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HOUSE BI LL NO. 110

"An Act relating to the interest rate applicable to
certain anounts due for fees, taxes, and paynents nade
and property delivered to the Departnment of Revenue;
relating to the oil and gas production tax rate;
relating to nonthly installnment paynents of estinmated
oil and gas production tax; relating to oil and gas
production tax credits for certain expenditures,
including qualified capital credits for exploration,
devel opnent, and producti on; relating to t he
[imtation on assessnment of oil and gas production
taxes; relating to the determination of oil and gas
production tax values; making conform ng anendnents;
and providing for an effective date."

1: 49: 27 PM

DR SCOIT GOLDSM TH, [INSTITUTE OF SOCIAL AND ECONOM C
RESEARCH (1 SER), UNI VERSI TY OF ALASKA ANCHORAGE, provided a
Power Poi nt presentation titled "Al aska' s Pet r ol eum
| ndustry: Transformative, But is it Sustainable?"(copy on
file). The presentation had two objectives, the first was
to denonstrate the transformative i npact t hat t hat
petrol eum had on the econony; the second, was to answer
whet her petroleum as an industry could sustain itself and
the prosperity that Al askans had cone to expect for the
next 50 or nore years. He | ooked back 50 years to provide a
view of Al aska's econony at statehood. He explained it was
inmportant to help understand how far Al aska had cone as an
econony; however, it was difficult for many Al askans to see
back to 1959 because they were either too young or had nore
recently arrived to the state. Approxinmately 90 percent of
the state's citizens had only known the current Al askan
econony and viewed it as "normal." He enphasized that it
was anything but normal. He provided a list of inportant
features that pertained to Alaska's econony at statehood
("1960 Economic Structure," Page 2):

e Small: 90 thousand jobs

e Thin: Limted support businesses

» Seasonal: Summer private jobs 2x w nter
* Transient: Seasonal and tenporary

* Federal Dom nation: 1/2 jobs with fed

e Infrastructure underdevel oped

* Limted Tax Base
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e Poor: Incone 10-20% bel ow US aver age

Dr. CGoldsmith explained that the econonmic characteristics
on Page 2 were largely the result of the econom c structure
of the tinme or the "economc base.” The activities that
brought noney into Alaska from "outside" were the driving
forces behind the econonmy. Although there was a belief that
natural resources provided the economc foundation of the
state, in 1960 it was possible to trace 80 percent of al
mar ket jobs directly or indirectly to the activities of the
federal governnment. The federal government provided noney
for mlitary payroll, for a large construction program t hat
supported private construction and other infrastructure
wor kers, and for the nanagenent of federal |ands and other
progranms. He delineated that nobst trade and services jobs
were supported by the payrolls of federal workers and their
private infrastructure partners. Seafood was the | argest
private natural resource industry; however, together wth
mning and tinber, natural resources only accounted for 15
percent of jobs on an annual basis. He expounded that
because fishing was seasonal that nobst activity was
concentrated during the sumer nonths. Tourism was only
just beginning in 1960 and there were not nany other things
goi ng on.

Dr. Coldsmth presented a depiction of what Alaska's
current economnmy would have | ooked |ike w thout the presence
of the petroleumindustry ("Al aska Today: No G |" Page 3):

e Small: 187 thousand jobs

e Thin

* Seasona

 Transient

» Federal dom nation

* Infrastructure underdevel oped

* Limted tax base

e Poor: Incone 10-20% bel ow US aver age

Dr. Goldsmth delineated that although no two people would
conduct the experinent in the sanme way, the broad outlines
of the absence of petroleum on the econony were clear. He
shared that there would be 187,000 jobs, which was twce
the nunmber in 1960; however, the other characteristics of
the econony would be very simlar to those at the tinme of
statehood. He explained that the economc characteristics
would be simlar because the economc structure would not
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have changed significantly (Page 4: "2007 Economic
Structure Wthout Petroleunt). The econony would have
benefited from the following: private sector job growth
that would have cone from natural resources such as
fishing, mning, and tinber; the rise in tourism and the
state's location that would have resulted in an air cargo
i ndustry. Growth would not have cone easily and the econony
would still be dom nated by federal spending for mlitary
and civilian prograns. He contended that w thout petroleum
Al aska would currently look simlar to Mine, which was
dependent on natural resources, tourism and federa
spendi ng, with a limted t ax base, and agei ng
i nfrastructure and popul ati on.

1:54: 45 PM

Dr. Goldsmith reasoned that Alaska's economc picture did
not | ook nore positive because it was an "island" econony.
He noved to Page 5 titled "Alaska: An Island Econony,"” and
di scussed that simlar to other islands, Al aska was renote
and had a small population. The state's renpteness neant
that the cost of transporting goods in from suppliers and
out to narkets was high conpared to other |ocations, and
the state's snmall population neant that there was a | ack of
"econom es of scale" in the production of goods for export.
The two characteristics put Alaska at a conpetitive
di sadvantage that was alnost inpossible to overcome wth
the exception of sone "niche" markets that could include
seafood, tourism and mning. He detailed that strategic
| ocation could also work to an island' s advantage. N che
markets were not typically large enough to financially
sustain an entire population; therefore, subsistence and
foreign aid were also necessary for the well being of the
econony. He asserted that Al aska was an island econony at
st at ehood, and because of geography, had remained an isl and
econony.

Dr. Goldsmth discussed three conponents of petroleuns
contribution to the state's econony that doubled the size
of the econony and significantly changed the state's
characteristics. First, was its contribution through oil
patch activity ("Petroleum Jobs: QI Patch Related" Page
6). He relayed that a recent study had estimated that
42,000 jobs were a result of oil patch activities such as
expl oration, developnment, production, transportation, and
processing. He opined that the study had underestinmated the
nunber of jobs by approximately 20,000 for a variety of

House Fi nance Conmmittee 4 03/17/11 1:46 P. M



reasons. He elaborated that the petroleum payroll was much
| arger than the job count suggested. The graph on Page 7
conpared the petrol eum payroll (in black) to other resource
i ndustries such as fishing and tourism that were the next
| argest payrolls on the graph and directly enployed many
nore workers ("Petroleum Jobs: QI Patch Payroll (MIlion
$)"). Petroleum jobs were the highest paying in the state
and averaged over $100,000 per year, whereas the average
annual tourism wage was $29,000. He contended that because
many tourism jobs |asted approximately four nonths that the
wage for each individual job was closer to $10,000. He
comuni cated that high wages neant high purchasing power
filtered through the rest of the econony and supported jobs
in the trade and service sectors.

Dr . Gol dsmith di scussed t hat petrol eum s second
contribution to the econony was due to a small nunber of
petrol eum producer jobs, such as BP, Conoco, and Exxon,
that sustained a |larger nunber of oil and gas support |jobs

in drilling conpanies, etc. The snaller businesses were
then able to support a nore expansive range of
transportation, engi neering, war ehousi ng, utilities,
financial, legal, fabrication, and canp businesses. He

explained that the petroleum industry job configuration
resenbled an upside down pyramd and that the top was
represented by businesses that were supported by the
payrolls from the large oil conpanies at the bottom (Page
8: "Petroleum Jobs: O Patch Support”). On Page 9 titled
"Ceneral Fund G| Revenues," he discussed that the second
conponent of the petroleum contribution to the econony cane
from revenues that it generated for state and |oca
governments. The red bars on the graph represented oi
revenues that were currently $5 billion to $6 billion
annual ly and the black line represented the petrol eum share
of total general fund revenues, which was currently 90
percent. He relayed that 90 percent was an underestimte of
oil's inportance to state general fund revenues. The nunber
was closer to 95 percent with the inclusion of activities
that supported petroleum production, such as corporate
taxes paid by drillers, construction and engi neering firms,
etc. He reported that 98 percent of Alaska s resource
revenues had cone from petrol eum si nce statehood.

2: 00: 45 PM

Representative Gara wondered how many support industry
conpanies paid corporate taxes. He discussed that a
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significant nunber of conpanies, doctors, |awers, and
businesses in the state avoided paying corporate taxes by
avoiding the "C corporation"” classification. Dr. Goldsmth
could not provide a specific nunber. He disclosed that the
share of businesses that actually paid corporate incone
taxes was less than 10 percent. The Departnent of Revenue
(DOR) did not provide a breakout that showed which
conpani es were paying corporate incone tax.

Dr. Coldsmith addressed Page 10 titled "Petroleum Jobs:
Funded by Petroleum Revenues." He discussed that the $5
billion to $6 billion annual oil revenues created jobs in
state and |ocal governnment, construction, and for other
busi nesses that worked with the state governnent. The jobs
tended to be year-round and high paying and the payroll
filtered through the econony to provide support sector
jobs. He estimated that approximately 50,000 jobs in the
state were attributable to state spending of petroleum
revenues and wth the inclusion of the Permanent Fund
D vidend (PFD), the total was close to 60, 000.

Dr. Goldsmth introduced the third category he called
"spinoffs fromoil wealth" ("Spinoffs from Petroleum" Page
11). He nentioned four spinoffs that accounted for 60,000
additional jobs: a light tax burden on resource industries;
public spending in support of economic devel opnent;
services to senior citizens; and seasonal stability. He
moved to Page 12 titled "Al aska Petrol eum Revenues," where
he estimated that 60,000 jobs had been created as a result
of the $157 billion in oil revenues and that the majority
went to Dbusinesses, to the reduction of household tax
burdens, and to expand public spending. Approximately 24
percent had been saved and had consisted of PFD deposits,
accurmul ations in the Constitutional Budget Reserve (CBR)
and in the general fund. Page 13 titled "Petrol eum Spinoff:
Lite Tax Burden on Households,”" showed that the current
househol d tax burden in the absence of petrol eum could have
been $2,300 per capita based on national average rates for
state inconme tax and state sal es tax.

Dr. Goldsmith turned to Page 14 titled "Petrol eum Spi noff:
Lite Resource Industry Tax Burden." He observed that
household taxes would not generate enough revenue to
support a level of public spending that conmpared with other
states. The resource industries would receive pressure to
increase their contribution to the cost of governnent
because it was not possible to tax the federal governnent.
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He expounded that the non-petroleum resource industries
would have to increase their tax contribution by 400
percent above current |levels. He opined that an increase of
that anobunt was wunrealistic but that an increase above
current levels would be likely. He added that higher taxes
tended to drive away business and w thout petroleum the
non- petrol eum resources would have suffered. The existence
of petroleum had taken sonme of the tax burden off of the
shoul ders of the other resources. He noved on to Page 15
titled "Petroleum Spinoff: Enhanced Public Spending." He
detailed that increased public spending had been good for
busi ness and for Al askans' quality of life. Public spending
had reduced costs and increased custoner bases for
busi nesses and had helped to keep l|abor costs down for
enpl oyers. The goods and services made the state nore
appealing to senior citizens who used to |eave the state
when they retired, but <currently mnmade up the fastest
growi ng segment of the population. He equated seniors to
year-round tourists that did not |eave during the wnter
nont hs.

2:07: 27 PM

Dr. CGoldsmith discussed the fourth inportant spinoff from
petrol eum called seasonal stability (Page 16: "Petroleum
Spinoff: Stability"). He reiterated his earlier renmarks
that when Alaska first becane a state there had been a
significant nunber of jobs in the summer, but that the
econony essentially <closed down in the wnter. He
communi cated that under the circunstances businesses that
supported the resource industry had a hard tine becom ng
established. Page 16 showed the nonthly enploynent |evels
from 2007 in the seafood dom nated Bristol Bay Borough
(upper left graph) and the tourism dom nated Denali Borough
(lower left graph). He highlighted that enploynent was high
in the boroughs only during the summer nonths and that non-
residents accounted for a |arge share of the jobs. He added
that the seasonal industries were still a part of the
state's econony; however, oil and public sector jobs were
year -round and supported busi nesses throughout the state.

Dr. Goldsmth  addressed Page 17 titled "Petrol eum
Transforns Al aska Econony." He pointed out that currently
oil patch, petroleum revenue, and spinoff jobs conbined
made up half of the 375,000 jobs in Alaska. A pie chart on
the right-hand side of the page showed that petrol eum nade
Al aska's economc structure nuch nore diversified. He
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expl ained that the graph illustrated the concept of the
"three legged stool,” wth one-third represented by
petrol eum jobs, one-third represented by the federa
government jobs, and one-third represented by the renai nder
of jobs including the seafood, mning, tinber, and other
industries. The economc characteristics were nuch nore
positive:

e Depth; lots of support businesses
* Non-seasonal

e Less transient

e No federal dom nation

e Richinfrastructure

» Large tax base

* Prosperous

Dr. CGoldsmith turned to Page 18: "A Troubling Indicator:
Ol Barrels per Capita.” The graph indicated in per capita
terms that during the positive econom c transformation, the
production of oil had been declining. He explained that
news of the decline had been slow to energe for three
reasons. First, despite the decline, state enploynent had
continued to grow, therefore, people had underestimated
petroleum s inportance for the econony. Second, the high
price of oil had diverted attention from the production
decline. Third, official state production and revenue
projections only |ooked forward one decade; therefore, it
was easy to pretend that the future |ooked "rosy" ("Looking
Ahead: The Oficial Story (Extended)," Page 19). A graph on
Page 19 showed the production decline that would occur
beyond 2020. He questioned whether the production decline
was a signal that Al aska would return to its island econony
status and that revenue, enploynent, and spinoff benefits
woul d decl i ne.

2:11:56 PM

Representative Doogan asked what the purple section
represented on Page 18: "A troubling Indicator: QI Barrels
per Capita" [Note: The "purple"” section appears in blue in
the presentation available on BASIS]. Dr . Gol dsnith
answered that the purple section represented Cook Inlet and
the section in gray represented the North Sl ope. He added
that at the peak there were four barrels per capita per day
and that currently there was one barrel per day.
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Dr. CGoldsnmith discussed five comopnly suggested strategies
related to the decline beginning on Page 20: "Strategies
Moving Forward #1: Gasline." He argued that none of the
strategies that he would cover would have sufficient
strength to offset the petroleum decline. The first
strategy was the commercialization of gas. He contended
that a gasline would generate jobs, but its revenues would
not be able to replace oil revenues because the tax base
for gas was much smaller than the tax base for oil on a BTU
basis. The chart on Page 20 conpared the current market
value of oil that was $14.00 and gas that was $6.00 on a
one mllion BTU basis. He explained that the energy val ue
of oil was worth nuch nore than that of gas. Additionally,
it would cost approximately $1.00 to transport one mllion
BTU of oil through TAPS [ Trans- Al aska Pipeline Systen] and
approximately $4.00 to transport gas through a $30 billion
to $40 billion gasline. He underlined that there was a
significant difference between the value of oil and the
value of gas and that revenues from a gasline would not be
able to offset the decline in petroleumrevenue.

2:15:39 PM

Dr. CGoldsmith relayed that the second strategy identified
that non-petroleum natural resources would fill a void
created by an oil production decline: "Strategies Mving

Forward #2 Non-Petroleum Natural Resources"” (Page 21). He
| ooked at job growh over the past 20 years in mning,
tourism and seafood and applied the same growth | ooking
forward 20 years; the mpjority of the very nobdest growh
was in tourism Mning had a growh of 1000 jobs, tourism
had growth of 10,000 jobs, and there was no additional
growh in the seafood industry job market. He used the page
to indicate that the other economc drivers did not "pack
the revenue punch"” that oil did. He reported that the state
would need to bring in $2,000 per tourist in order to
repl ace $3 billion of petrol eumrevenues.

Co-Chair Stoltze asked whether taxes conprised the $2,000
per tourist figure. Dr. Goldsmth replied that it related
to taxes and fees.

Dr. CGoldsmth noted that it was nore than each tourist
currently spent during their visit to the state. The figure
woul d equate to a tax of $20 per salnobn and $4,000 in tax
per one ounce of gold.
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Co-Chair Stoltze asked whether it would equate to $4,000 in
tax on gold that was currently selling for $1,400. Dr.
Goldsmth replied in the affirmative.

Co-Chair Stoltze remarked that the nunbers were sobering.
Dr. CGoldsmth agreed. He rem nded the commttee that the
figures were representative of the anmount that would be
required from tourists to nmake up the $3 billion from
petrol eum revenue.

Co-Chair Stoltze wondered how much the state would have to
charge for a pack of cigarettes. Dr. Goldsmith thought it
woul d be around $1, 000.

2:18:34 PM

Represent ati ve Doogan asked for clarification that it would
be necessary to charge an anmount equal to the revenue that

was generated by oil. Dr. Goldsmth replied that using
tourismas the only resource to make up for the loss of $3
billion in oil revenue would nmean that $2,000 per tourist

woul d be necessary.

Representative Doogan determ ned that the nunber would be
| ower when mning, tourism and seafood industries were
conmbi ned to share the anobunt generated by petrol eum

Co-Chair Stoltze clarified that the chart was hypotheti cal
M. Goldsmth agreed.

Dr. Goldsmth discussed the third strategy on Page 22:
"Strategies Moving Forward  #3: Tradi tional Econom ¢
Devel opnent."” He observed that Al askans had been lured in
the past into the pursuit of value added and economc
diversification devel opnment strategies that were typically
supported by outside experts and that usually had not been
successful. Exanples included, fish processing plants, the
Al petco petrochemcal plant, alum num reduction, server
farms, dairy farmng, etc. He reported that past experience
and economic realities would not and should not discourage
econonm ¢ boosters; however, the state should be very
cautious about spending its revenues on projects that
prom sed to replace petroleum A CGoogle search on Al aska
econom ¢ devel opnent strategic plans had 374,000 results or
one for every tw Al askans. He enphasized that a
significant anmount of econom c devel opnent strategizing had
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occurred, but that it had not produced any revenues for the
state general fund.

Dr. CGoldsmith exanmined the fourth strategy on Page 23:
"Strategies Mving Forward #4: Speculatively Invest in
Infrastructure.” The strategy was nodeled after the
Nor wegi an econony and ar gued t hat i nvest ment in
infrastructure would reduce the price of energy and
transportation and open the door for profitable non-
petrol eum resource investment opportunities. He observed
that it was dangerous to invest in sonething that could not
provide certainty of a long-termreturn in the form of jobs
or revenues to the state. He addressed the fifth strategy
that related to the developnent of the state's renewable
energy sources on Page 24: "Strategies Myving Forward #5:
Devel op Renewabl e Energy." The strategy would be good for
the environnent, help to stabilize prices for consuners and
busi nesses, and tenporarily generate enpl oynment
opportunities, but it would not create revenue for Al aska.

Dr. CGoldsmith offered three possibilities for the future of
the state based on the petrol eum decline and the experience
of the past 30 years (Page 25: "Wat is the Econom c Future
of Alaska?"). The first possibility titled "W Are the
Chosen Ones," was that Alaska's luck had saved the day in
the past with the Prudhoe Bay oil discovery and high oil
prices and that luck would continue in the future. The
second possibility titled "The Big Crash,"” recognized that
the md-1980s oil price crash could happen again in the
future and have a devastating inpact on Alaska' s econony.
The third possibility was titled "The Slow Squeeze." He
di scussed that the econonmy had experienced a noderate,
steady growmh in the 1990s, but that flat oil prices and
falling production had dimnished oil revenues. Wthout the
CBR that was used to balance the state's budget in the
1990s, dramatic budget cuts and tax increases would have
damaged the econony. He opined that state spending and the
econony could drop off in the event of flattening oi
prices and di m ni shed expl orati on and devel opnent.

2:25:11 PM

Dr. Coldsmith relayed that there was at |east one other
future scenario (Page 26: "Undiscovered Potential North
Sl ope Resour ces: Technically Recoverable"). Under the
fourth scenario the state was still rich in petroleum and

the production decline figures were based on production
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only on state lands in Cook Inlet and the North Slope
between the Colville and Canning Rivers. Production from

the state |lands had been approximately 16 billion barrels
and there were DOR forecasts of 4.5 billion barrels that
remained in known and unknown fields; however, the total
mar ket val ue of the 16 billion barrels was worth

approxi mately $500 billion in 2010 and the average price
was between $25 and $30 per barrel. He professed that the
mar ket value of the remamining oil nay be approximately $450
billion; therefore the state may have been only halfway
through its inventory.

Represent ati ve Hawker wondered about the |arge dollar val ue
for gas that was shown on Page 26. He believed that there
woul d need to be a substantial shift in world comodities
mar ket prices in order to gain a significant increase in
income from gas. He referred to Dr. CGoldsmth's earlier
testinmony that gas would not replace oil and that currently
gas prices were approximately $4. The cost of getting the
gas to market was close to $4, which indicated there was
not currently a substantial margin remaining in gas. Dr.
Goldsmth responded that between technically recoverable
barrels of oil and TCFs [Trillion Cubic Feet] of gas that
the action in the short run would be in oil. He relayed
that the state's potential gas resources were inpressive
| ooki ng forward a coupl e of generations.

Dr. Goldsmth continued to discuss Page 26. He communi cated

t hat t he 4.5 billion barr el oi | estimte for
Colvillel/Canning (first cell, mddle colum of the graph)
was "conventional" oil. In addition, there were 34 billion
to 35 billion of technically recoverable barrels of oil on

federal lands including ANAR [Alaska National WIldlife
Refuge], OCS - Beaufort [CQuter Continental Shelf], OCS -
Chukchi, and NPRA [National Petroleum Reserve-Al aska].
There were unconventional reserves in heavy and viscous oil
and shale oil that were not included on the chart. The
chart showed that there was still significant petrol eum and
gas devel opnment potential on the North Slope. He cautioned
that it was inportant to renenber that the novenment of oil
and gas to market was still very expensive (Page 27:
"Alaska's North Slope"). The nmarket price needed to support
the high cost of transportation in order for the production
of the potential resources to occur. He discussed severa
factors that contributed to transportation cost including,
size, distance, and physics. He elaborated that new
conventional production on state lands would be from
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smaller oil fields that |acked the economes of scale of

Prudhoe Bay. Production from federal Iands would occur
farther away from TAPS and OCS drilling would be offshore.
He explained that heavy and viscous oil woul d be

technically challenging to produce and transport and that
shale oil was too new to speculate about. Additionally,
extracting nore out of the legacy fields would involve
expensi ve new t echnol ogi es.

Co-Chair Stoltze noted that Tom Barrett, President, Alyeska
Pi peline Service Conpany, would speak to the conmittee the
following day and that the comrmttee should inquire about
the <challenges of noving snaller quantities of the
different grades of oil.

Dr. Goldsmth continued on Page 27 and expl ained that sone
anal ysts believed the costs would be too high to justify
further production; however, the opportunity for further
production was clearly available. He asked what production
of sonme of the oil and gas could nean for jobs, incone, and
public revenues in the future on Page 28 titled: "Daily Q|
Production per  \Wrker (Barrels)." He conveyed that
hi storically, production per enployee had fallen (indicated
on the large graph), but total enploynent had grown over
time (shown on the small graph on the lower left). The bad
news was that the cost of getting each barrel of oil out of
the ground had increased in terns of worker time; however,
the good news was that enploynent had not fallen despite
production decli ne.

2:31: 58 PM

Dr. Goldsmth addressed that in the future it was possible
t hat devel opnent of addi ti onal resour ces could
significantly add to enploynent ("One Petrol eum Enpl oynent
Projection,” Page 29). The graph was a petroleum related
jobs projection from a recent |ISER study on the potential
i npacts of OCS devel opnent on enploynment from 2008 to 2050.
It showed that the enploynent generated by OCS devel opnent
could inpact total enploynent simlarly to Prudhoe Bay
devel opnment and span nore than a generation. He discussed
Page 30 titled: "How to Get Those Petroleum Jobs." He
relayed that the jobs were not guaranteed and in order to
maxi m ze the chance of achieving the jobs it was inportant
to work to open federal |ands to devel opnent including OCS,
ANVWR, and NPRA, which would help nake the national security
and the econom c health of the nation better. He noted that
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the argunment that the oil would not be available for 10
years had been nmade in the past and had been incorrect.
Additionally, it was inportant to adopt a rational and
positive attitude wth the oil industry to cultivate
conti nued devel opnment on state | ands.

Representative Hawker asked how the oil and gas econony
woul d sustain the substanti al decline in daily oil
production per worker (shown on Page 28) with an increase
in 40,000 jobs in oil field support (shown on Page 29). He
wondered how the cost per barrel was inpacted. Dr.
Gol dsmth explained that the graph on Page 29 only provided
an overlay of the additional jobs associated with strong

oil and gas developnent over the next 40 years in the
Chukchi and Beaufort Seas. He clarified that the bottom
purple section on Page 29 represented the oil field
enpl oynent .

Representati ve Hawker asked whether the purple section on
Page 29 that represented direct enploynent from petrol eum
was the nunber that correlated to the previous page. Dr.
Goldsmth replied in the affirmative. He added that
everything on top of the oil field enploynent was related
to indirect jobs generated el sewhere in the economnmy or jobs
generated by the revenues from OCS activity.

2:36: 00 PM

Representative Hawker wondered what the required oil
production per worker would be in 2020 when factoring in
the charts from Pages 28 and 29. He surmsed that the
petrol eum enpl oynent projection on Page 29 increased up to
10,000 in 2020. Dr. Coldsmth was not certain what the
nunmber would be in 2020. He opined that the prospects of
the OCS would have to be large and potentially profitable
before the oil industry would invest in production. He
believed that the productivity per worker in terms of the
oil produced would be larger on the big fields in the OCS
than it was currently on production of state l|ands. He
doubted it would reach the productivity |evel that Prudhoe
Bay had at the beginning of its lifetine.

Representative Hawker surmsed that the chart titled "One

Pet r ol eum Enpl oynent Projection,” pr esuned t he
"hypot hetical" that the state would bring on very
signi ficant vol unes of producti on from currently
undevel oped and prohibited resources. Dr . Gol dsmith
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responded that he was correct. Dr. Goldsmith pointed out
that the nunber of jobs generated by oil patch activity was
currently approxi mtely 60,000; however, the chart on Page
29 showed that the peak was approximtely 50,000. He
explained that the chart showed a picture of the upside
potential that would be presented given OCS devel opnent and
econonmically producible discoveries. He added that the
anal ysis had begun two and a half years earlier and that
the schedule for OCS had slipped two and a half years, but
the picture was the sane.

Representati ve Doogan asked whether the chart on Page 29
showed the total jobs generated by oil production. He
remarked that the chart was confusing and made it | ook |ike
there were 50,000 direct enploynment jobs from petrol eum
Dr. CGoldsmith explained that the chart had four separate
sections and that the bottom section shown in purple
represented the jobs that were directly related to the
production, exploration, developnment, and transportation of
oil. The analysis that had been conducted a couple of years
earlier included gas production because the cost of gas had
been hi gher and projected to increase.

Represent ati ve Doogan wondered whether the bulk of the jobs
on the <chart were support positions. Dr. Gol dsmith
responded that they were various support functions and
included drillers, truckers, engineering firnms, in addition
to all of the jobs in Anchorage that resulted from workers
buyi ng hones and spendi ng noney in urban areas, etc.

Representati ve Doogan wondered whether it would include
wor kers such as baristas, etc. Dr. Goldsmth responded yes.

2:40: 40 PM

Dr. Goldsmth voiced that the current challenge was how to
get the petrol eum jobs. He asked whether the devel opnent of
resources could generate the public revenues that Al aska

had grown accustoned to ("Fiscal Terns," Page 31). He
relayed that the answer was "no." He used a hypothetica
oil field in the "matrix" on Page 32 ("State Revenues

(mllion$/year): Hypothetical Field") to determ ne what oil
revenues would be generated from production under various
scenarios and conditions. He conpared a field on state |and
(far left hand colunmm) that generated $838 nmillion annually
to a federal field in the OCS nore than six mles offshore
(far right hand columm) that generated $0.00. He clarified
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that the state would receive revenue from the economc
activity; however, it would have to capture revenues from
onshore activity.

Vi ce-chair Fairclough wondered whet her he had done research
to determne the existence of increased exploration on
state versus federal property following the inplenentation
of the new tax [Alaska C ear and Equitable Share (ACES)].
She had asked the Departnent of Natural Resources, but had
not received a clear answer. Dr. Goldsmth had not done any
research. He thought it was possible that the Alaska Q|
and Gas Conservation Conm ssion had the data.

Vice-chair Fairclough was interested in analyzing the ACES
structure. She believed that there had been a migration of
devel opment from state land to federal Iland that had
foll owed the adoption of ACES in order to avoid the new
t ax.

2:43: 55 PM

Dr. CGoldsmith focused on the ability to maintain public
spending from petrol eum and jobs created from the spending
with increased oil production and enploynent wth |ess
petrol eum revenues ("Petroleum Wealth (Billion $)," Page
33). He argued that the way people think about petroleum
revenue needed to be changed and that the state could not
continue to "mndlessly collect the revenues, pat ourselves
on the back when we put a few dollars away in a savings
account, spend a few dollars when we have a short term
surplus, and just hope for the best."” The petroleum wealth
needed to be inventoried and nanaged as an asset. Page 33
showed his present value estimate of the state's wealth,
which was $126 billion that consisted of $45 billion of
financial assets that were derived from past revenues, and
$81 billion in potential tax and royalty revenues from
undevel oped petroleum He discussed how the wealth should
be managed ("Wat is My Annual Share,"” Page 34). He cited
the comon belief that the state's natural resources
bel onged to all Alaskans; with that belief in mnd every
Al askan should have an equal share of the net worth. He
provided a calculation that assumed that Al askans cared
about all future generations of Al askans, that petroleum
was annual ly growi ng one percent sustained by the petrol eum
i ndustry, and that future generations of Al askans woul d not
be richer or poorer than the current generation. He
calculated that $7,200 was the maxi num anmount of wealth
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that could currently be distributed annually to each
Al askan, while the wvalue for future generations was
mai ntai ned. He explained that with a distribution of $7,200
that each Al askan would receive the sane anount, adjusted
for inflation, each year in perpetuity wuntil another
econom c driver could replace petrol eumjobs and revenues.

Dr. GColdsmith estimted that the state could spend $5
billion in the current year and could preserve Al aska's net
worth for future generations ("Weal th Preservation
Strategy: | mpl emrentation = Spending Cap," Page 35).
Addi tional spending would need to come from sources outside
of petroleum wealth. He ascertained that "if spending is
preserving our net worth, then whatever petroleum revenues
are not spent nust go into incone generating investnments."
He opined that novenent away from the present budget
strategy focused on current petroleum revenues would be
required in response to a shift to net asset fiscal
managenent. He highlighted several advantages of the shift
that included: the ability to avoid an economc crash,
whi ch otherw se seened inevitable; the fiscal burden would
not be passed on to the follow ng generation, because each
generation would receive an equal share of the wealth;
t hose who benefited from public expenditures also paid for
the public expenditures; the state would show the world
that it could handle its wealth responsibly; and the fisca
policy and wealth nanagenment would be de-coupled, which
woul d take the pressure off of oil and other industries to
perpetual |y provide revenues to fund the budget.

2:48: 05 PM

Dr. Goldsmth presented a chart that showed how a wealth
managenent plan would work over tinme ("Walth Preservation
Strategy: The Long View," Page 36). It spanned from the
date of first oil production on the North Slope in 1978
when all of the state's wealth was "in the ground" to the
future date of 2050 when all of the oil would have been
produced. He explained that under the strategy that the net
asset value of the state's conbined assets would grow over
time at one percent with the popul ation. The green arrow at
the top of the chart showed where the state was currently
with its wealth split between oil in the ground and noney
in the bank.

Dr. Goldsmth concluded that the answer to the question of
whet her the state's petrol eum econony was sustai nable was
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"maybe" ("Can W Do It," Page 37). He detailed that there
was no guarantee that petroleum could sustain Al aska's
econony for the next 50 years and that it would require
luck. He comunicated that petroleum offered the best
chance for continued prosperity. He enphasized that w thout
a proactive stance, the state would "be like the frog, who
doesn't realize she is slowy cooking in a pot of boiling

water." In the past, the state had been both smart and
| ucky, but it needed to be smarter as it could not count on
good luck forever. He professed that Al aska needed to take

the words of Yogi Berra to heart, "the future ain't what it
used to be."

Represent ati ve Doogan wondered whether the $7,200 figure on
Page 34 was reflective of current spending and what the
nunber included. Dr. Goldsmth replied that because the
state was in a surplus the current spending of financial
assets included the PFD and petroleum revenues. He
expl ained that presently the state did not spend all of the
petrol eum revenues that were collected due to the current
surplus environnent. The portion that was spent went
towards funding the general fund.

Represent ati ve Doogan asked what would happen in the event
that the state spent nore noney than it brought in during
the present year. He wondered whet her the spending woul d be
enconpassed in the $7,200 figure. Dr. Goldsmth responded
that in order to nmaintain the value of the state's assets
that any draw fromthe CBR or general fund would need to be
included in the figure. He added that in a deficit year
that it would be necessary to look at a conbination of
categories that included petroleum revenues into the
general fund, draws from the CBR and the general fund, and
t he PFD.

2:52: 07 PM

Vi ce-chair Fairclough asked whether the $7,200 took into
account t he PERS/ TRS [Public Enpl oyees’ Ret i r ement
Syst enl Teacher s’ Ret i r ement Syst en liability. Dr.
Goldsmith replied that it did not take into account how the
money would be spent; however, if the PERS/TRS liability
caused the spending out of the general fund to exceed the
$7,200 Iimt it would becone necessary to |ocate noney from
el sewhere in order to nmaintain the value of the assets.
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Representative Gara asked what an incone tax would have to
be to cover the current operating budget of $8.9 billion in
non-federal noney in order to replace oil revenue in the
event of production decline and eventual pipeline shutdown.

Co-Chair Thomas replied that it would be $16, 000.

Co-Chair Stoltze asked whether the $16,000 was for tax
payers or per capita. Dr. Goldsmth responded that the |oss
of the $8 billion to the econonmy would cause a significant
percentage of the population to l|eave the state. He
explained that it was necessary to determ ne what the size
of the econonmy would look like in the absence of oi

revenue and to then determ ne what an incone or sales tax
woul d have to be on the remaining residents in order to pay
for the sanme size of governnment. He did not know the answer
to that. He referred to Page 13 showed that the burden on
households in the event of a state income and sales tax
would be $2300 per capita. Gven Alaska's current
popul ation the total revenue from inconme and sales tax

woul d anount to approximately $1.7 billion. He explained
that it would be necessary to multiply the tax by four or
five to reach the $8 billion figure.

Representative Gara wondered whether Al aska would gain any
ground by putting $2 billion per year into savings in a
scenario in which the state was lucky and oil prices
remai ned high for five to ten years.

2:56: 55 PM

Dr. Goldsmith responded that the state was currently | ucky
for the fourth time in its history and that it should take
advantage of the luck by saving as much as possible for an
uncertain future.

Co-Chair Stoltze wondered whether Alaska had sufficient
time to save enough noney in a state retirenent account
simlar to a 401 K before the oil was gone, assum ng
continued spending and increases. Dr. Goldsmth believed
that with forward thinking by the state it was possible.
The state was currently blessed with high oil prices that
provided the state with surpluses. He communi cated that DOR
had projected very high oil revenues for at |east the next
ten years.
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Representative Doogan renmarked that a nenber at the
conmittee table had a proposal to put another $10 billion
into the permanent fund.

Co-Chair Stoltze asked how nmuch the state was currently
spendi ng on state operations fromthe permnent fund.

Representative Costello wondered whether Dr. Goldsmth
agreed with the bill's [HB 110] prem se that ACES and the
progressivity were discouraging investnent in Al aska. She
di scussed that the bill changed how the progressivity was
applied to the current tax structure and included a 40
percent tax credit on infield work. Dr. Goldsmth responded
that incentives nmatter and a tax regine that was nmade nore
attractive to the industry would attract nore production.
He thought that it was difficult to determ ne how nuch,
when, or how it would increase production; however, he was
confident that it would. He believed that it was inportant
to rethink the current oil tax policy because ACES had been
developed in a lower priced environment and the current
high oil prices were an unchartered territory that could
continue forever. He elaborated that it was an inportant
factor to determine what Al aska could be in relation to
itself and to other |ocations.

Representative Costello wondered whether the narginal and
effective tax shift to the left caused by the progressivity
adjustnment in HB 110 was sufficient to make Al aska nore
conpetitive with world nmarkets.

3:01: 48 PM

Dr. Goldsmth did not know how far the shift to left should
be. He believed it would be very beneficial for the state
to know what the opportunities were for new oil
devel opments on the North Slope and what the associated
cost structures were. He explained that it was possible to
statistically get a sense of how a change in tax rate
i npacted production in North Dakota where there were a | ot
of small and easily accessible drilling operations going
on; however, it was nore challenging in Al aska because
there were a |imted nunber of projects and it was hard to
know how far to nobve the tax structure to "kick" an
unprofitable well into profitability.

Co- Chai r Thomas wonder ed whet her i ncentivizing t he
production of new oil with tax credits and a different tax
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rate would spur oil and job devel opnent. He did not believe
it was necessary to lower the tax rate for "ol d" |egacy oil
wells. Dr. Goldsmth replied that ACES had attenpted to
address that there were sonme very profitable fields that
could wthstand a higher t ax rate; however, new
devel opnments could not support the sanme high rate. He
reasoned that it was not possible to balance the two with
one tax rate; therefore, ACES had provided a high tax rate
conmbined wth tax credits. He believed that it had been an
interesting concept, but that it had not been entirely
successful. He relayed that it was necessary to conpron se
between taxing a high rate for current revenues and taxing
a lower rate for long-termrevenues.

3:06: 05 PM

Representati ve Edgnon wondered how long it would take to
put together a conposite econom c picture that used present
value calculations, inflation adjustnments, and popul ation
trends. He recognized that Alaska was in a tough situation
but it was necessary to consider the state spending
aspects. Dr. CGoldsmth asked for clarification on the
guesti on.

Representative Edgnon asked how long it would take to
conpile a report that included a tinmeline that showed when
the state would need to dip into savings and the fornula
progranms that required state support, using the assunption
that there would be a reduction to oil taxes and a
subsequent $1 billion to $2 billion revenue shortfall as a
backdrop. Dr. Goldsmth did not think it would take very
long. He recomended the Ofice of Mnagenent and Budget
(OVB) 10-year report that used DOR 10-year forecast and
overlaid it wth a forecast of general fund spending. He
believed the report was a very useful tool and that the
forecast should be pushed out beyond 10 years given that
under current assunptions that there would be economc
surpluses for the next 10 years. He explained that | ooking
farther than 10 years into the future wth different
revenue regimes and expenditure growh rates would help to
provide a fuller and richer picture that indicated where
the vulnerability was.

Representative Edgnon wanted a nodel that projected into
the future that also provided information on current
i nplications, available savings, and liquid assets wthout
the use of Permanent Fund earnings or tax increases that
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would allow the state to function while it waited for
further oil devel opnent.

3:10: 13 PM

Representative Gara referred to Dr. Goldsmth's coment
that ACES had a high tax rate. When ACES had been devel oped
it had been explained that a lower tax rate on Iless
profitable fields and a higher tax rate on nore profitable
ones was acconplished with a 25 percent tax rate and
progressivity that did not kick-in until each field had $30
worth of profit. Dr. Goldsmth believed that he was right
and that ACES had a nunmber of "interesting"” features.

Representati ve Hawker wonder ed what t hought s wer e
underlying M. Goldsmth's characterization of ACES as
"interesting." Dr. Goldsmth responded that one of the nost
interesting things was the way that ACES attenpted to deal
with the challenge of determning how to tax |egacy fields
at a high rate and new developnent at a lower rate. He
believed that the fact that it was an econom c chall enge
made it interesting.

Representative Hawker asked for verification that M.
Goldsmth thought that ACES attenpted to tax |egacy fields
at a higher rate and new fields at a lower rate. Dr.
Goldsmth agreed, but did not claim to be an expert on
ACES.

Representati ve Hawker wondered why the state would want to
tax an already "stressed" legacy field at a higher rate
than a young and "vigorous" field. He believed that the
saying "the best place to find oil was in an oil field,"
may have been inconsistent wwth M. Goldsmth's anal ysis of
ACES. He discussed that the cost of additional production
on mature |egacy fields was much higher on a per barrel
basis. Dr. CGoldsmth replied that squeezing another one
percent out of a field |like Prudhoe Bay or Kuparuk woul d be
the equivalent to developing a new satellite or finding a
new field. He believed that it would be beneficial to apply
new technology to the existing fields, which would have
conparable to nmuch higher marginal costs than new field
devel opnment. He opined that the tax structure should
incentivize the higher costs on the legacy fields. He
explained that a legacy field that had existing daily
producti on of $80 per barrel that increased to $120 held a
profit that was not reflected by an increase in cost. He
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delineated that in a situation in which the sole concern
related to current revenues that the know edge of "perfect
information" would allow the state to set tax rates that
woul d "skimoff" as much excess profit as possible.

3:16:41 PM

Representative Hawker wondered whether the state should
currently skimas much "take" as possible or whether it was
wiser to noderate the short-term skim for a long-term
sustained skim Dr. Goldsmth believed that the state
should not try to maximze the skim because the risk
associated to activities in the oil patch tended to be
over|l ooked. Aside from the issue of the ability for the
state's tax rate to conpete with other locations, the rate
of return needed to be higher to conpensate for the extrene
risk associated with investing |large anounts of capital on
activities that may or may not pay off in the short-run or
| ong-run.

Representati ve Doogan t hought t hat Dr. Goldsnmith's
presentation had gotten mnuch nore sophisticated and had
changed from 30 years earlier. Dr. CGoldsmth remarked that
Al aska had experienced a significant anount of good [ uck
over the years. He |ooked back towards the beginning of oil
production when the state had expected to get a naxi mum of

10 billion barrels of oil in Prudhoe Bay and Kuparuk;
however, the state was |looking at a 20 year to 30 year
lifetime for the oil industry and there had been 16 billion

barrels of oil produced on the North Slope that was stil
going strong. Wth luck and good planning the state was
| ooking at enough remaining petroleum to sustain the
econony for nmany generations.

Representative Edgnon wondered what a forecast for a
downward curve in federal spending in Alaska would | ook
like. Dr. Goldsnith remarked that federal funding was going
down to approximately $60 mllion per year for particular
areas such as the Denali Comm ssion and clean water and
sewer. He detailed that it would be necessary to work very
hard to maintain future funding for the state's highways
and airports, which were big contributors to the state
capi tal budget each year. He relayed that a future change
to the forrmula for highway funding would be very inportant
for the state to be concerned with. MIlitary spending was
the other big uncertainty; however, it had held up well in
t he past few years.
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3:23:15 PM

Vi ce-chair Fairclough wondered whether he was tracking the
decline in earmarks and the evident decline in resources
from Washington D.C. that had been provided by forner
Senator Ted Stevens (the "Stevens' Effect"). Dr. Goldsmth
replied he did try to track noney comng into the state;

however, the federal reporting was really "lousy." He
rel ayed that earmarks only accounted for approxinmately $8
billion to $9 billion per year in total federal dollars

provided to Alaska and the funds were divided between
capital and operating grants, social security, retirenment,
mlitary, and non-profits.

Vi ce-chair Fairclough wondered whether there was a way to
track noney that canme into the state for the Bureau of
Indian Affairs and tribal entities and to determ ne whet her
funds were dropping for these areas as well. Dr. Goldsmth
replied that in theory there was a way to track the funds,
but the tracking that occurred in Wshington D.C. was
i nadequat e.

Vi ce-chair Faircl ough wondered whether he had any advice to
hel p policy nmakers gain public engagenent and support from
Al askans on the devel opnment of a proactive plan to save and
protect the next generation's future. She thanked Dr.
Gol dsmith for partici pating in t he fiscal policy
subconmi ttee working groups.

3:27:17 PM

Dr. Goldsmith responded that it was inportant to nake the
message sinple and to pound the nessage hone. He believed
that the "three |l egged stool" analysis provided a clear and
si npl e message that was easy to understand.

Vi ce-chair Fairclough remarked that zero production tines
$250 per barrel equal ed taxes for Al askans.

HB 110 was HEARD and HELD in commttee for further
consi derati on.

#
ADJ OURNVENT
3:29:59 PM
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The neeting was adjourned at 3:29 PM
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