standing Committee would be a better way to do this.

COW SSI ONER GALVI N answered he does not know if the reviser's

bill would be a place to put an ARM Board authorization to buy
tax credits. VWhile he can speak to his anticipation of what
value a taxpayer wll be looking for, he said the commttee

needs to talk to M. Bullock regarding the question about the
ri sk of |egal exposure.

CO CHAI R NEUVMAN asked whether there are better places besides
the title of HB 337 to provide opportunities to expand the
purchase of the different production credits.

COWM SSI ONER GALVI N responded he is unaware of any other bill in
the body right now that adjusts the powers of the ARM Board. He
said the remainder of HB 337 is about as close as one can get
for providing a market for tax credits.

1:43: 08 PM

CO- CHAIR NEUMAN inquired whether Conmm ssioner Galvin thinks
t axpayers woul d take advantage of selling these credits if there
was new | egi sl ation that expanded ARM Board authorities.

COW SSIONER GALVIN replied the other provisions of HB 337
establish the state as the primary market for these certificates
at full value on the dollar. He said he does not think there is
a particular need to expand the market by including the ARM
Board, so including the ARM Board as a provision in either this
bill or another bill would not nake it any nore attractive.

1:44: 40 PM
REPRESENTATI VE SEATON said House Bill 48, a bill that passed the

House but died in the Senate, would have provided for the ARM
Board to buy these tax credits. At that time, as now,
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statenents were made that the state would buy enough so that
anot her vehicle was unnecessary. He rem nded nenbers of recent
statenents before the commttee that people trying to sell these
credits could not get them reinbursed through the state fast
enough and the credits could not even be sold el sewhere for 50
cents on the dollar.

COW SSIONER GALVIN recalled House Bill 48 was considered in
February 2007, but it was not until the followng fall under
Al aska's O ear and Equitable Share (ACES) that a change was nade
to allow the state to buy back a certain portion of the
certificates. A caveat of that change was that the taxpayer had
to continue its investnent, so the departnment is required to
hold the <certificates wuntil the taxpayer denonstrates that
additional spend and this is what creates the lag tinme in terns
of a taxpayer's ability to have the state buy the credits. The
intention of HB 337 is to renove all restrictions to quick
processing of the certificates. He allowed that the ability to
get the certificates filled is a valid concern, so he does not
think it is damaging to the issue to provide taxpayers with [the

ARM Board] alternative. However, he said he does not think it
is likely because he believes the departnent is the place where
taxpayers will to want to sell their certificate.

1:47:20 PM

REPRESENTATI VE SEATON noted the comm ttee has received testinony
that there is a problemw th speed of audits being available; he
surmsed that that would be the certificate issuance. He
understood there is a $25-mllion-per-year limt for the state
to purchase credits.

COW SSI ONER GALVIN answered no, not any | onger. In further
response, he said the ACES legislation renoved the Ilimt
entirely.

CO CHAIR JOHNSON added he thinks the ARM Board provision does
not do anything and may jeopardize the future of the bill. An
amendnent may be made to take out the provision, he advised.

1:48: 36 PM
REPRESENTATI VE GUTTENBERG, referenced page 2 of the Departnent

of Revenue's 4-page 3/29/10 handout and noted that well-rel ated
credits are sonething new.
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COM SSI ONER GALVIN said right, they are a separate, additiona
credit for all wells.

REPRESENTATI VE GUTTENBERG understood the graph on page 2 shows
what the production tax revenue would have been in fiscal years
(FY) 2008 and 2009 had this credit been in place, along with the
proj ected revenue for fiscal years 2010-2013.

COMM SSIONER  GALVIN replied all figures are approximations.
[ The nunbers depicted on the graph for production tax revenue
and the anount of additional well-related credits, respectively,
are approximately: FY 2008 - $2.4 billion and $245 mllion; FY
2009 - $3.1 billion and $255 mllion; FY 2010 - $2.1 billion and
$297 mllion; FY 2011 - $2.4 billion and $327 nillion; FY 2012 -
$2.6 billion and $336 mllion; FY 2013 - $2.9 billion and $390
mllion.]

1:49: 45 PM

REPRESENTATI VE GUTTENBERG noted that over $1  billion in
[additional] credits is projected for fiscal years 2010-2013.
He asked what assunptions are built into those credits; for
exanpl e, increased production or the price of oil or both.

COWM SSI ONER GALVI N answered the Departnent of Revenue's fisca

note for HB 337 puts an indeterm nate nunber on the inpact of
the credits because the department did not incorporate those
potential changes in the anount of production; it is not the
price that determnes this. Using the figures fromfiscal years
2008 and 2009, the departnent estimated the operating
expenditures it believed would qualify for the credit, which was
25 percent, and did the sanme for capital expenditures. Those
approxi mat ed percentages were then applied to the departnent's
current projections for operating and capital expenditures for
fiscal years 2010-2013 to derive the nunbers shown on page 2.

Because the departnment would expect there to be additional

investment as a result of these [new] «credits, which would
result in additional production, there would be a potential

change from these nunbers. There would be nore expenditures
than what the departnment is currently projecting, which would
create nore credits, but the at sane tinme there would be nore
production which would create nore state revenue, which is why
the fiscal note was left as indeterminate in terns of the actual

i npact on state revenue. However, the departnment wanted to show
commttee nenbers what the nmagnitude of this proposed new credit
m ght be, based upon current projections.
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1:52: 20 PM

REPRESENTATI VE GUTTENBERG i nquired whether the information used
for these estinmati ons came fromthe old standard deducti on.

COW SSI ONER GALVI N responded no, other data becane available to
the department to calculate those projections, He pointed out
that this is getting into the real mof confidential data.

REPRESENTATI VE GUTTENBERG surnised these nunbers could Dbe
significantly | ower or higher wthout increase in production.

COWM SSI ONER GALVIN replied correct. These nunbers are based
strictly wupon the expected expenditure levels and what the
resulting credits would be. They are not intended to represent
the potential change in revenue, so they are not affected by
pr oducti on.

REPRESENTATI VE GUTTENBERG presuned that w thout being affected
by production, the expense of the credit being applied for could
be greater or |ess regardl ess of production in any given year.

COW SS|I ONER GALVI N answer ed correct.
1:54: 18 PM

REPRESENTATI VE KAWASAKI said he believes the word "incurred"
should be added to page 6, line 26, after "expenditure", given
it is the departnment's intent that the credit be for well-
rel ated expenses incurred between the six years after June 30,
2010, and before July 1, 2016. In response to Co-Chair Johnson
he said he is conparing the wording of Version R and Conceptua
Amendnent 1 that was discussed on 3/27/10, and the word
"incurred" is mssing fromVersion R

COW SSI ONER GALVI N recommended the word "incurred" be included
in Version R

CO CHAIR JOHNSON requested Representative Kawasaki to make note
that an anendnent is needed for this because the intent is to do
what was agreed upon.

1:57: 00 PM

COCHAIR NEUMVAN, in regard to there being several effective
dates and the departnent's workload, asked whether the effective
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dates in the sections applicable to ACES should be February 28,
2007, and the other effective dates should be January 1, 2010.

MARCI A DAVIS, Deputy Conmi ssioner, Ofice of the Comm ssioner,
Departnment of Revenue, responded that Version E [and Version R
did pick up the portions of ACES that needed to be retroactive
to ease the departnment's workload. The date that was not pushed
back was the tax credit itself, which is in Section 19, page 9,
lines 5-6, of Version R She said the insertion of subsection
AS 43.55.023(nm) is the proposed new ACES capital credit, so it
woul d be helpful to the departnment for that date to remain at
July 1, 2010, because it is the expenditures incurred from that
date forward that are being tal ked about. In further response
she said the credit is to induce new and additional investnent
and that past behavior cannot be changed by meking the credit
retroactive

2:00: 04 PM

CO- CHAI R NEUMAN i nquired about the retroactive effective date of
January 1, 2010, for Section 9 in Version R

IVB. DAVIS noted that Section 9 relates to the current
requi renent that credits be split over two years. She said the
effective date of January 1, 2010, is set where it needs to be
set because it enables the credits that happen in 2010 to be
good in 2010. For credits that happened in 2009, half were good
in 2009 and half were good in 2010, so neking those credits
retroactive would not change any financial inpact on the
t axpayer. In further response, she said the effective dates in
Version R for Sections 7-9 should be okay. The retroactive date
[for Section 7] goes back to the beginning of ACES and the
petrol eum production profits tax (PPT), and is the provision
that would give the departnent the ability to waive interest on
an underpaynent of tax during the tinme when there was not a
regul ati on.

CO-CHAIR NEUMAN said he has talked to other nenbers of the
adm ni stration who felt otherw se about the dates.

2:02: 07 PM

COWM SSI ONER  GALVI N, in response to Representative Tuck,
confirmed the production tax depicted on page 2 of the 3/29/10
handout is expressed in mllions of dollars. He further
confirmed the scale shown for fiscal year 2010 is the sane as
that for fiscal years 2008 and 2009. He clarified that the
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nunber in the box [on top of the blue bar] does not correspond
to the entire bar; it only represents the anount of credit.

2:03:11 PM

REPRESENTATI VE TUCK understood this graph depicts the expected
capi tal credits t hat are bot h capi tal and operating
expenditures, and has nothing to do wth the potential
production increase with those credits.

COWM SSI ONER GALVI N replied correct. He pointed out that page 3
of the handout provides a breakdown of the capital and operating
expenditures that went into the boxes on page 2. The nunbers do
not directly track because page 3 deals with the cal endar vyear
2009 as opposed to the fiscal year 2009. The blue bar on the
left of page 2 represents the capital expenditures for that year
[about $2 billion], the small grey box represents the 20 percent
capital credits that accrue from the blue bar [$370 mllion],
and the white box represents what the departnent estimtes to be
the additional credits that would be created by the proposed 30

percent infield credit [$90 mllion]. Regarding the bars
depicted on the right of page 2 for operating expenditures
[totaling about $1.9 billion], he explained that there is no
[grey] box next to the blue bar because there is currently no
capital credit for operating expenditures. However, a portion
of the operating expenditures would qualify for the proposed new
credit and that would generate the additional $150 million shown

in the white box. Thus, the $90 million and $150 m|lion boxes
woul d correspond to a box on page 2 if there was a box for
cal endar year 2009. In further response, he confirned that the
reason for the differences [in the white boxes] on the two pages
is that one is for fiscal year and one is for cal endar year.

2: 06: 09 PM

COW SSIONER  GALVIN, in response to Representative Seaton

clarified that of the capital and operating expenditures the
departnment expects to qualify for this credit, an additional
credit beyond what is in current law will be generated, and this
additional amount is depicted in the white boxes [on page 2 of
the 3/29/10 handout]. Thus, for fiscal year 2009, it is not
that $255 million of the expenditures qualify for the credits

it is that of the expenditures that qualify, the result will be
an additional $255 nmillion in credit above what those
expenditures qualified for previously.

2:07: 23 PM
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REPRESENTATI VE SEATON asked whether there is anything depicting
t he approxi mate anount of well-rel ated expenses for those years.

COWM SSI ONER GALVIN directed attention to page 3 of the handout
and noted that of the $370 mllion in credit generated from 2009
capital expenditures, an additional $90 million of credits would
be created. This means about $900 million of the total capita
expenditures would be expected to qualify for this additional
credit because the proposed credit would add an additional 10

per cent . For the operating expenditures, $150 mllion of
additional credit would be created; this would be about $500
mllion in operating expenditures because the credits would go

fromO percent to 30 percent.

2:08: 56 PM

REPRESENTATI VE SEATON inquired where the operating credits that
would apply from this are located in Version R He said he
thought that in the earlier bill there were credits for well-

related expenditures and that operating expenditures were
amended out of the bill.

COWMWM SSI ONER GALVI N explained that wunder the current system
capital expenditures and operating expenditures are separated
based upon a particular definition of what qualifies as a

capi tal expenditure. However, HB 337 would use the definition
of intangible drilling expenditures to determine which
expenditures qualify. This definition includes sonme capital
expenditures and some operating expenditures and under HB 337
all intangible drilling expenditures would qualify for this 30
percent credit. Thus, there is no section of HB 337 that says
operating expenditures do not qualify for the proposed new
credit. The charts in the handout are based upon past tax
returns and depict that portion of current capital expenditures
the departnment expects will qualify for this new credit and what

the inplication of the new definition would be for the current
di vi si on between capital and operating expenditures.

2:11: 45 PM
COM SSIONER GALVIN, in response to a further question from

Representative Seaton, explained that the nunbers depicted in
the handout are nearly the same whether for Version R or the

governor's original bill, which would have nade the provision
under AS 43.55. 025. The difference is that well workovers and
other activities that increase production will be eligible for
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this proposed credit and there is not a distinction as to

whether they are operating or capital expenditures. The
| anguage in HB 337 gives this additional credit, whether in AS
43.55.025 wunder the original bill or in AS 43.55.023 under

Version R Therefore, it is not a function of whether it is
production or devel opnent.

2:14: 03 PM

COWM SSI ONER  GALVI N, in response to Representative Tuck,
confirnmed that page 7, lines 13-21, where well-rel ated
expenditure is defined, is what is being referred to. I n

further response, he said this would not include disposal wells.
2:15: 06 PM

REPRESENTATI VE GUTTENBERG inquired whether the Department of
Revenue has talked with the Departnment of Natural Resources to
determ ne whether any of this work is already scheduled to be
done to stem the decline in the production rate. O, he asked

is all of the woirk being talked about mneant to increase
production above that I|ine.

COW SSIONER  GALVIN said he does not think there is a
straightforward answer as to whether it would increase or
decrease the line. Al of the expenditures the departnment would
expect to qualify for this are intended to result in production.

2:16:26 PM

REPRESENTATI VE GUTTENBERG asked whether credit would be given
for sonething that is already scheduled to be done.

COWM SSI ONER GALVIN answered there has been conversation wth
the Departnent of Natural Resources regarding whether there is a
distinction to be nmade between what is planned to be done and
what is not, and DNR s plans do not get to the "granularity"
where the Departnment of Revenue can use them for that purpose

The issue the departnent faces with trying to target incentives
to only incremental additional production is that there is no
baseline with which to conpare it to, that if there is no
additional investnent there would be a decline curve that is
much steeper than what the departnent projects.

2:17: 34 PM
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REPRESENTATI VE  GUTTENBERG inquired whether t hat is the
expectation with going ahead w thout any additional well work or
with what is already scheduled, or is this neant to incentivize
wor k above that to increase that.

COWMM SSI ONER GALVI N responded the issue faced by the departnent
is that production forecasts are based upon what the conpanies
have provided the departnent in ternms of their expected
production profiles based upon their expected investnent rules;
it is not detailed on a well-by-well basis. For that reason, HB
337 makes an across-the-board proposal for an econom c incentive
to do this type of drilling. He said he fully anticipates there
are going to be expenditures that qualify for these additiona

credits that would have been done anyway. However, there are
wor kovers and additional wells that will be drilled that would
not have been done wthout this additional boost. The
departnment believes it is in the state's interest to provide a
credit targeted for the work it is trying to incentivize, which
woul d result in nore jobs and nore production.

2:20: 01 PM

REPRESENTATI VE GUTTENBERG al | owed that sone wells need rework
just to stay even. He asked whether there is some way to hook
this credit onto increased production.

COWM SSI ONER GALVI N replied one thing that can be relied upon is
that conmpanies are going to be investing in this type of
expenditure solely because of the expectation it will result in
nore production than if they did not do the investnent.

CO- CHAI R JOHNSON opened public testinony.

The commttee took an at-ease from2:22 p.m to 2:28 p.m

2:28:11 PM

CO- CHAIR JOHNSON |eft public testinobny open after ascertaining
no one wished to testify today.

REPRESENTATI VE SEATON noved to adopt Anmendnment 2, |abeled 26-
GH2057\R 1, Bullock, 3/29/10, witten as follows [original
punct uation provided]:

Page 7, line 2:
Del ete "that expenditure”
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Insert "the expenditures during a cal endar year
t hat exceed t he aver age annual wel | -rel ated
expenditures for the calendar years 2008, 2009, and
2010; the producer or explorer shall subnit the anount
of well-related expenditures for each of the years
2008, 2009, and 2010 at the tinme an election is made
to apply the credit authorized by this subsection”

CO CHAI R JOHNSON obj ected for di scussion purposes.
2:29:26 PM

REPRESENTATI VE SEATON explained the figures for the 20 percent
capital expenditure credit show that a significant anount of
work goes on in the oil fields. He observed that the proposed
additional credit would be alnpbst twice as large for operating
expenditures as for capital expenditures. Amendnment 2 woul d
incentivize the additional work that is being tal ked about. The
current |evel of expenditures has been fully economc at 20
percent capital, he naintained, so Anendnent 2 would stinmulate
the desired activity w thout expending noney for those things
t hat have been econonmic to date.

2:31: 05 PM

COCHAIR JOHNSON said he does not think it is obvious that
anyt hi ng has been econom c.

COWMM SSI ONER GALVI N recogni zed that the objective of Amendnment 2
covers the wearlier discussion wth Representative QCuttenberg
about whether there is a nechanismthat could parse out the work
that would be done anyway from the work that would be
incentivized. He said he thinks this is a difficult exercise to
pursue or achieve, and creates conplications and anomalies wth
regard to individual taxpayers that would be counter to the
intent of the bill. From a structural standpoint, it creates a
circular math equation that would need to be worked out in terns
of averaging the 2008, 2009, and 2010 cal endar years since the
bill would becone effective July 1, 2010.

REPRESENTATI VE SEATON noved Conceptual Amendnent 1 to Amendnent
2 to strike "and 2010" from lines 4 and 6 of the anendnent.
Thus, the average would be for the years 2008 and 2009. Ther e
being no objection, Conceptual Amendnent 1 to Amendnent 2 was
passed.

2:34: 19 PM
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CO CHAI R JOHNSON asked when a workover in 2008 woul d be planned
and budgeted for.

COWMM SSI ONER GALVI N responded he does not know because it would
be different for each conpany, although it would probably be
shorter than the timeframe for exploration and new devel opnent.

REPRESENTATI VE  SEATON rem nded nenbers that in previous
testimony conpanies stated they continuously |ook at a nunber of
projects to decide what is econonic. Infield drilling projects
do not have the sanme kind of reservoir risks and are the
shortest terns, he opined, which is why the anmendnent does not
i nclude the year 2007, the year that ACES start ed.

2:35: 47 PM

REPRESENTATI VE GUTTENBERG said Representative Seaton's point
about 2007 is well taken. He asked whether taxpayers applying
for this proposed credit would be able to go back and anend
their tax returns to add work that was not eligible for the
credit at that tine.

COMM SSI ONER GALVIN replied no, the additional credit is only
avai |l abl e for expenditures that are incurred from July 1, 2010,
forward

2: 36: 52 PM

REPRESENTATI VE GUTTENBERG i nquired whether that would still be
the case if there is a two-year average under this anmendnent.

COWM SSI ONER GALVI N explained that a difficulty in inplenenting
Amendnent 2 would be the new definition of well-related
expenditures in HB 337, which cuts expenditures along a
different line than current statute. By default, taxpayers
woul d have to provide updated information to describe what they
believe would qualify as a well-related expenditure in 2008 and

2009 because a significant portion of that wll be operating
expenditures that did not qualify for credit then and so would
not have been quantified in that way in those tax years. To

have sonmething to conpare it to on a go-forward basis, the
taxpayers will have to give additional data for 2008 and 2009 to
define what the well-related expenditures are for those years.

2:38:51 PM
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REPRESENTATI VE SEATON said defining these credits for well-
rel ated expenditures does not nean the conpanies would receive
credits for those, just that they nust do the corollary of
pulling out the capital and operating expenditures for 2008 and
2009.

COM SSIONER  GALVIN pointed out that taxpayers would be
notivated to define 2008 and 2009 as extremely small investnent
years. They will want to define everything out of those years
to make that nunmber small since it is the difference between
t hose years and 2010 forward that qualifies. That will put the
Department of Revenue in the inverse of the standard deduction
situation where the departnment will have to audit the 2008 and
2009 clains of well-related expenditures to try to say there are
other costs the taxpayers did not claim that should have been
i ncluded. Anmendnent 2 would thus be difficult adm nistratively.

2:41:30 PM

CO CHAIR NEUVAN presuned the July 1, 2010, effective date for
Section 11, which is the section Anmendnent 2 deals with, would
add anot her | ayer of conplication.

COWMWM SSI ONER GALVIN answered it would require the departnent to
do a lot of interpreting through regulations or other neans to
under stand what the intent woul d be.

CO CHAIR JOHNSON said he cannot support Anendnment 2 because of
the additional work it would put on the Departnment of Revenue
and because it is splitting hairs. He maintained his objection
to Amendnent 2.

2:43: 14 PM

REPRESENTATI VE SEATON said Anmendnent 2, as anmended, would nean
that any additional well-related activities above a taxpayer's
average expenditures in 2008 and 2009 would receive the
addi ti onal enhanced tax credit. This way the state would not be
giving additional credit for the sane anount of work a taxpayer
has been doing infield.

REPRESENTATI VE P. W LSON understood that if Anmendnent 2 passes,
the state will be paying less than it woul d ot herw se.

CO- CHAIR JOHNSON clarified the state is issuing credit and is
not actually payi ng anything.
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REPRESENTATI VE P. WLSON pointed out that that still results in
| ess revenue to the state.

CO- CHAI R JOHNSON agr eed.

A roll call vote was taken. Representatives Seaton, Guttenberg,
Kawasaki, and Tuck voted in favor of Anendnent 2, as anended.
Representatives O son, Edgnon, P. WIson, Neuman, and Johnson
voted against it. Therefore, Anendnent 2, as anended, failed by
a vote of 4-5.

2:45:42 PM

REPRESENTATI VE GUTTENBERG expl ai ned that the anmendnent he w shes
to nmove is conceptual because it was for a different version of
HB 337. He nmoved to adopt Conceptual Anmendnent 3, |abeled 26-
GH2057\A. 1, Bullock, 3/29/10, witten as follows [original
punct uation provided]:

Page 1, line 2:
Delete ","
| nsert "and"

Page 1, lines 3 - 4:

Delete ", and to alternative tax credits for
expenditures for certain oil and gas devel opnent and
exploration activities for the oil and gas production
t ax"

Page 3, line 7:
Del ete "AS 43.55.025(f) [AS 43.55.025(f)(2)]"
I nsert "AS 43.55.025(f)(2)"

Page 3, line 9:
Del ete "AS 43.55.025(f) [AS 43.55.025(f)(2)]"
I nsert "AS 43.55.025(f)(2)"

Page 4, line 5, through page 9, line 5:
Delete all material.

Renunber the followi ng bill sections accordingly.

Page 9, lines 11 - 25:
Delete all material.

Renunber the followi ng bill sections accordingly.

HOUSE RES COW TTEE - 20- March 29, 2010



Page 10, lines 2 - 6:
Delete all material.

Renunber the followi ng bill sections accordingly.

Page 10, |ine 19:
Delete "Sections 4 - 12 of this Act take"
| nsert "Section 5 of this Act takes"

Page 10, |ine 20:
Delete "sec. 17"
| nsert "sec. 9"

REPRESENTATI VE GUTTENBERG said HB 337 would give credits for
doing well-related work, which the state has never done before,
and Conceptual Anendnent 3 would elimnate the credit for all
well-related work that is in the bill.

2:47: 37 PM

REPRESENTATIVE P. WLSON objected and asked whether all the
definitions would have to be changed.

REPRESENTATI VE GUTTENBERG stated that previous to HB 337, well

credits did not exist. Conceptual Amendnent 3 would take out
the well-related credits in this bill, mking things as they
were before this bill. In further response, he confirnmed the

amendnent woul d nmean that HB 337 would not have any tax credits
for well-related work.

COCHAIR JOHNSON said what is being talked about is infield
drilling, which is the major purpose of HB 337. The intent of
the bill is to increase production and jobs in the places where
it is known that there is oil.

2:48: 54 PM

CO CHAIR NEUMAN understood that Conceptual Anmendnent 3 would
remove any credits for the reworking of wells.

REPRESENTATI VE GUTTENBERG replied yes.

CO CHAIR NEUVMAN rmintained there would have been a terrible
i mpact on the anmount of oil through the Trans-Al aska Pipeline
System (TAPS) had nmany of the wells not been reworked to date.
The ability of new technology to produce nore oil from those
wells is why they are being reworked; plus, it is nuch cheaper
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to rework wells than to drill new ones. Producing nore oil from
existing wells creates jobs and nore revenue, probably nore
revenue than the state's cost for the increase in credits. He
said taking away the proposed incentive for reworking wells is
i nappropriate, so he cannot support the anmendnent.

2:51:02 PM
REPRESENTATI VE GUTTENBERG expl ai ned he is introducing Conceptual

Amendnent 3 because the purpose of HB 337 is to incentivize well
rework using a new definition and a new credit, but there is no

guarantee witten into the bill that any rework, jobs, or
i ncreased production w Il happen. Since the first well was
drilled at Prudhoe Bay, industry knew that after a certain

period of tinme it would need to rework the wells because these
things were defined in the devel opnent plans for Prudhoe Bay,
Kupar uk, and el sewhere. Wen the state put out these |eases
many years ago, there was an expectation that this work would
happen. Had Al aska exercised its sovereignty, the work would
have been done at the start of the decline. I nstead, industry
was in harvest nopde and uninterested. Now, industry is
interested because it has to be; both industry and the state
have a large vested interest in keeping the facilities punping
and oil noving through the pipeline. Industry did not undertake
this work during the years of the economc limt factor (ELF)
when there were no taxes. Now, taxes are noderate and industry
is looking to erode themfor work it woul d be doi ng anyway.

2:54:40 PM

REPRESENTATI VE GUTTENBERG conti nued, saying he would like to see
i ndustry do sonething new for the credits, but instead HB 337
would give credits for those things industry was already
expected to do. The analysis of revenue is inconplete because

the production increase is unknown. The bill would give away
over $1 billion, and possibly nore, in the next four years.
While the bill gives industry nore noney, it would not benefit

the state because there is no guarantee of increased production
or jobs. He said he would like to hear discussion on why it is
thought that HB 337 wll incentivize industry when past
incentives have not resulted in the desired changes.

2:57:06 PM

CO CHAI R NEUMAN commented that these things will only happen if
it is economcal. The state nust create an environment that
industry will thrive in or else industry will go el sewhere since
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t hese are gl obal conpani es. Al nost 30 percent of all the jobs
in Alaska are sonehow connected to what is happening in Prudhoe
Bay because the producers |ook to Al aska conpanies to do this
wor k. The intent of HB 337 is to spur new jobs through new
production and exploration, which has been |acking. He inquired
how many people working in Prudhoe Bay are enployed by [ Al askan]
subcontractors.

COW SSI ONER GALVI N responded he does not have those nunbers
with him although these nunbers were |ooked at during earlier
versions of the bill.

2:59:29 PM

CO- CHAIR NEUVAN said he is trying to ensure that nost of the
conpanies doing this rewrk are Al askan. He asked whether the
| ack of new investnent was the original intent of the bill.

COWM SSI ONER GALVIN replied the intent of HB 337 is to target
the state's tax incentives, in terns of reducing the tax burden
on the taxpayer, to those that are actually doing the work and
to ensure that it is tied to the anmount of work the taxpayer
does. The nore investnent, the nore jobs created, the nore tax
benefit the taxpayer will receive.

3:00: 23 PM

CO CHAIR NEUMAN surmsed this is based upon the departnment's
internal information and is a strategic nove wthin the
adm nistration after weighing the tax incentives and the value
they would create for the state.

COWM SSI ONER GALVI N answered the general reaction to the current
tax structure was an increase in the total anmount  of
expenditures, along with an increase in the nunber of |obs,
al though there has since been sone |evel of decline. However,
there was a decrease in the nunber of wells being drilled, so

the departnment | ooked to a bill that would target this issue and
that is why HB 337 increases the anount of credits available for
wel | -rel ated work. He said the departnent believes the overall
tax structure still provides a very attractive investnent

climate for new devel opnent projects and exploration plays, but
the departnent is trying to increase the incentivizing nature of
the tax towards drilling nore wells.

3:02: 03 PM
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CO- CHAIR JOHNSON inquired how nmuch noney would need to be
invested to rebate $1 billion.

COWM SSI ONER GALVI N responded that dependent upon whether the
expenditures are for operating or capital, between $5 and $10

billion in additional spending would generate a $1 billion
rebate for the additional credits that would result from HB 337.

REPRESENTATI VE GUTTENBERG, at the request of Co-Chair Johnson,
wi t hdrew Conceptual Anmendnment 3 so the conmittee could adjourn
wi t hout any business before it. There was no objection to the
amendnent bei ng w t hdrawn.

[HB 337 was hel d over. ]

3:04: 05 PM

ADJ OURNMENT

There being no further business before the commttee, the House
Resources Standing Commttee neeting was adjourned at 3:04 p.m
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