HOUSE FI NANCE COW TTEE
March 28, 2011
1:37 p.m

1: 37: 36 PM

CALL TO ORDER

Co-Chair Stoltze called the House Finance Conmmittee neeting
to order at 1:37 p.m

VEMBERS PRESENT

Representative Bill Stoltze, Co-Chair
Representative Bill Thomas Jr., Co-Chair
Representati ve Anna Faircl ough, Vice-Chair
Representative Ma Costello
Representative M ke Doogan

Representati ve Bryce Edgnon
Representative Les Gara

Representative David Cuttenberg
Representative M ke Hawker (alternate)
Represent ati ve Reggi e Joul e
Representative Tanme W/ son

VEMBERS ABSENT

ALSO PRESENT

Representative Al an Austerman; Senator Cathy G essel; Rena
Del bri dge, Staff, Representative M ke Hawker; Donal d

Bul | ock, Legi slative Counsel, D vision of Legal and
Research  Servi ces, Legislative Affairs Agency; Bryan
But cher, Comm ssi oner, Depar t ment of Revenue; Bruce

Tangeman, Deputy Conm ssioner, Departnent of Revenue; Roger
Mar ks, Petrol eum Econom st, Logsdon and Associ at es.

SUMVARY
HB 110 PRODUCTI ON TAX ON O L AND GAS

HB 110 was HEARD and HELD in conmmttee for
further consideration.

#hb110
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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: 38: 13 PM

Co-Chair Stoltze discussed that Rena Delbridge, Staff,
Representative M ke Hawker would provide an overview of the
proposed CS HB 110 (FIN) 27-CGH1007\1 (Bullock 3/27/2011).

Vice-chair Fairclough MOVED to ADOPT workdraft CS HB 110
(FIN) 27-GH1007\1 (Bullock 3/27/2011).

Co-Chair Stoltze OBJECTED for purpose of discussion.

Representative Gara had several guestions for t he
Department of Revenue (DOR) related to the Fraser Report.
Additionally, he had read an article that called into
guestion sonme of the prior testinony by petrol eum econom st
Roger Marks related to the tax system in the United
Ki ngdom

Co-Chair Stoltze relayed that the bill sponsor would be
avai lable for additional questions at a later tine. He
clarified that his office would relay the question to DOR

Representative Gara communicated that he would Ilike to
speak to Conm ssioner Bryan Butcher in person during a
comittee neeting.

1: 41: 56 PM

RENA DELBRI DGE, STAFF, REPRESENTATI VE M KE HAVKER,
di scussed the proposed CS HB 110 (FIN) 27-GHL007\| (Bull ock
3/27/2011). She inforned the conmttee that two changes had
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been made to the title to conformto Section 8 in the CS
Sections 1 through 5 that related to interest rates had not
changed.

Representati ve Doogan wondered what specific changes had
been made to the title. M. Delbridge explained that the

terms "estimated,” in Line 4 and "relating to the
determnation of," in Lines 6 and 7 had been deleted from
the title.

Co-Chair Stoltze discussed that a redline version of the
bill would be provided.

Ms. Del bridge continued to address changes that appeared in
the CS. Section 6 limted the lowered tax rate eligibility
to the first seven years of sustained production. Section 7
i ncl uded new | anguage that clarified the "brackets" and had
been recomrended by Donald Bullock, Legislative Legal

Counsel . She explained that the change did not alter the
net effect of the original brackets that had been proposed
by the governor. Section 7 of the House Resources Conmttee
(Resources) version had been deleted and Section 8 of the
CS restored a nonthly progressivity tax calculation

Sections 9, 10, and 11 were unchanged from the Resources
Sections 10, 11, and 12. Sections 12 and 13 in the CS
nodi fied the issuance of tax certificates to occur within
one year instead of over two years. Sections 14 through 17
related to the well expenditure |lease credit that increased
from 20 percent to 40 percent and a ten-year sunset on the
increase related to the North Slope. Section 18 was
unchanged from the Resources Section 18. Section 19 was
unchanged from the Resources Section 20. Section 19 from
t he Resources version was not included in the CS

1: 45: 26 PM

Representative Gara asked about the details of Section 19
that was included in the Resources version. M. Delbridge
responded that Section 19 had related to an increase in the
smal | producer credit from $12 mllion to up to $15
mllion.

Ms. Del bridge discussed that Section 20 in the CS had been
unchanged from Section 22 in the Resources version. Section
21 was unchanged from Section 23 in the Resources version
Sections 22 and 23 in the CS were new conform ng anmendnents
that accommobdated the ten-year sunset on the well |ease
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expenditure credit that had been added in Section 14.
Section 24 was unchanged from the Resources Section 28.
Section 25 was unchanged from the Resources Section 29.
Section 26 was unchanged from the Resources Section 30.
Section 27 was unchanged from the Resources Section 31.
Section 28 was unchanged from Resources Section 32. Section
29 dealt wth applicability. Sections 30 through 36
addressed retroactivity and effective dates.

DONALD BULLOCK, LEG SLATIVE COUNSEL, DI VISION OF LEGAL AND
RESEARCH SERVI CES, LEG SLATIVE AFFAIRS AGENCY, discussed
that one of the nost significant effective dates in the CS
related to the 25 percent and 15 percent tax changes and
the two levels of progressivity that took effect January 1,
2013.

Representative Gara asked whether there had been any
additional <changes related to the credits that were
included in the Resources version of the bill. Ms.
Del bridge responded in the affirmative and explained that
t he Resources Section 21 that established a new credit for
30 percent of exploration outside of an existing unit or
wthin a unit forned after a certain date had not been
included in the Finance CS

Representative Gara wondered whether, aside from conform ng
| anguage, all of the credit provisions were the sane as in
the governor's original legislation. M. Delbridge replied
that she would foll ow up on the question

Co- Chai r Stoltze not ed t hat t he provi si ons wer e
substantially the sane.

Representative Hawker clarified that the change was rel ated
to the inplenentation of a 10-year sunset on the well |ease
expenditure credit that increased from 20 percent to 40
percent .

Vi ce-chair Fairclough added that the 15 percent tax base in
the second tax bracket was limted to the first seven years
of production. The producer would then go up to the second
tier or first tier at the 25 percent rate. She explained
that the limt would apply to each individual well, the
producer of the well, and the time period that the well had
to recover its cost at the lower rate.

1: 50: 22 PM
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Co-Chair Stoltze discussed his desire to adopt the CS but
did not want to nove faster than the conmmttee was
confortable with. He believed there would be a vigorous
amendnent process.

Representati ve Doogan asked for detail on the portions of
the Resources version that had not been included in the
current CS. Ms. Del bridge discussed that the current CS did
not include the Resources |anguage that had |owered the
floor for the mninmum tax. Section 17 of the Resources
version that provided a new credit related to wages paid to
Al aska workers in the Resources version was not included in
the Finance CS. Section 19 of the Resources version that
increased the small producer credit from $12 mllion to $15
mllion was not included. Language from the Resources
version that <created a new credit for 30 percent of
exploration outside of existing units or wthin units
formed after a certain date was not included. Additionally,
Resources Section 24 that elimnated the distance from
existing unit boundaries in well requirenments in order to
be eligible for the 30 percent credit was not i ncluded.

Co-Chair Stoltze appreciated the clarification.

1:53: 04 PM

Ms. Delbridge relayed that the Finance CS nmintained the
extension of the eligibility for exploration and snal
producer credits from the current statute date of 2016 to
2021 that had been included in the Resources version.

Represent ati ve Doogan wondered about the additional changes
in the legislation that did not involve the Resources
version. M. Del bridge conmunicated that the CS limted the
benefits of the 15 percent base rate tier to the first
seven years after sustained production began and at that
poi nt the production would be taxed at the 25 percent base
rate tier.

Representati ve Doogan asked for confirmation that at year
eight the 15 percent base rate tier would increase to the
25 percent base rate tier. M. Delbridge replied in the
affirmative and explained that after seven years of
sustained production a producer would be noved to the
hi gher bracket.
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Ms. Del bridge continued to discuss the additional changes
in the Finance CS. She explained that the CS restored the
progressivity tax back from an annual calculation to a
monthly calculation. Additionally, the CS included a 10-
year sunset on the 40 percent well |ease expenditure credit
that had been extended to the North Slope in both the
ori ginal and Resources versions of the bill.

M. Bullock discussed that the CS excluded an anmendnent to
AS 43.55.160 that provided instruction on how to determ ne
the production tax value. He explained that the governor's
bill had anended the section to address the new tax plan
that took out the nonthly progressivity determ nation. The
proposed CS returned to the current status, including fixed
rates of 15 percent and 25 percent in 43.55.011(e), and the
progressivity rates in AS 43.55.011(g). The existing
43.55.160(a) that addressed the annual calculation and the
nmonthly calculation would work with the current version
wi t hout an amendnent.

Co-Chair Stoltze asked whether the objection to the
adoption of workdraft CS HB 110 (FIN) 27-GH1007\1 (Bull ock
3/ 27/ 2011) was mai nt ai ned.

Hearing no further objection the CS was ADOPTED

1: 57: 32 PM
AT EASE

1: 59: 03 PM
RECONVENED

BRYAN  BUTCHER, COW SSI ONER, DEPARTMENT OF REVENUE
di scussed that DOR had not had anple time to thoroughly
read the CS, but would be happy to discuss any other
guestions the conm ttee had.

Co-Chair Stoltze communicated that there would be tine to
di gest the changes to the bill.

Representati ve Gara  asked whet her t he conmmi ssi oner
remenbered telling the Resources Conmmittee that the Fraser
Report (a survey of oil conmpany executives) showed that
only 56 percent of the executives saw Alaska's oil tax
system as a non-deterrent to investnent and 44 percent saw
it as a deterrent. Comm ssioner Butcher responded in the
affirmative.
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Representative Gara relayed that his office had spoken with
the author of the report who had explained that the
pertinent information on oil tax and royalties was | ocated
in the fiscal terns section. He discussed that the fiscal
terms section showed that 74 percent of conpanies found
Al aska's oil tax system as a non-deterrent to investnent.
He expounded that DOR had mstakenly referenced an
incorrect section of the report. Conmm ssioner Butcher
agreed that DOR had been trying to present its focus on the
tax reginme. However, he discussed that DOR s testinony had
not been related to production tax and the departnment felt
it had provided a snapshot that depicted how the oil
industry viewed Alaska. He relayed that the tax regine in
Al aska was extrenely low and there was no state sales or
income tax. He reported that out of all of the states that
had been studied the only states the industry rated as
having a works tax regime than Al aska were California, New
York, and Florida. He reiterated that the survey provided a
snapshot which showed that the general view of Al aska was
much nore pessimstic than it deserved to be. He discussed
that the departnent had discontinued using the Fraser
Report and the Wod Mackenzie Report, which rated Al aska's
fiscal situation as 129 out of 141, and had begun to narrow
its focus to specific itens that were known such as the
decline, the lack of exploration, etc.

Representative Gara discussed that "tax reginme" was the
Fraser Report's definition of personal taxes, corporate
payroll and capital taxes; however, the report indicated
that there was a much higher nunber than DOR had previously
testified that saw Alaska's oil royalty and production tax
system as favorable. Comm ssioner Butcher answered in the
affirmative, but noted that DOR had been attenpting to
present sonmething a bit different.

Representative Gara discussed that DOR had characterized
the Alaska tax system as out of whack; however, when the
Fraser Report ranked Al aska's production taxes it put nore
than half of the jurisdictions that had been surveyed as
| ess conpetitive than Alaska in ternms of production taxes
and royalties. Comm ssioner Butcher replied that the nore
DOR had dug into the issue it had discovered that there was
never an apples to apples conparison. In addition to the
Fraser Report, the departnent had pulled the Wod MKenzie
report that had been nmuch nore negatively weighted towards
Al aska conpared to other reports. He explained that there
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were a significant nunber of variables to consider and DOR
did not want to lose the focus on what the decline and
exploration activity had been in the state.

Representative Gara responded that the departnent had
presented the wong chart to the Resources Commttee and
the chart that applied to Alaska's oil taxes ranked the
state nmuch nore favorably. He enphasized that DOR shoul d
have corrected its mstake and presented the appropriate
chart to the House Finance Comm ttee.

Vi ce-chair Fairclough believed there did not appear to be a
way to conpare one Fraser Report to another to determ ne
whet her respondents had changed their views. There was not
a defined set of criteria to provide a consistent |ook at
sonet hi ng. She believed that Wod Mackenzie polled fromthe
sane type of people on a continuous basis. She discussed
that the Fraser Report had been pulled because its accuracy
had been brought into question. She added that respondents
were paid $1000 for their response and it did not provide a
consi stent nmessage given that there was no way to know who
the respondents were. She had heard the admnistration
voice that there was a different |ook each time the
information was presented and that sonetinmes it |ooked
favorable and other times it did not. She hoped that the
cormmittee would listen to Al askans who were telling them
that there was job loss and that there was production |oss
in the service industry that supplied |abor and materials
to North Sl ope production.

2:08: 01 PM

Representative Hawker had a copy of the Fraser Report in
question and believed that the entire report should be
taken with a grain of salt. He read from the survey
nmet hodol ogy that "nanes of potential respondents were taken
from publicly available nmenbership lists of trade
associ ations. Sone Canadian trade conmm ssioners abroad
provi ded nanes of individuals in their host countries. Sone
trade industry associations assisted by providing contact
information wth individuals of nenber conpanies.” He
rel ayed that there were a total of 645 responses, but they
only represented 364 different conpanies. He enphasized
that only three out of every five respondents indicated
that they held a nmanagerial position or were officers of
conpanies. He read from a copy of the solicitation for the
2011 dobal Petroleum Survey: "please note that if you
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conplete the survey and provide us wth your contact
information, at the end of the questionnaire you wll be
entered into a drawi ng for $1000."

Co-Chair Stoltze appreciated the clarification.

Representative Doogan hoped that the Fraser Repor t
di scussion was at an end and noted that the adm nistration
should not have presented the report if it was not a
reliable formof information. He asked for clarification on
the departnent's response to Question 7 in its March 28

2011 letter that was provided to the conmttee (copy on
file). He wondered whether the |egislature would not have
the full cost of HB 110 until 2014. Conmm ssioner Butcher
replied in the affirmative.

Represent ati ve Doogan thought costs to the state that were
indicated by DOR for 2014 were between $1.3 billion and
$1.5 billion plus additional costs that had not been
det er m ned. Comm ssi oner But cher replied in t he
affirmati ve.

Representative Doogan asked why it was not possible to
figure out what the additional costs would be. Conm ssioner
But cher discussed that it was inpossible to determne
whet her there would be a net positive or net negative in
2014 related to a change in interest rate. There would be a
15 percent tax rate for areas that were not currently being
devel oped. The state was currently not receiving any
revenue from the areas; however, when devel opnent occurred
t he nunber woul d becone positive.

Representative Doogan surmsed that it wuld be a good
thing if it happened at all. Comm ssioner Butcher answered
in the affirmative.

Representative Doogan asked about item 9 in Question 7
related to the expansion of exploration credits that was
listed as indetermnate in the March 28 letter from DOR
Comm ssi oner Butcher responded that the exploration credit
item had been added in the House Resources Conmittee and
that DOR considered it as an indeterm nate cost because the
department did not know to what degree the credits may or
may not be used. The nunber would be zero in the event that
the exploration credits were not used; however, it would be
an undeterm ned nunber in the event that the credits were
used.
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Co-Chair Stoltze noted that there would be a conmttee
di scussion related to the fiscal inpact of the CS. He
encour aged Representati ve Doogan to conti nue Wi th
addi ti onal questi ons.

Represent ati ve Doogan asked about itens 10 and 12 that were
listed as indetermnate in Question 7. Comm ssioner Butcher
responded that item 10 related to the extension of the
smal | producer credit from 2016 to 2021. The departnent had
no idea what activity would be used for the credit. Item 12
that added a credit in the amount of producers' wages and
conpensation paid to Al aska resident workers that exceeded
80 percent, was not in the current CS. The cost was
indeterm nate because it had been nearly inpossible to
determ ne how the credit would be used. He explained that
many conpani es had a small nunber of enployees and a | arge
nunber of contractors that could potentially manipul ate the
system so that over 80 percent of the conpany's five
enpl oyees would be Alaska workers, and it was next to
i npossible to determne what inpact it would have on the
state.

2:14: 48 PM

Representative Doogan asked whether it was really
i npossible to estinmate what the additional costs would be
in the event that all of the provisions listed in Question
7 were included in the bill. He understood that the itens
were not all included in the CS and that it would be
necessary to nmake that distinction as well.

Comm ssi oner Butcher supposed that DOR may have been able
to conme up with a no-clue guess for five to ten years in
the future. He used the 2016 to 2021 | anguage fromthe bill
as an exanple and explained that DOR would have to try to
estimate the anount of credits that would be used five
years from the present date and going out to ten years
wi t hout any know edge about what bill the |egislature would
decide to pass. He added that it had been too difficult to
come up with a nunber in the tine that the departnent had
been gi ven.

Representative Doogan expressed his desire for t he
departnent's best guess regarding the potential cost of the
bill prior to its departure fromcomrttee. He believed the
claim that it was inpossible to be certain what the costs
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woul d be was not a persuasive argunment given that fisca
notes were frequently a best guess. Comm ssioner Butcher
responded by providing an exanple related to the small
producer credit from 2016 to 2021 that was likely to be a
very small nunber. A 15 percent bracket for areas that were
not currently under developnent could have been in the
hundreds of mllions to billions of dollars depending on
the areas such as Great Bear or the Brooks Range. He opi ned
that the indeterm nate negatives would be nmuch smaller than
the indetermnate positives. The departnment could not
provide a prediction on what the exact production would be
in different areas in the future as a result of the
| egi sl ati on.

Representative Doogan understood that it was difficult to
determine an estimte but he expected the departnent to
provide a verifiable price tag on the |legislation.
Comm ssi oner Butcher responded that he would |ook at the
data but he did not have a crystal ball and could not
estimate what the production would be with an acceptable
validity.

2:18:45 PM

Representative Costell o wondered whether DOR had | ooked at
the levels of production that were needed in order for the
present legislation to result in revenue that would surpass
funds generated from ACES. She recounted testinony from a
DOR presentation that for HB 110 to surpass the revenue of
ACES that the state would need a 5 percent increase in
production at $80 a barrel, a 10 percent increase at $100 a
barrel, and a 15 percent increase at $120 a barrel. She had
found the presentation hel pful because it was not possible
to predict what would happen. She noted that conpanies had
testified that they would take another I|ook at their
inventory and consider investing in Al aska when the bill
passed. Conmi ssioner Butcher replied that the departnent
had worked to look at as many angles as possible, but
unfortunately it was extrenely difficult because of the
multiple variables involved that included tax, price of
oil, and how production mght increase or decrease. He
expl ained that when nunbers were indetermnate the
department worked to avoid providing the conmittee wth
guesses that could have been msleading. He provided an
exanple that DOR could put an estinmate in the fiscal note
that 15 percent over the next five years would bring in
$600 million to $1.2 billion in revenue. He explained that
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DOR was working to provide the conmittee with the nost
precise information possible and did not want to m slead
themw th a guess.

Representative Gara wondered whether the department would
incorporate its new price estimates in the existing fiscal
note dated January 18. He el aborated that DOR had recently
raised its forecast for the price of oil and that with a
higher price in oil the loss in tax revenue between ACES
and the proposed l|egislation would be greater. The fiscal
note showed that the price of oil was estimted at $1.3
billion in FY16; however, wth the revised figures the
nunber would be greater that year. Conmm ssioner Butcher
answered in the affirmative. He added that just as it saw
increased revenue coming into the state and potentially
nore revenue in the Constitutional Budget Reserve (CBR),
the increased price of oil would result in a |larger short-
termpotential |oss in revenue.

Representative Gara wondered whether the departnent could
provide an estimate of the fiscal cost to the state for
reducing the tax from 25 percent down to 15 percent for
fields that were going to nove forward regardless of the
tax decrease. He explained that ConocoPhillips had
announced its desire to nove forward on NPRA [National
Pet rol eum Reserve- Al aska] devel opment with the approval of
the Arny Corps of Engineers. He believed there was evidence
that Great Bear and fracking technology would result in
i ncreased production. He relayed that there had al so been
di scussi on about del ayed but eventual production at Um at.
Comm ssi oner Butcher responded that from the departnent's
perspective that it was premature to nmake assunptions about
the future. He used shale and G eat Bear as an exanple and

explained that it was prom sing, but the cost of drilling a
well in Alaska was three tinmes nore than in North Dakot a.
He discussed that it would be nmuch harder to have an
econom ¢ snmall volune well in Alaska than it would be in

North Dakota. He relayed that it did not nake sense for the
departnment to try to make an assunption about potential
devel opnent that could occur under the current tax when it
was not sure what would occur under a 15 percent tax.

2:23:46 PM

Co-Chair Stoltze remarked on the inpact of environnental
policy regardi ng fracking.
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Representative Gara disagreed with the departnent's stance.
He believed that DOR would start taxing fields at 15
percent that would have been developed and taxed at 25
percent and that it would cost the state a significant
amount of noney.

Vice-chair Fairclough relayed that Representative Gara's
statenment nmay have been accurate for a future field that
currently did not have a permt; however, there were
exi sting producers that were caught in the mddle of the
present debate and had been negatively inpacted. She
di scussed that there had been testinony the prior week
related to conpanies that had entered Al aska's reginme under
the Petrol eum Production Tax (PPT) and had been caught off
guard when ACES had been inplenented. She relayed that
there were currently wuneconomical fields that had been
forced to produce due to debt in excess of $140 mllion.
The fields would begin operating in order to recover
sharehol ders investnents based on a regine that no | onger
exi st ed.

Representative Gara renmarked that they disagreed on the
i ssue.

Representative GQuttenberg wondered when the departnent
woul d provide the conmttee with updated fiscal notes. He
t hought that DOR could provide projections that used the
current tax system conpared to the proposed tax for fields
that were known to be coming online. He had received a
letter from Professor Reynolds, an oil economst at the
University of Alaska Fairbanks who projected oil would
increase to $200 or $300 based upon worl d-w de production
| evel s and decline. He was concerned about the departnent's
overall inability broadcast and to forecast way out into
the future when it talked about the bill's focus on
changi ng behavi or and maki ng things nore econom cal and the
relationship with world conpetitive costs. Over the years
the legislature had received reports from Wod Mackenzie
and Gaff ney, Cine & Associates that discussed the
expensive but lucrative nature of doing business on the
North Slope. The whole premise of the bill was that there
woul d be a change of behavior; however, it appeared the
department was asking legislators to take a leap of faith
and that it had no ability to nake projections about new
wells, exploration, and the |ocation of new fields.

2:28: 52 PM
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Co-Chair Stoltze replied that the departnent would have the
fiscal notes ready the foll ow ng day.

Comm ssi oner Butcher responded that the departnent would
provide a fiscal note to the conmttee after it had
reviewed the CS. He added that DOR had made it known that
the U S. Departnent of Energy had reported that the state
was not close to a mature field. There had been next to no
exploration on 75 percent of state land, which was the
focus of the 15 percent tax. He relayed that questions
related to geol ogical information should be directed to the
Department of Natural Resources (DNR)

Representative WIson wondered whether the state was trying
to make it nore economcal to extract the oil that was
becoming harder to get. She believed the bill was about
increasing activity and not about changing behavior. She
di scussed that activity could increase as a result of new
t echnol ogy. Comm ssi oner But cher replied in t he
affirmative. In discussions with DNR the departnent had
| earned that the giant Prudhoe field and the mgjority of
the nost easily obtained oil had already been produced. The
state was |ooking at heavy oil, infrastructure, chall enges
away from the Prudhoe Bay field and TAPS [Trans Al aska
Pi peline Systen], and issues that were continuing to spur
production that were nuch nore cost intensive and conpl ex
than they were 30 years earlier

Representative WIson opined that there appeared to be a
gap in the correlation between explorers and producers in
the state. She knew that the nunber of explorers had
increased in Alaska. Conm ssioner Butcher agreed. He
el aborated that it was necessary to explore in order to
devel op and produce, but w thout production the state would
not receive what it hoped to fromits natural resources.

Representative WIson ascertained the system was not
working and that the purpose of the bill was to sustain
Al aska's oil fields for a longer period of tinme than would
occur wi thout any action. Conmm ssioner Butcher responded in
the affirmative. He el aborated that there would be a short-
termreduction foll owed by a | ong-term gain.

2:32: 27 PM
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Represent ati ve Doogan wondered whether DOR had information
to indicate that in five years there would be an equival ent
anount of oil in the pipeline to match an expenditure of $5
billion to $10 billion. He discussed that there was a rough
idea of what the costs would be that depended on itens
which could not be nailed down presently; however, the
committee had been given no idea about what the benefit
m ght be. He was not aware of any guarantees from oi

conpanies that giving them $1.5 billion a year for the next
five years, for exanple, would result in anything like the
kind of oil production that would balance out the

expenditure. He thought the committee would be provided
with estimates, but there had been none provided in any
presentati on, commttee neeting, or public heari ng.
Comm ssi oner Butcher responded that there were alnpbst an
infinite nunber of possibilities that the departnent would
be happy to run at a nenber's request. He reiterated that
he did not have a crystal ball and could not read the
future. He stated that the bill was the governor's attenpt
to change that Alaska did not have the sanme amount of
exploration that other areas had been experiencing. He

stressed that it would be great if the bill was successful;
however, a change in the law would |ikely be discussed in
the future if it was unsuccessful. The depart nent
considered the bill to be a positive step forward and it

hoped it was the correct sol ution.

Representati ve Doogan could not believe that the commttee
was discussing a bill that could potentially give the oi

i ndustry somewhere in the range of $1.5 billion or nore per
year wthout any concrete evidence that it would have a
desirabl e outcone. He had not heard anything that had nade
him want to vote in favor of the bill and believed the
departnment was asking the legislature to "throw the noney
up in the air and hope that sone of it |ands where we want
it to." Comm ssioner Butcher responded that the departnent
believed the industry would perceive the bill as a materi al
change and as sonmething that woul d nmake them reeval uate how
they viewed Alaska. The departnent had not received a
guarantee from conpanies that they would increase
devel opnent; however, he added that because of all of the
variables in the future, he would be a little concerned if
he were on the board of directors and the conpany had made
guar antees about investnent. He did not believe that ACES
woul d have passed in 2007 if the state had |ooked for
guarantees four years in the future regarding the price of
oil and the positive or negative inpact the price would
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have on exploration in the state. He expounded that it
woul d not have been possible to see what Texas, Okl ahons,
North Dakota, and other areas would do in the future. He
opined that in order to nove forward it was necessary to
make an assunption and take a look at it a few years |later
to determne what worked and what did not and to take
appropriate action.

2:37:31 PM

Representati ve Hawker expressed concern that the commttee
was debating the bill.

Co-Chair Stoltze comunicated that the topic was inportant
and did not want to stifle the conversati on.

Representative Hawker disagreed with the statement that
there had been no testinony about a potential upside to the

bill. He opined that there had been assunptions nade about
prior testinony that was not black and white. He discussed
that the $1.5 billion cost listed in the fiscal note was a

wor st case scenario that did not factor in any additional
production into the pipeline. He believed it was a problem
with the fiscal note that did not accurately characterize
the debate that nenbers had heard. He had listened to
testimony from Brooks Range, Geat Bear, Repsol, BP,
ConocoPhillips, and from Pioneer about projects that the
conpanies were ready to undertake provided that they were
given relief in the out-year taxation on operations. He
el aborated that Repsol was sitting on billions of dollars
and that they had told the Petroleum News that it was great
to have exploration credits but in order for them to
undertake production they needed the state to reconsider
the out-year taxation or the progressivity and bracketing.
Brooks Range and Great Bear had both testified that they
needed capital in order to pursue their investnent
opportunities and were also dependent on a change to the
out-year taxation. He relayed that Pioneer had discussed
that the expansion of its Oooguruk project was dependent on
a change to the high out-year taxation that was not
conpetitive worldw de. A ConocoPhillips press release had
stated that the conpany's conmtnent for additional capital
expenditure was contingent upon the outcome of the
legislation. Claire Fitzpatrick with BP had testified that
she was conpeting for capital with her peers from around
t he worl d.
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Representative Gara wondered how nuch production woul d need
to increase in order for there to be no |oss under the
proposed |egislation when the price of oil was $100 per
barrel. He asked whether the comm ssioner had said that a

10 percent increase in production would be needed
Commi ssioner Butcher did not have the nunmber with him He
added that the price of oil was not the only variable
i nvol ved.

Representative Gara asked for an estimate regarding the
necessary increase in production. Conm ssioner Butcher
could not provide an estinate at the tine.

Representative Gara thought the comm ssioner had provided
the nunber earlier in the neeting. He wondered where the
departnment had received its information that production
would increase enough to offset the cost of t he
| egislation. He had heard prior testinony different than
Representati ve Hawker. He el aborated that Exxon and BP had

testified that they wuld not drill a single new
expl oration wel | W th t he passage of t he bill.
ConocoPhillips had not been able to confirm whether it
would or would not build a new exploration well wth the
passage of the bill. He enphasized that none of the big
three oil conpanies had guaranteed that they would increase
production with the passage of the bill. He stressed that

the departnent was asking the legislature to pass a bill
that required an increase in production that no one had
guaranteed. He stated that the comm ssioner had said that
smal l er explorers in places such as Umat and Geat Bear
were too speculative to consider. Comm ssioner Butcher
responded that he had not said that they were too
specul ative. He had said that they were far enough out
there and there were enough questions that the departnent
did not know definitively whether they would occur under
the current tax regine. He believed that proposed changes
would make a definite change in how conpanies |ooked at
Al aska and the admnistration would not have introduced the
legislation if it did not believe that the bill would
result in a material change. He thought the industry had
roomto be nore forthcom ng about how the bill would inpact
oi | investnment in the state; however, just Dbecause
conpanies had not provided guarantees about increased
devel opment did not nean that the bill had no rel evance as
a gane changer novi ng forward.
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BRUCE TANGEMAN, DEPUTY COWM SSI ONER, DEPARTMENT OF REVENUE,
added that there had been a lot of talk about trying to get
back to a certain nunber. He contended that t he
adm ni strati on would not have introduced the legislation if
it had believed that the state was at that nunber. The
departnent believed that the pendul um had swng too far and
that the current nunber had caused the present situation
that included no exploration and oil at over $100 a barrel.
He explained that trying to get back to a certain nunber
meant that it would be necessary to assune that the state
was at the "sweet spot" nunber. The departnent presuned

that the state was not at the nunber. If the state was at
the sweet spot nunber, Al aska would have been experiencing
boom ng exploration Ilike other areas in the US He

explained that DOR was not trying to get back to a nunber
that it saw as too big, but it was trying to |ower the tax
structure in order to increase production in the pipeline.

Representative Gara responded that his problem with the
approach was that it was based on "a hope, a wing, and a
prayer." He stressed that the departnment was asking the
| egislature to give noney away in hopes that it would cone
back, with no assurance from any conpany that it would
happen. He could understand providing better and stronger

exploration credits if the goal was to increase
exploration. Likewise, if the goal was to nake noderate
size fields economc, it wwuld make sense to increase

production facilities. He did not believe that the
department had introduced any evidence that conpanies woul d
stem the production decline or increase production to the
necessary levels that would be required under the proposed
| egi sl ati on.

2:45: 37 PM

M. Tangeman replied that the bill was not heavy on
changing tax credits but heavy on changing the current tax
system Conpanies had been taking advantage of the tax
credits for exploration; however, the producers were seeing
an incredibly high tax rate on oil production and had
experienced difficulty | ocating partners. The only
adjustnents to the tax credits were the increase from 20
percent up to 40 percent for infield credit and novenent
from tw years dowm to one year. The goal of the
legislation was to change the tax system to increase
producers' interest in investing in oil devel opnent.
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Representative Gara found that the nost inplausible part of
the bill was the assunption that conpanies were taking
advantage of the tax credits and spending a significant
anount on exploration, but that they had not thought about
the cost of the production tax rate. He believed that
exploration conpanies talked to producers to determ ne
their i nt erest in devel opnment pri or to undertaking
expl oration. He believed that it was an "insanely illogical
wor | d" that the departnent had present ed.

Comm ssi oner Butcher responded that the departnent had used
exanpl es of conpanies such as FEX that went out, obtained
| eases, explored, made a discovery, and then could not find
a deeper pocketed conpany to help them devel op and produce
the oil. He did not believe that conpanies were acting
naively, but that it was a nuch graver situation than
conpani es realized when they began. Sone conpanies, such as
FEX had begun work prior to ACES and once they had made a
di scovery ACES had passed and they were not able to |ocate
a devel oper.

Co- Chair Thomas conpared the inability to see how the bil
woul d inpact the state in the future to commercial fishing
and the unforeseen changes in expenditures and pricing that
i npacted fishernmen on an annual basis.

Vi ce-chair Fairclough believed that the film credit bil
was a true exanple of operating on a hope, a wing, and a
prayer because no one had demanded specifics on its future
performance. She discussed that many conmttee nmenbers had
voted for film credits and believed that it would draw
i ndustry. She relayed that the film industry had not
contributed directly to state coffers. She discussed that
the bill would be before the legislature again to determ ne
whether the credits generated revenue for the state. She
stressed that oil and gas credits had provided the backbone
and |ifeblood for Alaskans and state governnment for
decades. Every person in the State of Al aska had benefited
when conpani es took advantage of the oil and gas credits.
She enphasized that she would rather bet on oil and gas
than on film credits that may shut the state down in the
future. She believed that it was inportant for the state to
hel p "pony up" a portion of the risk on devel opnent that it
benefited from 100 percent.

2:51:46 PM
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Representative Gara referred to a March 15, 2011
presentation by Roger Marks that related to marginal tax
rate in the United Kingdom He relayed that M. Mirks had
listed the United Kingdom at a 50 percent marginal tax rate
at when oil was $100 a barrel. A recent newspaper article
had reported that the U K charged an 80 percent tax rate
for legacy field and that it charged a different rate for
new fields. He asked whether the 80 percent tax on |egacy
fields had been reflected in the chart.

ROGER MARKS, PETRCLEUM ECONOM ST, LOGSDON AND ASSCCI ATES,
responded that the U K did have some "vintaging" and ol der
fields did pay a higher rate. He discussed that PFC Energy
had done an analysis on international tax rates for the
adm nistration in 2007 and based on its extensive database
had reported that there was very little production going on
in fields that were subject to the old vintage tax rates
and it had been the conpany's decision to not include the
data in its report. He expressed that Representative Gara
was correct, but very little current activity was subject
to the higher rate. He would be interested to know if
Representative Gara had found different information.

Representative Gara did not know what barrels were paying
the 80 percent rate and hoped that M. Marks would have
included a breakdown on the barrels that paid the higher
rate. He added that according to the newspaper the UK was
raising its oil tax rate significantly as of the current
nont h.

Co-Chair Stoltze asked which newspaper Representative Gara
was referring to.

Representative Gara cited the New York Tinmes as his source.

Representati ve Doogan wondered whether M. Marks had used
the word "vintaging." M. Marks responded in the
affirmative.

Representati ve Hawker discussed an earlier statenment that
the big three oil conpanies would not invest nore noney in
new exploration. He opined that the comment nay have been
true but that it was only half of the story. He expressed
that 90 percent of the state's future production would cone
from legacy fields and that BP, ConocoPhillips, and
ExxonMobi | corporations were all heavily invested in these
areas. He thought it was a putdowmn to refer to BP as
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British Petroleum and clarified that the conpany's correct
name was BP Al aska. He discussed that with the exception of
Badam that BP had never discovered oil in Al aska. The
conpany's business profile was to buy oil producing assets
from exploration conpanies. He enphasized that both Exxon
and ConocoPhillips had provided testinony regarding |egacy
field devel opnent projects that they would like to npve
forward on. He believed that it was a disservice to
m scharacterize the debate by using only a portion of the
testinmony that had been provided by the conpani es.

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

#
ADJ QURNVENT
2:58: 25 PM

The neeting was adjourned at 2:58 PM
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